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MEMBERS OF THE COMMITTEE 


Baker 
Bercovitch 
Cahan 

Clark (York-Sunbury) 
Cleaver 
Coldwell 
Deachman 
Donnelly 
Dubuc 

Dunning 

Euler 

Fontaine 
Fournier (Hull) 
Fraser 

Harris 

Hill 

Howard 


Mr. W. H. Moorsg, Chairman | 


and 


Messieurs 


Hushion 

Ilsley 

Jaques 

Kinley 

Kirk 

Lacroix (Beauce) 
Landeryou 

Lawson 

Leduc 

Macdonald 
(Brantford City) 
Mackenzie 
(Vancouver Centre) 
McGeer 

McLarty 

- McPhee 

Mallette 


Manion 

Martin 
Maybank 
Mayhew 

Perley 

Plaxton 

Quelch 

Raymond 

Ross (Middlesex Hast) 
Ross (St. Paul’s) 
Stevens 

Thorson 

Tucker 

Vien 

Ward 

White 

W oodsworth—50. 


R. ARSENAULT, 


Clerk of the Committee. 


ORDERS OF REFERENCE 
Fripay, January 27, 1939. 


= Orered —That pen Standing Committee on Banking and Commerce be 
empowered to examine and inquire into all such matters and things as may 
> -referred to em Py al House; and to report rer and to time ee 


ARTHUR BEAUCHESNE, 
Clerk of the House. 


if Turspay, February 7, 1939. 
a Ordered, —That the name of Mr. Ilsley be substituted for that of Mr. 


Say 


Rutherford on the Standing Committee on Banking and Commerce. 


3 Attest. 
* ARTHUR BEAUCHESNE, 
rp Clerk of the House. 


‘Monpay, February 20, 1939. 


a Ordered, —That the Report of the Bank of Canada for the year ended 
December 31, 1938, be referred to the said Committee. 


_ Attest. 
: ARTHUR BEAUCHESNE, 
Clerk of the House. 


Ps Wepnespay, March 8, 1939. 

_ Ordered—That the said Committee be given leave to print, from day to 
day, 500 copies in English and 200 copies in French, of its minutes of proceed- 
ng and evidence, and that Standing Order 64 be suspended in relation thereto. 
a “Ordered-—That the quorum of the said Committee be reduced from 
ifteen to ten members, and that Standing Order 63 be suspended in relation 


eto. 


Attest. , 
os. ARTHUR BEAUCHESNE, 
Clerk of the House. 


REPORT TO THE HOUSE 
Wepnespay, March 8, 1939. 


The Standing Committee on Banking and Commerce begs leave to present 
the following as a 


First REPORT 


Your Committee recommends: 

1. That it be given leave to print, from day to day, 500 copies in English 
and 200 copies in French, of its minutes of proceedings and evidence, and that 
Standing Order 64 be suspended in relation thereto. 

2. That the quorum of the Committee be reduced from fifteen to ten 
members and that Standing Order 63 be suspended in relation thereto. 

All of which is respectfully submitted, 


W. H. MOORE, 
Chairman. 


iv 


} MINUTES OF PROCEEDINGS 
Wepnespay, March 8, 1939. 


The Standing Committee on Banking and Commerce met at 10.30 a.m., 
the Chairman, Mr. Moore, presiding. 


4 Members present: Messrs. Bercovitch, Clark (York-Sunbury), Cleaver, 
Coldwell, Dubuc, Fontaine, Ilsley, Jaques, Kinley, Lacroix (Beauce), Lander- 
you, Leduc, Mallette, Moore, Quelch, Stevens, Tucker, Woodsworth. 


In attendance; Dr. W. C. Clark, Deputy Minister of Finance. 


On motion of Mr. Coldwell, 

 Resolved,—That the Garmin request. permission to print, from day 
to day, 500 copies in English and 200 copies in French, of its minutes of pro- 
Sedings and evidence, and that Standing Order 64 be suspended in relation 
thereto. 


On motion of Mr. Cleaver, 

_  Resolved,—That the Committee request permission to reduce its quorum 
from fifteen to ten members, and that Standing Order 63 be suspended in 
relation thereto. 


_ Mr. Clark moved that the Committee ask leave to sit while the House 
is sitting. | 


_ At the request of several members of the Committee, it was agreed to 
let this motion stand. 


q The Chairman read an Order of the House dated February 20, referring 
to the Committee the Report of the Bank of Canada for the year ended 
December 31, 1938, and invited the members to offer suggestions as to the 
procedure the Committee might follow in considering this Report. 


On motion of Mr. Coldwell, 


Resolved,—That an agenda sub-committee be appointed by the Chair- 
man, the said sub-committee to report to the Committee. 


Messrs. Cleaver and Stevens suggested that members of the Committee 
be provided with copies of Federal Statutes such as the Finance Act, the 
Currency Act, and others bearing on the questions to be discussed, as well as 
copies of Orders-in-Council relating to certain operations of the Bank of 
Canada. The Chairman stated that Dr. Clark had consented to prepare a 
digest of the information required, as well as a glossary of monetary terms. 


The Committee then adjourned to the call of the Chair. 


R. ARSENAULT, 
Clerk of the Committee. 


eo a a 
Sie 
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MINUTES OF PROCEEDINGS 
Tuurspay, March 16, 1939. , j 


The Standing Committee on Banking and Commerce met at 11 o ‘clock a.m, ? 
the Chairman, Mr. Moore, presiding. 


Members present: Messrs. Baker, Bercovitch, Clark (York Bunburdil 
Cleaver, Coldwell, Deachman, Donnelly, "Dubuc, Fontaine, Hill, Isley, Jaques, 
Kinley, Kirk, Lacroix (Beauce), Landeryou, Leduc, Macdonald (Brantford Cus 
McGeer, Mallette, Manion, Mayhew, Moore, Perley (Qw Appelle), Quelch, Ross 


(S¢. Paul’s), Stevens, Tucker, Ward, W oodsworth. a 
In attendance: Dr. W. C. Clark, Deputy Minister’ of Finance, and Mr. 
Graham Ford Towers, Governor of the ‘Bank of Canada. 4 a 


The Chairman presented the first report of the sub- comma on procedure, : 
as follows:— 


Thursday, March 16, 1939. a 


Pursuant to a resolution of the cemmittee adopted on March 8, the 
following members have been selected to act, with the Chairman, as a sub- 
committee on procedure, viz:— isi 

Messrs. Bercovitch, Kirk, Lawson, Landeryou, McGeer, Stevens, Vien 
and Woodsworth. a 

In view of the intricate questions involved in the subject- eodeen O14 
the reference before the committee, your sub-committee begs leave . 
recommend the following initial procedure: ty AM 

1. That Dr. W. C. Clark, Deputy Minister of Finance, be fed 
open the proceedings with a statement bearing on certain Orders a 
Council, Federal Statutes, and definitions. Sam 

yi That Mr. alin Ford Towers, Governor of ae bee f 
Canada, be heard immediately following Dr. Clark, in a general state- 
ment on the operations of the Bank of Canada. | 

3. That questions to be asked Dr. Clark and Mr. Towers 
deferred until Mr. Towers has completed his statement. mh 

4. That in examining the above witnesses, each member. of ‘te 
committee be allowed to complete his examination before questions. are 
asked by another member. ae 

On motion of Mr. Coldwell, the sub-committee’s report was adopted. hs 

Dr. Clark submitted for distribution to members of the committee, the 
following documents :— ay 
(a) Glossary of monetary terms; shaw 


(b) Copies of the following Orders in Council: 
P.C. 2617—Oct. 19, 1931 


P.C. 1150—May 17, 1932 ox oa 
P.C. 2756—Dec. 17, 1932 BOP Tira 
P.C. 2660—Dec. 21, 1933 Wd Metre 
P.C. 1289—June 25, 1934 i 
Vi et mis * eg 
c SPC aS 
cae NS: iz 


av . ae 


i ‘ey an cathe Be ail Vie RO” Ape Beer 2 ace f Ledley Lipsy ‘ ; Mh 
< BANKING AND COMMERCE ; pi 


. 3206—Dec. 18, 1934 
3960—Dec. 28, 1935 
3235—Dec. 22, 1936 
3124—Dec. 18, 1937 
3189—Dec. 20, 1938 
664—April 10, 1933 
760—April 11, 1934 
574—March 6, 1935 
475—Feb. 26, 1936 
426—March 1, 1938 
2693—Oct. 27, 1931 
3187—Dec. 31, 1931 
476—March 3, 1939. 


Bf (c) Copies of Regulations for the receipt of Gold Bullion at the Royal 
a Canadian Mint, Ottawa. 


OOH OD rr tg AG eg be 
O0000000000000 


/ Copies of the Report of the Third Annual General Meeting of shareholders, 
Bank of Canada, dated February 22nd, 1938, and the following Federal Acts 
were also distributed, viz:— 


The Bank of Canada Act, 1934, and Amending Act, 1938, 


The Bank Act, 1934, 
The Currency Act, 1910, 


4 The Dominion Notes Act, 1915 (certain issues), 


The Dominion Notes Act, 1915 (repeal), 
The Gold Export Act, 1932. 


iy 


Dr. Clark was called and gave an historical outline of the Canadian 


‘monetary system. 


Witness retired. 


Mr. Towers was called and made a general statement on the structure, 


functions and operations of the Bank of Canada. 


ii 


Witness retired. 


By unanimous consent the sub-committee on procedure was authorized to 


determine what documents filed with the committee should be incorporated in 
the printed record. 


The committee adjourned to the call of the Chair. 


R. ARSENAULT, 
Clerk of the Commatteo. 


MINUTES OF EVIDENCE 
Housb oF Commons, Room 277. 
March 16, 1939. 


The Standing Committee on Banking and Commerce met at 11 am. The 
Chairman, Mr. W. H. Moore, presided. 


The CHAIRMAN: Order, gentlemen. The secretary has a report to read to 


the committee. 


Report of the sub-committee read and adopted. 


Dr. W. C. CrarK, Deputy Minister of Finance, called. 


Dr. Cuark: Mr. Chairman and gentlemen, perhaps I should say first that 


the glossary of definitions that you asked for has been prepared and distributed. 


There may be a few other terms that we have left out which may be added at 


a later stage if you wish to have them added. I may say also that what we 
_ tried to do there was to give definitions of terms that are generally accepted. 
_ There are, of course, a great many variations in the usages of the various terms 
- amongst economists, bankers and others. We cannot hope to give definitions 


that everybody will agree on, but I believe the idea of the chairman was that 


if we could give a definition of terms that may be used for the purposes of 
discussion it would help greatly to clarify the discussion, and then if somebody 


has a connotation of a particular term that is different from the one given here 
it would, I believe, expedite discussion if that particular person gave some other 
tag to his particular conception. 

Then, in addition I believe you have had distributed to you a set of the 
statutes, or the main statutes covering our monetary system. Unfortunately, 


_ there are three or four of them that are out of print, particularly those relating 


to the old dominion notes act legislation, and I believe the Finance Act is also 
out of print. These acts have all been repealed and are not being reprinted by 
the Bureau of Printing and Stationery. Then, we have also had distributed a set 
of the orders in council relating to mint regulations, regulations under the Gold 
Export Act and regulations relating to arbitrary valuation of securities for 
banks and insurance companies in 1931. I believe that also was requested by 
some members of the committee. 

I understand what you want from me is a brief outline of the Canadian 


- monetary system, or rather the legal set-up of the Canadian monetary system, 


with some outline of the historical background. I shall not try to give a 
detailed historical account of the development of the monetary system. That 


would be burdensome and uninteresting. I believe the whole assignment is 


uninteresting enough. I shall try however, where that background is of interest 
and significance to current development, to throw in some of the historical 
background. ; 

Coming, then, to our Canadian monetary system, you will note that in 
the definitions we have defined money in the widest sense, in the sense in which 
it is usually used in popular discussion; that is to say, money is any medium 
of exchange which is generally accepted in the settlement of business transactions, 
debts, and so on. It includes, therefore, all our coins; all our notes, whether 
issued by the central bank or by chartered banks, and bank deposits. I shall 
follow that classification in what I have to say. In other words, I shall discuss 


» acts, the Currency Act, which is Chapter 40 of the Revised Statutes of Canada, © 
-- 1927, and the act respecting the establishment of the Royal Canadian Mint, — 
which is Chapter 48 of the Statutes of 1931. That ‘statute, is in reality an 


_ remedy allowances shown in the last two columns. Then, there is another column 
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coins first, and then Bank of Canada notes and their predecessors, the dominion | 
notes, an dthen chartered bank notes, and then I shall say a word about bank 3 
deposits. als g 
The statutory provisions in regard to coins are found, primarily in two 


amendment of the Department of Finance and Treasury Board Act. af 
If you will look at the Currency Act you will get the basic provisions — 


governing the coins that are current in Canada. In the schedule to the act i 
you have a legal description of the coins, so to speak. Let us first take gold — 


coins, which are no longer coined and are not in day-to-day circulation in 


Canada. The $20 gold coin is described there, inferentially at least, as a coin 4 
containing 516 grains of gold, nine-tenths fine. That is, the standard fineness — 
is nine-tenths. Then, there are certain provisions showing the remedy allowance. — 


In other words, the mint is given a certain leeway, a certain margin or remedy 
allowance. The weight of the coin must be the standard weight, within the 


which shows the “least current weight.” That is to say, the actual coin must 
be of at least that weight, which is a little less than the standard weight, if 
it is to perform its function as legal tender in Canada. I referred to the $20 


gold coin. The weight and fineness of the other gold coins are also given in ~ 
this schedule. I might mention that while the gold dollar is not coined at all © 


(it never was coined; the only Canadian gold coins whose coinage was provided © 


for were the $20 gold coin, the $10 gold coin, the $5 gold coin and the $24 gold © 


coin) it was the standard of value in this country up until a few years ago. The 
gold dollar is equivalent to a*weight of 25-8 grains of gold, nine-tenths fine, 


remedy allowance that I have already referred to. 


> el 


or if you like to put it another way, it is 23-22 grains of fine gold, with the © 


This schedule also gives the details with regard to our “subsidiary coins” 7 
that is to say, the silver, bronze and nickel coins. It shows the standard weight — 


and the remedy allowances and the standard of fineness which is necessary for 
the mint to use in coining these coins. Perhaps I can take the silver dollar as 


one illustration. The silver dollar contains 360 grains of silver, eight-tenths fine, — 


with a certain remedy allowance. Now, as you know, the standard troy ounce 
contains 480 grains. The silver dollar contains 360 grains—that is, approximately 


three-quarters of an ounce, eight-tenths fine—and if you want to you can work i 
out the actual intrinsic value of the metal in a silver dollar as three-quarters — 


of one ounce times eight-tenths (for the fineness) times the current price of — 
silver, which is 42 cents or 43 cents. It actually costs us at the mint, to make a 
silver dollar, not including overhead, 26 cents or 27 cents. 


In addition, in the Currency Act you will find that the Governor in Council — 
is given power from time to time by proclamation to determine the denomina- — 


set of coins, a complete new set of subsidiary coins in Canada. The design and 
the denominations had to be approved by the Governor in Council. Council 
also may put out a new coin not listed in this schedule and determine the 
denomination of it and its remedy and least current weight. It may diminish 
the amount of remedy allowed by the schedule here in the case of any coin; 


- tions of and the design of any new coins. In 1937, for instance, we had a new — 


it may determine the least current weight of coins; it may make regulations under — 


which the Minister of Finance can redeem silver, nickel, copper or bronze coins 


issued for circulation in Canada which, by reason of abrasion through ordinary — 
and legitimate use, are no longer fit for circulation; and it may call in coins of — 
any denomination or any date. However, proclamation has to issue under — 
section 20 of this act and this proclamation has to be published in the Canada — 


Gazette. 
[Dr. W. C. Clark.1 


BANKING AND COMMERCE 3 
_ Another important section of the Currency Act is that which determines the 
legal tender power of our various coins in Canada. Legal tender money is any 
money that a debtor can turn over to a creditor in lawful discharge of a debt. 
- In Canada under the Currency Act gold coins are legal tender up to any amount. 
Silver coins are legal tender only up to $10—that is, “partial” or “ limited” 
legal tender as compared to “unlimited” legal tender which the gold coin 
_ possesses. Nickel coins are legal tender up to $5 and the bronze coins are 
limited legal tender up to 25 cents. 

You will remember that under the Bank of Canada Act, Bank of Canada 
' notes are given full, or unlimited, legal tender power. In addition, according to 
the Currency Act, the British sovereign, and its multiples, are legal tender in 
Canada. Under section 10, United States eagles, double- eagles and half- eagles 
I used to be full legal tender in Canada. That applied to the coins that were 
4 issued by the United States mint any time from 1837 to the beginning of 1934 
_ when the United States changed its provisions in regard to the weight and 
_ standard of fineness of its gold coins and in regard to the holding and acceptance 
_ of these coins. 

I should also make a reference to the fact that section 21 provides for an 
examination and test of coins to show that the mint is carrying out its function 
in accordance with the law. That is the so-called “ Trial of the Pyx,”’ which 
| we hold every year on the first Tuesday in May. It is an interesting ceremony. 

In the olden days it was a very serious thing for the master of the mint, if at the 
trial of the Pyx his coins were not found ‘to be measuring up to the standard 
— weight and fineness within the remedy allowance. If that happened he was 
- subject, I believe, to the penalty of having his right hand cut off. To-day we 
_ treat our master of the mint somewhat more generously. 
There is also a provision in the act which makes it unlawful for any person, 
‘ except under and in pursuit of a licence granted by the Minister of Finance, 


— 


to melt down, break up, or use otherwise than as currency any gold coin which 
is the time being current and legal tender in Canada. 

I should like to say a word about the Mint Act, Chapter 48 of the Statutes 
of 1931. As you know, the present Ottawa mint was established here back in 
1908, as a branch of the Royal Mint, London, under the Imperial Coinage Act 

of 1870. It was not taken over by the Canadian government until 1931. Since 

1931 it has operated as a purely Canadian institution, a purely Canadian mint, 
and is really a branch of the Department of Finance. Before the branch of the 
Royal Mint was established here in 1908, the coins that were used in Canada— 
not going back to the old days when we were using many sort of coins, but 
say, only to confederation—were coins obtained from the Royal Mint in London 
or from the mint at Birmingham. 

For the first few years of the mint’s operations after 1908, its operations 
were confined to the production of gold, silver and bronze coins for Canadian 
circulation, with a few British sovereigns and some small coins which were 
struck under contract for Newfoundland and Jamaica. The mint’s first issue 
of gold coins was of sovereigns, with a small ‘c’ on them to indicate that the 
particular sovereign was minted in the Canadian mint. In May, 1912, our 
mint coined for the first time Canadian gold coins, and they kept that up for 
only a relatively few years. I believe that altogether some $4,800,000 of Cana- 
dian gold coins were struck at the mint in $10 and $5 sold pieces. None 
have been coined since 1914, I believe. The last gold sovereign was struck 
in 1919. 

In recent years the refining of gold has been the primary activity of the 

mint. We still coin subsidiary coins, of course, but the bulk of the operations 
performed at the mint result from the refining of gold. Even before 1914 there 
were some small quantities of gold that were deposited at the mint for refining; 
but as you know during the war that type of operation increased tremendously. 
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As a result of war conditions, the mint here treated nearly twenty million ounces: 
of gold for the British government or the Bank of England. One of the romantic 
episodes in the history of the mint was this tremendous operation carried out. 
at that time and I believe with very great efficiency. 

Since 1931, when the Gold Export Act was passed, that is, the act prohibit- 
ing the export of gold except under licence, practically all our newly mined 
Canadian gold has gone to the mint to be refined. We buy that gold; we refine 
it; we sell it on the world’s markets. In the mint regulations, copies of which 
you have before you, you will find that we buy from the producers and we pay 
them the value of the gold based on the world market price converted into 
Canadian funds at the average rate of exchange prevailing in the week of ~ 
deposit, after deducting the ordinary charges for assaying and refining and also 
a handling charge of 35 cents a fine ounce. In other words, the situation to-day 
is this: we will ship this gold to the world market where we can get the best 
price. Usually that is the United States. As you know, the United States gov- 
ernment stands ready to buy gold at $35 an ounce. Sometimes, however, the 
best market has been in London; that is to say, in some cases it will pay us to 
ship to London converting the British price into Canadian funds, rather than to 
ship to the United States and convert New York funds into Canadian funds. 
We ship to the market where the best net price can be obtained. I could discuss 
at greater length, of course, the mint regulations, but I do not think this is 
necessary. 

Perhaps I might now say a word about the Gold Export Act which was 
passed in 1931, and which, as I have already said, prohibits the export of gold 
from Canada except under licence issued by the Minister of Finance through 
a chartered bank or the Bank of Canada. For the last two years and to-day 
we issue these licences freely except where the gold has been coming from the 
country’s monetary reserves. To-day, as I have said, a very large proportion - 
of the newly mined gold comes to the mint for refining. There is a certain 
amount of gold, however, produced by certain mines, which has sulphur, arsenic 
or some impurity in it which makes it very difficult to refine economically in 
Canada. Where that is the case we are willing to grant a licence to the producer 
to ship that over to Seattle or to whatever other place can more economically 
treat it. 

So much for coins. I pass now to the Bank of Canada notes, and I think 
it is probably desirable for me to give you here a little bit of history, or the 
background behind Bank of Canada notes. As you know, the present Bank of 
Canada notes are the successors to the old dominion notes which from confedera- 
tion to 1935 were one of the most important mediums of exchange in this country. 
At confederation all our Canadian provinces had their own notes in circulation. 
The dominion took these notes over, assumed liability for them and substituted 
dominion notes for them. The first Dominion Notes Act was passed in 1868. 
It was a day of small things. That issue was limited to $8,000,000, and the 
provisions were these: up to the first $5,000,000 there had to be a twenty per 
cent gold reserve; the next $3,000,000 had to be backed by a gold reserve of 
twenty-five per cent. The maximum amount of notes and the reserves behind 
them, as you can see, were rather limited. Actually the notes were kept in circu- 
lation most of the time because they were needed as a medium of exchange and 
were accepted by the people. Then, there was a further provision in the Bank 
Act stating that the banks had to keep one-third of whatever cash reserves they 
had in the form of dominion notes. 

We can pass over the next few years. There were a few minor changes in 
the law relating to the issue of dominion notes and the reserve behind them. I 
believe we can jump down to 1913 when we find the legal situation was the 


following: up to $30,000,000, dominion notes could be issued against a reserve of — | 


twenty-five per cent of gold or certain guaranteed debentures, above the 
{Dr. W. C. Clark.] > 
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$30,000,000, notes had to be backed dollar for dollar in gold. Actually, no use 
was ever made of the guaranteed debentures provision; in effect what you 
always had in those days was a twenty-five per cent gold coverage against 
the so-called fiduciary issue of $30,000,000 and above that a hundred per cent 
gold reserve. 

In August, 1914 the partially covered issue was raised from $30,000,000 to 
— $50,000,000. In other words, the government could issue the first $50,000,000 of 
notes against twenty-five per cent reserve; above that, dollar for dollar in gold. 
_ Then, in 1915 there was an act passed, chapter 4 of the Statutes of 1915, which 
_ provided for the issue of $16,000,000 of dominion notes against certain guaranteed 
_ railway securities, railway securities guaranteed by the Dominion of Canada. 
_ There was also an additional $10,000,000 issued for general government purposes 
- against no specific authority. In other words, as a result of the 1915 act you 
had an increase in the issue uncovered by gold to the extent of $26,000,000. 
Then, going back a bit you have the beginnings of the Finance Act in 1914. You 
will remember that in the first few days of August, 1914, there had been a 
number of runs on chartered banks; there had been pretty heavy withdrawals 
of gold, particularly in Montreal and Toronto, and indeed you had in that 
period, the first month of the outbreak of the war, pretty much the atmosphere 
of an incipient financial panic. 

On August 3 an order in council was passed authorizing advances to 
chartered banks, and to the Quebec savings banks, in the form of dominion notes 
against the deposit with the Minister of Finance of securities approved by him. 
Then, at the famous emergency war session held during the same month 
(August, 1914), an act was passed, called the ‘“ Finance Act,” which confirmed 
the action that had already been taken by order in council and provided for the 
authorization by proclamation of similar advances in cases of war, invasion, 

‘riot or insurrection, real or apprehended, and in the case of real or apprehended 
financial crisis. I may add that that Finance Act also authorized the Governor 
~ in Council in such circumstances of emergency by proclamation to authorize the 
_ chartered banks to make payment in their own notes instead of gold or dominion 
notes; to use the excess circulation privilege (which I will refer to later) through- 
out the whole year; to suspend the redemption of Dominion notes in gold; and 
to establish a general moratorium. As you will remember, they never took 
advantage of the general moratorium provision—that was never put into effect. 
The other three provisions were made use of. 

A proclamation, in pursuance of the Finance Act, was issued on September 4, 
and thenceforth throughout the war and the early post-war years, extensive use 
was made of the Finance Act, providing for these advances of Dominion notes 
against the deposit of securities with the Minister of Finance. In the so-called 
Macmillan report on banking and currency in Canada you can find, if you wish, 
the figures showing the amount of Finance Act advances outstanding at various 
times over the period from, I think, 1914, up to about 1932 or 1933. 

In 1917 an emergency issue of $50,000,000 of Dominion notes was made to 
finance war purchases in Canada by the British government, secured by British 
treasury bills. That again was under the terms of the Finance Act. This 
$50,000,000 advance was gradually liquidated over the next few years, and 
was completely paid off by 1927. 

In 1919 an act was passed providing for the continuance in force of the 
Finance Act until two years after the conclusion of peace. So your Finance 
Act went on until 1923, and in that year an act was passed which made the 
Finance Act a normal part of the post-war Canadian financial structure. This 
new act provided that at any time, when there is no proclamation in force 
under the authority of the Finance Act of 1914, the Minister of Finance may 
make advances to chartered banks and the Quebec savings banks, by the 
issue of Dominion notes against the pledge of approved securities deposited 
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ee with the minister. The act also listed the classes of security that could be © 
deposited. It limited the duration of the advances to one year, and it authorized . 
the Treasury Board to fix the rate of interest and to make regulations in regard — 
to the advances, the terms and conditions of deposit, ete. In the Revised ~ 
_- Statutes of 1927, chapter 70, you will find the act of 1914 there as part one, 4 
and you will find this act of 1923 as part two of the act. 


4 i 
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Bs . The next step that we need to refer to relates to the year 1933. In March 4 
of that year an act was passed authorizing the governor in council to suspend 3 
3 the redemption of the Dominion notes in gold; and inthe following month, — 


April, an order in council was passed providing for the suspension of the redemp- — 
tion of Dominion notes in gold for a year. By subsequent orders in council, — 
that suspension was extended from year to year. These orders in council are in ~ 
the set of orders in council which you have. . 

Then in June, 1934, you had another change made in the Dominion Notes 
Act. That date, you will remember, was a few months before the time at — 
which the Bank of Canada was to come into operation. As explained in the 
house at that time by the prime minister, there was a certain fear that, as a — 
result of the coming into operation of the Bank of Canada, and the fact that 
advances to the banks under the Finance Act had to be. paid off at that time, 
there might be a possible deflationary tendency in the Canadian banking 
system. So the Dominion Notes Act of 1934, provided for the raising of the 
fiduciary limit of the Dominion note from .$50,000,000 to $120,000,000. In 
other words, after that time and for the few months until the Bank of Canada 
should come into operation, the government could put out up to $120,000,000 
of Dominion notes backed by 25 per cent in gold. Above that, dollar for dollar 
in gold was required, except to the extent that the Finance Act operated and 
to the extent of the $26,000,000 issue provided for by the act of 1915. There 
was also a provision in the new act that silver bought under the International — 
Silver Agreement of 1933 should be held in the reserves against Dominion notes. 

Just to give you the picture at that time, I might mention that on May 31, 

1934,—that is, about a year before the Bank of Canada came into operation— — 
the total of Dominion notes outstanding was $171,110,950. Of that total, — 
$26,000,000 had been issued under that old 1915 act; $38,440,000 had been © 
issued under the Finance Act and $106,666,950 had been issued under the 
Dominion Notes Act proper. Against that total issue of $171,000,000 odd there 
was held by the government $69,166,950 of gold, valued at $20.67 a fine ounce. 
This meant that there was a small amount of gold ($371,002) held in excess of 
the legal requirements. The new amending act made it possible to increase the 
uncovered Dominion note issue by $52,871,000. The gold held at the time 
would have provided a reserve, at the old value of gold, of. something like — 
31 per cent, and at the new value, the world market price of gold at that time, 
a gold reserve of 524 per cent, if full advantage had been taken of the issue 
of fiduciary notes. I might add that in 1934, at the same time, statutory power 
was taken to repeal the Finance Act, the act of 1915, and all the acts relating 
to Dominion notes issue (including the Dominion Notes Amendment Act of 
1934) by proclamation. The idea, of course, was that as soon as the Bank of 
Canada began operations, all these old acts relating to Dominion note issue 
should be repealed, and they were repealed, by proclamation. That is the 
story. That is the life history of Dominion notes. 

Now we come to the Bank of Canada Act. Under section 23 of the 
Bank of Canada Act, the bank was authorized to take over the liability for 
outstanding Dominion notes, except the notes issued under the authority of 
the Finance Act—advances under this Act, as I have said already, were to 
be repaid by the banks on the day the Bank of Canada commenced operations. 
The liability for all the other Dominion notes outstanding on the same day — 
was to be assumed by the Bank of Canada. Actually, when the bank came 
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to open its doors on March 11, 1935, there was outstanding at that time, 
apart from notes under Finance Act advance, a total amount of Dominion 
notes of $185,445,000. When the Bank of Canada assumed that Dominion 
liability, the government in exchange turned over the gold which it had held 
against Dominion note issues amounting to $69,445,000, the silver which it 
held for the redemption of Dominion notes valued at the then market price, 
in the amount of $986,363 and five-year 3 per cent securities of the Dominion 
of Canada in the amount of $115,445,489. 
: Section 24 of the Bank of Canada Act also gave exclusive power to the 
Bank of Canada to issue legal tender notes in Canada. Those notes were to 
constitute a first charge upon all the assets of the bank. There was no 
limitation on the amount of their issue, except that the bank, under section 
26 of the act, was required to keep a reserve in gold coin and bullion equal 
to 25 per cent of its note and deposit liabilities outstanding. There was also 
@ provision giving the governor-in-council power to suspend that 25 per cent 
gold reserve provision for a 60-day period; this could be extended for subse- 
quent 60-day periods, but not for longer than one year at one time without 
the sanction of parliament. 
; Under section 25, (1), of the Bank of Canada Act, Bank of Canada notes 
were made redeemable in gold bars containing approximately 400 ounces of 
fine gold. In other words, you have there a feature of the gold bullion 
rather than the gold coin standard which is referred to in the glossary of 
monetary terms. The governor-in-council was also given power to suspend 
this provision requiring the redemption of Bank of Canada notes in gold 
bullion, and has done so by order-in-council year by year to date. 
j Now I come to chartered bank notes. The first Dominion Bank Act 
was passed in 1871. At that time the banks were allowed to issue notes in 
denominations of $4 and upwards, up to the amount of their paid-up capital. 
The banks were required to receive their own notes in payment at any office, 
although the notes were only redeemable in gold at expressly designated offices 
of the banks, and one of those offices had to be the principal office. There 
was no specific reserve required against the notes; but there was the provision 
that of whatever cash reserves the banks did keep, one-third had to be kept 
in the form of dominion notes. 

In 1880 bank notes were made a first lien on the general assets of the 
banks. The denominations were fixed at $5 or multiples thereof; and 40 per 
cent of whatever cash reserves the banks kept had to be kept in the form of 
dominion notes. 

In the Bank Act of 1890 you have a more important provision inserted. 
This was the provision providing for the formation of the Bank Circulation 
Redemption Fund. The banks were required to deposit with the minister 

-5 per cent of their average yearly note circulation; and if necessary, further 
assessments could be made on the banks. Then if a liquidator of a failed 

bank did not arrange for the redemption of its notes, those notes were to 

be redeemed out of the Bank Circulation Redemption Fund. Another interest- 
ing provision was that, between the date of suspension of a bank and the 
date announced for the redemption of its notes, the notes of a failed bank 

were to bear interest at 6 per cent. That made it very attractive, really, to 
get. the notes of a failed bank. I may also mention that, in this Act of 1890, 
the banks were required to establish various agencies throughout Canada 
for the redemption of their notes, the place of location of the agencies to be | 
fixed by the governor-in-council. I might also mention that since that Bank 
Circulation Redemption Fund provision was put into the Bank Act, no note- 
holder of a Canadian chartered bank has ever lost any money. As a matter 
of fact, there have been no such losses since 1881. . 


—_—— 
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I now wish to pass quite briefly over some of the remaining develop-— 
ments. In the Act of 1900, the Canadian Bankers’ Association which had been 
formed as a voluntary association in 1892, I believe, was incorporated and 
was given supervision over the issue and destruction of bank notes. Follow- 
ing that and under that authority, by-laws of the Canadian Bankers’ Associa- 
tion were passed, and approved by the Treasury Board in 1901, which required — 
every bank to make a monthly return showing all the details of its note 
circulation. Provision was also made for the annual inspection of the circu- 
lation account of each bank. In 1900 also the interest payable on the notes 
of a failed bank was reduced from 6 per cent to 5 per cent. 

Then you come to an interesting development in 1908. You will remember 
this was the period of rapid development of western Canada and the agricul- 
tural industry out there. For a number of years it had been becoming — 
evident that the note circulation of the banks, limited to the amount of their 
paid-up capital, was approaching its limit. The situation was usually 
particularly acute in the crop-moving period of the year. So in 1908 an — 
amendment was passed permitting a bank to issue notes in excess of its 
paid-up capital, up to 15 per cent of the amount of the unimpaired paid-up 
capital and the rest fund of the bank. That facility could only be made use 
of during the crop-moving months of the year, which were then stated to be 
from October 1 to January 31. This excess circulation, by the way, was 
subject to a tax not in excess of 5 per cent; and 5 per cent was the rate 
always applied against it. 7 

In 1913 we had another development, namely the formation of the central 
gold reserves in Montreal. Here again, because the note issue privileges were 
reaching the limit, it was provided that central gold reserves should be estab- | 
lished by the banks. Four trustees were empowered to receive from the banks 
desposits in Montreal of gold or dominion notes, against which the banks might 
issue an equal amount of their notes. You have there perhaps a groping 
towards one of the features which is associated with a central bank, namely, 
the centralization of the country’s monetary gold reserves. I might also 
mention in passing that in 1913 the excess circulation privileges for the crop- 
moving period were extended for an additional two months; in other words, the 
crop-moving period was defined as beginning on September 1 and ending on 
February 28. 

Now I come down to the situation as it is under the Bank Act of 1934, 
the latest bank act, I might perhaps summarize what the main provisions are 
in regard to note issue: 


1. Every chartered bank is permitted to issue its own notes in denomina- 
tions of $5 and multiples thereof. : 


2. The provisions in regard to the maximum amount of note issue are 
rather complicated, or, rather they were complicated as expressed in the act 
in 1934 because the Bank of Canada had not yet begun operations, and the act 
had to take account of two situations, that is, the situation before the bank began 
operations and the situation thereafter. It would be eight or ten months before 
it would actually begin operations. So it was provided that up to the day on 
which the Bank of Canada should commence operations, which later turned 
out to be March 11, 1935, a bank was allowed to issue its notes up to the amount 
of its paid-up capital, plus the amount of gold and dominion notes it had deposited 
in the central gold reserves in Montreal, and then plus its excess circulation 
privilege during the crop-moving period of the year. But it was provided that 
on and after the day on which the Bank of Canada began operations, namely — 
March 11, 1935, that limit of issue was to be reduced. Actually, from that date 
on, the limit was to be not in excess of the unimpaired paid-up capital of the - 
bank as of the date on which the Bank of Canada, commenced operations. You 
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rill also remember that, beginning on January 31, 1936, and continuing for a 
eriod of five years, the maximum limit of chartered bank note issue was to 
e reduced by 5 per cent a year; then for five more years commencing on January 
1940, there was to be a reduction at the rate of 10 per cent a year. To-day, 
1939, the actual limit i is 80 per cent—it was reduced on January 1 this year to 
80 per cent of the unimpaired paid-up capital of the banks. By January 1, 1945, 
it will be reduced to 25 per cent; and parliament, according to the present act, 
will determine what it wishes to do from that time on. 


I perhaps should say that in giving these limits I am referring to the limit 
of note issue in ‘Canada. These provisions do not affect the right which the 
panks have to issue certain notes not in Canadian currency in British colonies 
and possessions. 

To continue this outline of the legal provisions covering the issue of 
q hartered bank notes:— 


_ 3. The Bank Circulation Redemption Fund is, of course, continued. The 
banks have to put up 5 per cent of their average note circulation, to be held by 
the Minister of Finance, for the sole purpose of paying a failed bank’s notes. 


4, The notes of banks suspending payment draw interest at 5 per cent. 
from the date of suspension to the day redemption is announced. 


_. 65. No bank is allowed to pledge, assign or hypothecate its notes and no 
advance or loan on the security of the bank’s own notes shall be recoverable from 
the bank or its assets. 


6. Every bank must always receive in payment its own notes at par at any 
of its branches, agencies or offices, and must make such arrangements as are 
necessary to insure the circulation of its notes at par in every part of Canada. 
¥ ‘or this purpose it must establish agencies for the redemption and payment. of 
its notes at such places in each province as may be fixed by the governor-in+ 
council. 


7. Banks, under the Special War Revenue Act, as you know, are required 
‘to pay a tax of 1 per cent on their average note circulation. 


So much for notes. We have left the question of bank deposits. I do not 
think it is necessary for me to say very much about bank deposits. It is a subject 
on which one could speak for a great length of time. I think, however, that 
you are all famiilar with the general provisions with regard to bank deposits, 
The sections in the Bank Act itself which relate to this subject are sections 75, 
where a bank is allowed to take deposits, because it is given power to engage 
‘in a general banking business; section 92, where it is stated that the bank may 
Ballow any rate of interest whatsoever upon any money deposited with it; and 
then sections 95 to 97, which include provisions dealing with some minor ques- 
4 ions in regard to deposits. As you know, in Canada you have your two classes 
of deposits: (1) current or demand deposits, payable on demand, transferable by 
cheque and (2) so-called savings deposits or notice deposits payable legally only 
Batter a certain number of days’ notice has been given to the banks. In practice, 
as we all know, those provisions in regard to the right to receive notice have 
never been enforced and are not being enforced by the banks. I might just say 
a word about the interest paid on savings bank deposits. For a great many 
years up until 1933, this rate was, as you know, 3 per cent. It was reduced in 
May, 1933, to 24 per cent; it was later reduced to 2 per cent, then to 14 per cent, 
and is now 14 per cent, calculated on minimum quarterly balances. I think, Mr. 
Chairman, that is all I have to say. 


The CuamMAn: Thank you very much, Dr. Clark. I will now call upon 
r. Towers. 
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Mr. Granam F. Towers (Governor of the Bank of Canada): Mr. Chair-— 
man and gentlemen: In the letter which I received from the secretary of the ~ 
committee indicating that I should be prepared to make a statement, I think — 
the words used were “a statement on the general operations of the Bank of © 
Canada.” But I have taken the liberty of interpreting that rather liberally; 
and in the,statement which we prepared we have included, very briefly, some- — 
thing in relation to the functions and the structure of the bank as well as in 
regard to its general operations. I think that in dealing with this particular — 
material, I can give it to the committee more briefly and more clearly by read- 
ing it than I could by attempting to give it extemporaneously; so with your 
permission, I shall read this. 


PART I—FUNCTIONS 


In dealing with the functions of a central bank I shall borrow freely from — 
the report of the Royal Commission on Banking and Currency in Canada, and — 
from the preamble to the Bank of Canada Act. | 

The major function of a central bank is to regulate credit and currency in — 
the best interests of the economic life of the nation. The bank’s efforts to — 
perform this function must, of course, take place within the limits imposed by 
law and by its capacity. 

Secondly, a central bank should, so far as possible, control and protect — 
the external value of the monetary unit of the country. This responsibility is 
a definite and direct one if the country in which the bank operates is on a — 
gold or other international standard. Otherwise, the responsibility is indirect — 
and less clearly defined. 

Thirdly, the bank should be a ready source of skilled and impartial advice — 
at the disposal of the government—automatically in the case of the dominion © 
government, and by arrangement in the case of provincial governments. 

Finally, a central bank should provide machinery for cooperation with — 
similar institutions in other countries. Obviously, cooperation on any matter — 
of high policy must be dictated by the views of the governments of the countries — 
concerned, but cooperation by way of information or in the performance of — 
normal banking services is also a useful and important function. 

By and large, the central bank should use its store of experience in the ~ 
service of the community, without the desire or the need to make profit a primary ~ 
consideration. 


a 


PART II—STRUCTURE 


Obviously one could elaborate at some length on the functions of a central 
bank. But I doubt whether further elaboration would serve any purpose, 
particularly at this stage. I believe that further detail would be simply dotting 
the “i’s” and crossing the “‘t’s”, including, no doubt, qualifications in regard to 
the difficulties which a central bank may encounter in endeavouring to achieve © 
certain objectives. . | 

I should like to turn now to the question of the structure of this organization — 
which is designed to perform the functions I have outlined. The structure of 
a bank is revealed by its balance sheet, and the steps it takes to perform its 
functions are revealed by changes in its balance sheet, except to the extent 
that 1t may endeavour to attain its objectives by methods of advice or persuasion. — 

May I commence my discussion of the bank’s balance sheet by making ~ 
what is apparently a very trite remark, namely, that a balance sheet always — 
balances. By that I mean that any action we may take to increase or decrease — 
our assets, automatically results in a similar increase or decrease in our lia- 
bilities; and our liabilities are other people’s assets. It is through changes in — 
these assets of other people that a major influence is exerted on the financial — 
system. I shall try to develop this point when dealing with our operations. 
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As shown by the bank’s balance sheet at December 31, 1938—copies of 

which are in the hands of the committee—our assets on that date totalled some 
$405 millions, speaking in round figures which I shall use throughout. Of these 
assets, $214 millions consisted of gold and foreign exchange, $186 millions of 
dominion and provincial government securities, and $5 millions was represented 
by other items. The liabilities balancing these assets were notes in circulation, 
$175 millions; deposits, $222 millions; capital and rest fund, $7 millions; and 
about $1 million of sundry liabilities. It will be seen that notes in circulation 
‘and deposits by the chartered banks were by far the most important items on 
‘the liability side of our balance sheet. Of our notes in circulation, of the total 
of $175 millions, $118 millions were held by the public and $57 millions were in 
the tills of the chartered banks on December 31 last. In addition to these notes, 
the chartered banks had $201 millions on deposit with us, the total of these 
' two items being $257 millions. This total represents the cash reserves of the 
banks against their liabilities in the form of deposits payable in Canadian 
dollars—and I use that wording, “ payable in Canadian dollars” to distinguish 
‘it from deposits payable in U.S. dollars, pounds sterling or other foreign 
currencies which may be on the books of the chartered banks’ foreign branches 
or even Canadian branches. 

q By law the chartered banks’ cash reserves in the form of Bank of Canada 
notes and deposits with the Bank of Canada, must not be less than 5 per cent 
of Canadian dollar deposits. In fact, the banks try to maintain a ratio of about 
10 per cent, and at December 31, 1938, when Canadian dollar deposits amounted 
to $2,498 millions, cash reserves of $257 millions represented a cash ratio of 
10-3 per cent. 

If someone were to ask me why the chartered banks try to maintain a 10 
per cent cash reserve, instead of 5 per cent or 15 per cent, or some other figure, 
I could only reply that the working experience of many years has indicated that 
-10 per cent is a reasonable ratio which provides sufficient cash to cover any 
immediate demands, but is not so high as to constitute an unnecessary burden 
in the form of non-earning assets. The banking system of each country must 
decide from its own experience what ratio is appropriate, since conditions vary 
_as between one country and another. J might add, however, that in Great Britain 
it has been the practice for many years to work to a cash ratio of about 10 per 
cent, the same as in this country, and up until recent years a ratio approximating 
10 per cent also represented banking practice in the United States. 

; I have devoted some time to this question of the ratio of cash reserves to 
deposits, because it is of fundamental importance in the working of a banking 
system. If the amount of cash reserves held by the banks increases, the first 
effect naturally is to increase the ratio of cash to deposits. The second effect 
is to induce the banks to try to make use of the additional cash reserves through 
adding to their loans and investments, which would increase their liabilities in 
the form of deposits and, therefore, reduce the ratio of cash to deposits. It 
should be pointed out, however, that if the banks are unable to make suitable 
loans or to find investments which they believe it is safe to acquire, they will 
take no action of an expansionary character, and in such circumstances would 
be forced to allow the cash ratio to remain at a higher level. 

Looking at the other side of the picture, if a reduction takes place in the 
-~amount of cash reserves held by the banks, the first effect is to reduce the ratio 
of cash to deposits. If the cash ratio is then too low, the banks will correct the 
situation by selling securities or calling loans, until the reduced volume of 
deposits bears an appropriate relation to the reduced amount of cash reserves. 


. PART IJI—OPERATIONS 


; I think that the description I have given of the banking machinery may 
be more readily understood if I am able to give a picture of the machinery in 
eo: I shall attempt to do this by reviewing the Bank of Canada’s 
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operations and their effects on the banking system since March 31, 1935, We 
actually commenced our operations on March 11 of that year, but I took the | 
end of the month because in doing so I can then relate our figures to those of the © 
chartered banks which are available to us only at the end of each month. — 
I should point out that since that date, March, 1935, our operations have been ~ 
on the side of expansion, that is, they will reveal only one type of policy, and — 
will not indicate the effect of other policies which a central bank may find it ~ 
necessary to adopt under other conditions. A 

I am commencing my remarks concerning our operations by referring to ~ 
our active note circulation—that is, the notes of the Bank of Canada which are — 
in the hands of the public—before turning to the more important subject of the © 
chartered banks’ cash reserves. On March 31, 1935, the active Bank of Canada — 
note circulation (including dominion government notes for which we had assumed — 
the liability) was $45 millions. At December 31, 1938, the active circulation — 
was $118 millions, an increase of $73 millions. If the chartered banks had — 
been forced—it is the chartered banks, of course, to whom the public go when 
they require additional notes—to supply this additional $73 millions of notes to — 
the public by drawing to that extent on the cash reserves which they held at 
March 31, 1935, their cash reserves would have been reduced to $127 millions, — 
which amount would have provided a 10 per cent cash ratio against only $1,270 
millions deposits as compared with the $2,498 millions which were actually in — 
existence at December 31 last. I need not elaborate on the disruption which — 
would have been caused by such a drastic curtailment in deposits, nor on the 
effects on markets and the public of the sales of securities and reduction of loans — 
which would have had to take place. It is sufficient to say that we took steps © 
to render any such move unnecessary by adding to our assets in the form of 
gold, foreign exchange and securities. I should point out at this stage that when 
the Bank of Canada makes such purchases of gold or foreign exchange or securi- — 
ties or assets of any kind, it makes payment by giving the seller a cheque on 
the Bank of Canada, a cheque on ourselves. The seller will deposit the cheque — 
in his own bank and that bank in turn will deposit the cheque in its account 
with us. The credit balance in that bank’s account with us forms part of the 
bank’s cash reserves so that the increase in this balance arising from the deposit 
of a cheque issued by us results in an increase in the chartered bank’s cash 
reserves. . | 

Since March 31, 1935, the total addition to the Bank of Canada’s assets in 
the form of gold, exchange and securities, has been $134 millions. The initial 
effect of these transactions was to add an equal amount (not all at once, 
naturally, but over a period of years) to the chartered banks’ cash reserves, of 
which $73 millions was taken out of the banks again in the form of additions to 
the amount of our notes in the hands of the public, and $4 millions deducted as a 
net result of sundry adjustments, leaving $57 millions as the net addition to the 
chartered banks’ cash reserves. 

I should like to turn now to a consideration of the changes in the chartered 
banks’ balance sheets, which accompanied the increase in cash reserves to which 
I have referred. 

At March 31, 1935, the chartered banks’ cash reserves were $200 millions: 
their Canadian deposits $2,034 millions, and the cash ratio consequently 9-8 per 
cent. On December 31, 1938, cash reserves were $257 millions; Canadian deposits 
$2,498 millions, and the cash ratio 10-3 per cent. 

During this period, therefore, Canadian deposits have increased by $464 
millions, of which about $213 millions has been in public time or savings deposits, 
and $251 millions in public demand and other deposit classifications. By public, 
I mean the “ general public.” The effect of this expansion therefore has been to 
give Canadian depositors some $464 millions more money available for whatever | 
purpose they care to use it, than they had four years ago. Wied ch 

{Mr. Graham Ford Towers.] 
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_. In these comparisons I am eee March, 1935, as the starting point because 
that is as far back as our operations extend. I should point out that expansion 
commenced before we opened our doors; that is to a major extent between 
June of 1934 and March of 1935, and it arose through the expansion in the 
fiduciary note issue of the dominion government to which the Deputy Minister 
of Finance referred a little earlier this morning. Therefore, if one took the 
figures from June, 1934, to December 31, 1938, the expansion shown would be 
greater than the figures 'T have used. 

a The expansion of Canadian deposits was a result of the inducement given 
to the chartered banks, through the addition to their cash reserves, to seek new 
loans and investments. The banks would have preferred to increase loans rather 
than investments, but in order for them to make loans there must be responsible 
borrowers who are willing to use the chartered banks’ facilities. In fact, loan 
“repayments exceeded new loans during the period under discussion, when total 
Canadian loans declined about $40 millions, chiefly because of a reduction in 
loans on securities, loans in the call loan category. The chartered banks, there- 
fore, had to turn to investments in securities, which increased $493 millions 
between March 31, 1935, and December 31, 1938. That was their avenue of 
expansion. 

The ratio of cash reserves to deposits was but slightly higher at December 31, 
1938, than on March 31, 1935, but in the interval cash reserves increased $57 
millions, Canadian deposits expanded $464 millions, and loans and investments 
showed a net rise of $453 millions. 


SUMMARY 


I now come to the end of the brief outline in which I have attempted to 
_ describe first of all the functions, then the structure and finally the operations 
of the Bank of Canada and the effects of these operations upon the banking 
' system in Canada, to the extent that these effects are disclosed by changes in the 
- system’s cash position and in its Canadian loans, investments and deposits. 
I have not attempted to deal with the broader subject of the relationship of these 
changes to the economic system, on the assumption that the aspects of the 
situation in which the committee is interested will be discussed at a later stage. 
To quite an extent I am afraid I have had to employ figures as a method of 
description, but I felt that it was necessary to do so at this stage, because such 
figures constitute the foundation on which any discussion of Canada’s banking 
system must be based. 


4 The Cuairman: Thank you, Mr. Towers. Gentlemen, is it your desire to 
discuss the matters that we have heard this morning now, or ah we adjourn 
until the report is printed? 

Mr. Lanperyou: Adjourn until the report is printed. 


The CuHairMAN: You will leave it to the subcommittee to decide such agenda 
as should be published with the reports that we have heard this morning? 


Some Hon. Mrmperrs: Yes. 
The CHarrMAN: The committee stands Uaaaud 
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MINUTES OF PROCEEDINGS 


Fripay, March 24, 1939. 


_ The Standing Committee on Banking and Commerce met at 11 o’clock, a.m., 
he Chairman, Mr. Moore, presiding. 


Members present: Messrs. Bercovitch, Coldwell, Densiiaee: Donnelly, 
Dubuc, Hill, Howard, Hushion, Ilsley, Jaques, Kinley, Kirk, Landeryou, Leduc, 
Macdonald (Brantford City), McGeer, Manion, Mayhew, Moore, Plaxton, 
Quelch, Ross (St. Paul’s), Stevens, Thorson, Tucker, Taylor, Vien. 


In attendance: Dr. W. C. Clark, Deputy Minister of Finance, and Mr. 
Graham F. Towers, Governor of the Bank of Canada. 

Copies of the “ Annual Report of the Bank of Canada to the Minister of 
finance and Statement of Accounts,” dated February 6, 1939, were made avail- 
able to members of the Committee who had not received same at the previous 
sitting. 


The Committee resumed consideration of the Annual Fenoke of the Bank 
of Canada, Dr. Clark and Mr. Towers being recalled and questioned. 


__ Ordered,—That the “ Glossary of Monetary Terms,” submitted by Dr. Clark 
on March 16, be printed as an appendix to this day’s evidence. 


At 1 o’clock the Committee adjourned to the call of the Chair. 


R. ARSENAULT, 
Clerk of the Committee. 
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MINUTES OF EVIDENCE 


House or Commons, Room 277, 
Ortrawa, March 24, 1939. 


The Standing Committee on Banking and Commerce met at ll a.m. The 
Chairman, Mr. W. H. Moore, presided. 

The CuatrMaAn: Gentlemen, as to procedure I would suggest that Dr. Clark, 
who made the first statement the other day, be examined. Those who desire to 
ask Dr. Clark questions should be allowed, it seems to me, to finish their 
questions without interruption. Having finished, it seems to me that they 
should give an cpportunity to other members to ask questions; in other words, 
having had the floor once, if they want a second opportunity, they should wait 
until every other member has finished with what he desires to say. 

Mr. Tucker: Mr. Chairman, I do not altogether agree with that policy. 
I think the idea should be to all work together in a reasonable manner. There 
is no doubt that one member may not exhaust entirely what he wants to ask, 
and a question by someone else may suggest a line of thought which some other 
member of the committee might wish to follow up. I do not think there should 
be any attempt to put the members of this committee in a straight jacket. I 
think we should proceed in a way that meets with the approval of the committee 
as a whole and not attempt to simply say that.one person at the outset is going 
to have to go ahead, take the floor and keep it and when he sits down he is 
finished. I do not think that is the proper attitude to take. 

Mr. Cotpwetu: Mr. Chairman, I do not agree with Mr. Tucker. Some 
of us will have some questions to ask, and I think that any one who has a 
question arising out of those questions should make a note of it and ask it 
subsequently. I think the suggestion of the chairman would facilitate the work 
of the committee. Last year we found from time to time that somebody who 
wished to ask a number of questions was interrupted and unable to finish his 
questions. I think the suggestion is rather good. 

Mr. LanpEryovu: All I would say is if one were to get up and direct all the 
questions he may have in mind he would touch on a number of different matters. 
If we could confine the questions possibly to a group of subjects under discussion, 
it might facilitate matters. 

Mr. CHAIRMAN: Mr. Stevens, what views have you? 

Mr. Stevens: The task of a chairman is, of course, a very difficult one in 
a parliamentary committee. I think we should make every effort to make that 
task as easy as possible. Obviously, the practice that sometimes grows up in a 
committee is one of loose methods of questioning, which militate, in the first 
place, against the progress made, and, secondly, against the clarity of the record 
—the record becomes merely a hotch-potch. 

I agree with the chairman, and I am quite sure that the chairman had not 
in mind curbing questions. I do not think Mr. Tucker need fear not having a 
proper opportunity. I agree with the chairman that we should proceed in as 
orderly a fashion as possible, and I certainly stand by the old practice that 
when a member of the committee is asking a question he should rise in his place 
and ask his question as briefly, concisely and directly as possible. There is a 
habit that many of us fall into of making speeches rather than asking questions. 
That militates against the record, it makes the record very difficult to go 
through. I think we can make this examination really a useful thing if we 
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follow as far as we possibly can the chairman’s suggestion. I should certainly 
be the last one to support anything in the nature of curbing a member's privilege 

of asking questions. I think the chairman’s suggestion is a good one, if we can 
possibly adhere to it. ; 

Mr. Lanperyou: Should we confine ourselves to the glossary that was 
presented to the committee by Dr. Clark, or should we question him in regard 
to coins, bank-notes, deposits and other matters which he raised in his dis- 
cussions? I should like to hear from the chairman on that point. 

The CuHatrMan: I should think that would depend on the members. If 
you wish to examine on the glossary, that is your privilege. 

Mr. Lanprryov: Shall we confine ourselves to the glossary in the beginning? 

The CHatrMan: Suppose we discuss the glossary first and then proceed later 
to the second matter. Have you some questions in regard to the glossary, 
Mr. Landeryou? 

Mr. Lanperyou: I have a question or two. . 

The Cuarrman: Then you will confine yourself to the glossary? 

Mr. Lanperyou: Yes, I shall confine myself to the glossary. I think we 
should go over all those definitions of terms, just to present our views, also to 
get to understand more fully what is meant in the definitions. 

The definition of “money” is: — | 


Money, in the broad sense (now sanctified by popular usage), is any 
medium of exchange which is generally acceptable in day-to-day business 
transactions and the settlement of debts and contracts. 


IT should like to direct a question to Mr. Clark in connection with that. Would 
he have any hesitation in saying “any medium of exchange, no matter what 
ASS ead 

Dr. Cuarx: Mr. Chairman, I should think that would be covered by “any” 
medium of exchange, as long as it is generally acceptable. I think that is meant 
to be covered by the use of the word “any” before the word “medium.” 

Mr. LanpERyou: To be generally acceptable, would you agree that we 
could dispense with the use of gold, as we have it at the present time? 

Dr. Crark: I am not quite sure that I understand the full implications of 
that question. If you mean, can we get along without gold in day-to-day 
circulation, that is perfectly obvious; we have done so. If you mean the broader 
and far-reaching question, is it necessary to have a sound money system, should 
it be based on gold, I think you have indications of the answer to that in the 
discussion of the monetary standards question in a later section of this glossary, 
for instance, where it refers to a paper standard,—either an ordinary incon- 
vertible paper standard or a managed paper standard, where they do get along 
without gold. As long as you have the factors present which assure that the 
money will be generally accepted by the public, then the thing will work. 

Mr. LANnprrRyou: It just depends in the final analysis upon the confidence 
people have in the circulating medium of exchange? 

Dr. Cuarx: Yes, that is the essence of it, because it has got to be generally 
acceptable to the people. 

The Cyamman: Is it your idea that when Mr. Landeryou is finished 
with his questions on money we should allow others to examine on that specific 
subject? Have you finished with your questions, Mr. Landeryou? 

Mr. Lanperyou: There is just one other part. 

Mr. Cotpwett: May I ask Dr, Clark a question? How would you defin 
“generally acceptable’—within a country, or over a wider area? . 

Dr. CuarK: We are thinking of “within a country.” 

[Dr. W. C. Clark.] 
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Mr. Lanperyou: The statement is often used that our money should ring 
rue on every counter in the world; but to have sound money it would not 
lecessarily have to ring true in every country as long as it was acceptable within 
he confines of your own country. Would you agree that that would be all right? | 
Dr. Cuarx: Yes. I think I could say yes, to that question from the domestic 
point of view. You may, however, get difficult questions of foreign exchange 
and relationship between your currency and the currency of other countries which 
may have adverse effects on your foreign trade. But that type of discussion 
sould probably be left until a later stage because it involves quite an elaborate 
background which we have not as yet covered. | 
I think for our purposes at the moment, the main thing is that your money, 
‘0 be money, should be a medium of exchange that is generally acceptable within 
the community. From the point of view of a standard of value, or from the 
point of view of foreign exchange transactions, you may have difficulty if you 
have not got money that is a satisfactory standard of value. 
Mr. Cotpwe.u: You used the expression “within the community,’ 

just clarify that? Within the community or within the nation? 
Dr. Cuark: Within the nation. 
_ Mr. Dzacuman: Is it not possible that money might be acceptable but not 
satisfactory? You might have to accept a certain form of money due to certain 
conditions, but yet that form might not be satisfactory. The question previously 
raised involves also the matter of foreign exchange, and money might be accept- 
able domestically but subject to wiolent fluctuation. I suggest also that it is 
possible the wide variations we have to-day in such currencies as the pound are 
not satisfactory, and that we should try to reach a greater degree of stability. 
Dr. Cuark: That is what I meant to imply by saying that these questions 
raised considerations in regard to what would be an acceptable standard of value. 
As Mr. Deachman points out, if you ‘have a type of money as your standard of 
value which is subject to fluctuations, frequent, uncertain or drastic fluctuations 
in value, then you get into difficulties with your foreign exchange transactions; 
and you get a factor which is adverse to the normal and smooth functioning of 
your processes of international trade. 7 
Mr. Lanveryou: Is it not possible, if you had a circulating medium of ex- 
‘change that was not acceptable on the markets of the world for a number of 
reasons, that within your own country the value could be stabilized? We are 
now discussing the effect of exchange rates upon our currency. That is due to 
dealings between countries, and your trade balance is what really affects the 
internal exchange. What I have in mind is that in Germany they are using a 
particular type of money with which to handle their export and import business. 
What do they call their marks? 
Dr. Cuark: Aski marks. 
Dr. Lanperyou: They keep accumulating in the country with which Ger- 
many is dealing; they have not much value in that country, but in Germany 
they are acceptable at par. 
Dr. CrarK: Not the aski marks, Mr. Landeryou. They are used for certain 
kinds of transactions by foreigners, for instance by tourists, or by traders—ex- 
porters and importers. 
: Mr. Lanperyou: The point I am trying to make is this: that your currency 
does not necessarily have to fluctuate in your own country in relation to goods 
“and services just because there is a fluctuation in its value in some foreign 
country. Would that necessarily have to follow? 
b Dr. CrarK: No; it would not necessarily have to follow. 

Mr. QuetcH: Would money that is tied to a price index have a more stable 
4 alue than money that is tied to gold? 
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Dr. Cuarx: It might be more stable but it is very difficult to say. It 
depends, for one thing, on the index of prices that you tie to, the character of 


the index. It is conceivable that such an index might be, under certain kinds of 
internal monetary set-ups, a very highly and rapidly fluctuating criterion. That 
is one side of the picture. On the other side, you would have to consider the 


possible fluctuations of a currency tied to gold. The difficulty with gold is that 


over a rather long period of time it may tend to change in value. It has not perhaps 
great stability over a long period of time, but in the short run situations it has: 
relatively great stability. I think it is exceedingly difficult to answer that ques- 
tion. It all depends, in the first place, on the index number of prices that you 


choose to tie to and the kind of currency you have in your own country, and on 
the other hand, the factors that are affecting the supply of and demand for gold. 


I do not think anybody could give you a precise answer to that question. You. 
would have to be able to foresee what is going to happen to gold for the next. 


generation or two. I do not pretend to be able to do that. It also depends on 
the index number of prices that you use, and that again depends on the kind of 
standard that you have internally for your money, the standard of value and 
how it is managed. It is conceivable that under certain conditions it might be 


a highly fluctuating standard. 


Mr. DEAcHMAN: What do you mean by “tying currency to an Index number”? 


Does it mean that the price level would remain the same; that the price level 
of index in relation to currency would remain the same over a period of years? 

Dr. Cuark: I take it that that is the implication of the question. You 
attempt at least—whether you succeed or not is another question—to maintain 
the value of your currency at a reasonably stable level in terms of some index— 
the wholesale price level, for instance. 

Mr. Vien: Within a country? 

Dr. Crark: Within a country? : 

Mr. DreacHMan: Does that mean if a pair of boots is $5 today, the same 
boots would remain at $5 for a period of years? 

Dr, Cuark: Oh, no. You would have an index number of prices, the index 


number being based on a wide range of commodities. The prices of individual - 


commodities might vary, some might go up and some might go down, but your 


index number would be an attempt to measure the average level of prices or. 


value of those commodities in terms of money. 


Mr. DreacHMAN: Would I be right in suggesting that that would offer no~ 


solution to the present problem which has confronted Canada since 1930, of a 


very low price on agricultural products and a relatively high price on manufac- 
tured products? The depression in farm products might be matched by the 
upward trend in manufactured products, or, on the other hand, the price of 
Imported products might rise and the price of exported products might fall? - 

Dr. CiarK: Quite so. Pia 

Mr. DeacuMan: So the levelling out in that sense would be of no great 
value to the nation as a whole. 

Mr. Tucker: When you have money as it has been during the past ten 


years shifting in value with deflationary movements, such industries as the © 
primary industries that cannot control to the same extent their amount of 


production will be hit much harder than the manufacturing industries which can 


control their output. Therefore, deflationary movements injure primary indus- 
tries much more than they injure secondary industries; and a measure of refla- — 


tionary action towards restoring the index level to what it was in 1926 would 
almost inevitably raise the prices of primary products as compared with 
secondary products. That, I think, is something on which, as far as I am con- 
cerned, I should like a considered opinion, not only from the deputy minister of 

[Dr. W. C. Clark.] °. 
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finance but from the governor of the Bank of Canada. I do not think it should 
be answered without due consideration having been given to it, because it goes 
to the root of our present difficulty and is something on which I should like the 
considered opinion of the experts we have before us. 

The imperial conference which was held here in Ottawa recommended a 
restoration of the level of prices as a measure of justice to our primary pro- 
ducers in an endeavour to lift the burden of debt, fixed charges and so on. It 
is my impression that we have not gone nearly far enough in the direction of — 
following the recommendations of the imperial conference. I for one should 
like to ‘have a considered statement, not in the form of an answer such as we 
might ask for here, but a considered statement on how far you have progressed 
in carrying out that policy, because I do not think you have progressed nearly 
far enough. You have left too heavy a burden of fixed charges upon the primary 
industries and they are breaking down under it. What I am particularly 
interested in is how far you have gone and why you have not gone further. 
That is one of the fundamental questions that we are considering. I should like 
to know why you have not gone further to raise the general level of prices, and 
I think the country would be interested in having a statement of the considera- 
tions that have moved you in going as far as you have gone and the con- 
siderations that have restrained you from going further. 

Mr. DreacuMAN: There is one question I should like to ask which 1s 
directly related to that. I should like to know from both the governor of the 
bank and from Dr. Clark the relative importance of monetary and non-monetary 
factors in the determination of the price factors? Are they due entirely to 
monetary factors, or are there certain non-monetary factors which may deter- 
mine the price one way or another, and what is the relative importance? 

Dr. Cuark: I think the major portion of that question should be directed 
to Mr. Towers. I wish to make just one minor point. I think this question 
raises a question related to the international market which is perhaps even more 
vital in the case of primary products than the domestic market. 

It is true, I think, that in the deflation which took place after 1929, the 
primary commodities and the primary producing countries were hurt more 
severely than the other commodities and other countries. But with us, and 
with most countries producing raw materials, our price level, in which we are 
particularly interested, is an international price level. Unfortunately, we have 
not got too much control, or very little control, over that international price 
level. What was attempted in the imperial conference in 19382, to which 
‘Mr. Tucker referred, was to get the international price level up. The dominions 
that were interested in this question were anxious, by some co-operative scheme 
involving several countries—and the United Kingdom would be of course the 
most important in any such program—to promote as far as could be done by 
monetary action a rise in the world’s level of prices,—the sterling level of prices, 
if you want to limit it a little bit more. And that just recalls to my mind Mr. 
Deachman’s point which is of course thoroughly sound—that there are monetary 
and non-monetary factors involved. Under certain situations, the monetary 
factors may be more important than the non-monetary factors. Under other 
situations, perhaps even more frequent situations, the non-monetary factors 
may be the more important. 


Mr. Tucker: I understand that each nation attending that conference 
agreed to raise its own internal price level by monetary action, and the point 
I am getting at is this: That Australia has gone, I am satisfied, much further 
along that line than we have gone. Great Britain has gone much further along 
that line than we have gone. At the time that conference was held our money 
was at quite a premium, as compared with British money. To-day they are 
on the same basis. When Great Britain and Australia and these other countries 
by monetary action raised their general price level, why do we sort of stand 
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still when it would have been of great advantage to our primary producers to 

ave got our money pretty well at the same discount, compared with British 
money. Australia has kept her money comparable with the money of. Great 
Britain. We have the same difficulties in regard to debts; we have the same 
primary difficulties, and the same with freight-rate, structures, and so on. We 
have also the same difficulties with primary producers accommodating them- 
selves to the fixed charges hanging over them, and so on. 

My contention is and has been that our monetary action has been much 
more conservative than even the monetary action of England, and that it is 
putting a tremendous burden upon our primary producers. What I am interested 
in knowing is how you can justify your comparative inaction along that line as 
compared with the action of England, Australia, and so on? 

Mr. Towers: I believe, Mr. Chairman, that Mr. Tucker suggested that he 
would really prefer a carefully considered reply to that question. The second 
question is really perhaps an enlargement of the first. Then, there is Mr. 
Deachman’s question. I believe it would be better and make for greater clarity 
if I endeavoured to set a few notes down in black and white and make the 
answer then, because it covers a very wide field. 

Mr. Tucker: I think so. 


Mr. Lanperyou: In regard to that question, I just have this to say: this 
fluctuation of money or using money as the yardstick to establish the relative 
value of goods and services has, to my mind, not been clarified. We have in 
Canada a great disequilibrium in the price structure as between the primary 
products and manufactured articles. Many have suggested that we raise the 
price level of the primary products in order to allow them to come in closer 
relation to the price level of secondary industries. 

The point in my mind is this: is it necessary to raise the prices; if so, why? 
_ Or, would it not be better to lower all prices? For instance, if a man is receiving, 
we will say, a dollar a day, and can buy a suit of clothes for ten dollars, he is 
just as well off as if he is getting $10 a day and has to pay $100 for a suit of 
clothes. To my mind money has fluctuated entirely too much in the last few 
years in relation to the goods and services produced in this country. It reminds 
me of the story I heard of the Indian traders. They traded their guns for skins. 
The Indian would come with his furs and pile his skins up against a gun; and 
after he had piled up sufficient skins to reach the top of the gun standing on 
its butt, he would receive the sun. The gun was the means whereby the Indian 
lived. The traders appreciated that fact, and put great big long barrels on their 
guns, and they skinned the Indian out of his skins with these long-barrelled 
guns. We are doing relatively the same thing. We take the dollar bill and we 
say to the farmer: Here, you can have this dollar bill for your bushel of wheat 


this year. The next year when the farmer comes, he finds a long-barrelled — 


dollar bill, and he has to put up two or three bushels of wheat in order to secure 
that dollar. The farmer is required to bring sixty pounds to the bushel of 
wheat, and it has to be No. 1, No. 2, or No. 3; it has to be graded. But he does 
not receive in exchange a form of money the same from year to year. How are 
we going to get rid of this great disequilibrium in the price structure? As I say, 
the only reason we desire to raise the price level of agricultural products is to 
allow the farmer an opportunity to meet his overhead which has been accumu- 
lating over the years because of the tremendous inerease in municipal, pro- 
vincial and federal debt and taxation, as well as his own private obligations 
that he has incurred during the years. 

Now, I should like to find out from those who are here to-day first, just 
what steps could be taken in order to do away with that great fluctuation? I 
know that in some countries of the world, New Zealand and other places, steps 
have been taken to stabilize the price of primary products. I should like +o 
know what action should be taken by this government to stabilize these prices? 

[Mr, Graham Ford Towers.] 
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Mr. Macponatp: When the statement is being prepared by the governor of 
the Bank of Canada, will he discuss how the price level of primary products can 
be raised without affecting or raising the price level of other products? Do they 
not go hand in hand? There might be a small difference; the one might fluctuate 
a little more than the other; primary products may fluctuate in price more than 
the so-called secondary products, but can we dissociate one from the other? 
| Mr. Towers: Mr. Chairman, dealing first with Mr. Landeryou’s question 
and then trying to answer it, I will at times get somewhat into the field that the 
earlier question entered; but I should like to try to answer this one without can- 
celling the idea of perhaps a longer and more considered statement in respect to 
the earlier questions. It seems to me that there are two aspects to this last 
question: one relates to the general price level, the average of all prices, and 
the other relates to the price level of certain products. So far as the general 
price level is concerned, I would agree that it does not matter whether 
that level is high or low; it does not matter what the level is so long 
as everything else in the country has been adjusted accordingly; in other 
words, so long as a wage of one dollar is just as good as a wage of two dollars 
has been at some time in the past; but in the modern community the adjust- 
ments are so terrific in character, so widespread, they take so long to take place 
and they cause so much disorganization and disruption while they are taking 
place that I believe it has been found that the rigidities are such that it is prac- 
tically impossible and certainly socially undesirable to attempt to accept, if you 
can avoid it, very wide changes in the price level. 

These wide changes did take place subsequent to 1929, and we all know 
the disorganization and the suffering that they produced. It was with that 
thought in mind that the conference here, and later the world conference in 
London, I believe, agreed on the desirability of trying to restore the price level 
of 1926. They took 1926 as the year in which the price level was at. a figure 
where it had been for some years. They took it from the air, so to speak. 
Whether that particular level is still desirable, I do not know; but it was a level 
to which industry believed our wage earners and so forth had become accustomed. 
Ever since then there have been rising price levels to try and remedy some of 
the disruption caused by the great change which had taken place after 1929. I 
believe that so far as monetary action is concerned, it has gone just about as 
far as monetary action can go in most countries with that object in view. Prices 
have increased since 1932, although they are by no means on the average level 
of 1926. During the course of these years when monetary action has been 
directed in the sense that I mentioned, many other things have occurred which 
have proved far more disorganizing for business, disorganizing to an extent that 
was absolutely impossible for monetary action to offset. 

Dealing for a moment with the question of specific commodities, I would say 
that no monetary action is likely to improve the position of certain products in 
relation to other products; that even if you have generally rising price levels on 
the average, you might easily have in relation to a product of a group of prod- 
ucts, a falling price level. If these products are being produced in a quantity 
greater than the market warrants it will simply mean the owners of other prod- 
ucts, having these depressed products placed on the market in considerable 
volume, will say in effect: we won’t exchange so much of our commodity for a 
bushel of wheat; the quantity of wheat being offered is tremendous, we should 
get two bushels of wheat for the same amount of our product that we formerly 
gave for one; and no monetary action will cure that. 

Mr. Cotpwett: Mr. Chairman, I want to go back to the suggested state- 
ment, because I think that statement should cover a fairly wide field. When we 
were speaking of stability a short time ago I wondered if the officials drawing 
that statement would pay some attention to what has transpired in Sweden, 
where they did adopt a price index, I believe, as early as 1930 or 1931—I have 
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forgotten just which year. Their experience, I believe, is rather an interesting 
one. I agree with the point of view that monetary action is not the only action 


- that has to be taken in order to achieve stability of prices. I noticed that the 


governor of the Bank of Canada stated he thought that in many countries mone- 
tary action had gone as far as it was possible to go. I was wondering what 
other suggestions he would have to offer to go beyond the monetary action, be- 
cause I am in thorough agreement with that point of view. In our own country 
we have been talking of the severe fluctuations. I happen to have brought 
down with me a wholesale index of 1920; and based on the 1926 figure, an 
index of 100, we find this: in 1920, the wholesale index was 155-9; in 1929 it had 
dropped to 95-6; in 1937 it was 84-6; in December, 1938, it was 73-3, and: in 
January, 1939, it was the same figure, 73-3. 

With regard to the primary producer, I am also aware of the fact that the 
fluctuation in primary produce has been much greater than the index would in- 
dicate. In my opinion the question of the price of primary products is one of 
the most important that we have to face. I might just point this out, that in 
my opinion again—and if there is any other suggestion I should like to hear it— 
the fact that industrial organization has been able to stabilize to a very large 
extent their price level is due to the fact that. they exercise wide control all 
across the country. In other words, we are faced with monopolies. 

Just before I close what I was going to say on this point, I should like aie 
to know, when we are discussing this matter, just what steps have been taken 
and what experiments have been tried in other countries. -I mentioned Sweden. 


‘ - Australia and New Zealand took the opposite course exactly to ours a few years 


ago in relation to sterling, depreciating their currency in terms of sterling. May 
I just also say in passing that, watching the fluctuation of our dollar in the 


past year, I have noticed the same sort of tendency. I am now speaking in 


round figures. A few years ago our dollar was worth one-fifth of an English 
pound, or putting it another way, the English pound was approximately worth 
five dollars in our currency. It is no worth about $4.70. That, of course, is 


not a very severe drop, but we may find that a further drop will-occur. 


Then, I should like to know how they have vontrolled their price levels say, 
in Germany, and how they have controlled them in Russia and how they have 
attempted to meet this situation. in the United States, all of which countries 
are on different plans, and whether any of these offer any suggestions, not as a 
whole, but in part, to us. I believe we should get a clear view of just what can 
be done. I am of the opinion that while monetary control is essential yet it is 
not the only factor, and I suggest while we are considering this problem, we 
should not run off at a tangent, and think that there is a single line that we can 


follow. I believe there are a number of factors to take into consideration. 


Hon. Mr. Stevens: I should like to ask Mr. Towers to consider in his state- 
ment a very practical question. I am not reflecting upon the theory that we 
have been discussing today but I believe we can bring one phase of it to a very 
practical issue. 

For the purpose of clarifying my question, may I just intimate or set forth 
my agreement with Mr. Landeryou on the disparity between primary products 
prices and secondary industry prices. Having that in mind, and secondly, having 
this in mind also, that the sterling area is the largest for our primary products 
in our export trade, I should like to ask two questions. In asking these ques- 
tions [ am not casting any reflection on any one but I am rather thinking of 
the future course. My first question is this: did Canada act wisely on the 
occasion of the departure from the gold standard of Great Britain in 1931 in 
seeking to maintain the stabilization of the Canadian dollar with the American 
dollar, rather than allowing the Canadian dollar to follow sterling? That is the 
first question. Did we act wisely at that time in the light of the effect upon our 
primary products prices to the producer in Canada? 

[Mr, Graham Ford Towers.] 
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My second question is simply the opposite, shall I say, of the first. The 
question is this: would it not be the wise course for Canada to attempt in its 
stabilization policy to keep the Canadian dollar closer to sterling, rather than 
Maintaining it at the American dollar level? I want my question to be brief, 
and I am not going to argue or elaborate that. I should like Mr. Towers, if he 
would, to keep that in mind, the question of the practical policy for Canada in 
its stabilization efforts in its general monetary policy. 

| Mr. Donne uy: Following up Mr. Stevens’ suggestion I should like Mr. 
‘Towers in framing his answers to let us know if it would not be well for us in 
the same way to keep our dollar on a parity or somewhere near a parity with the 
Australian pound or the Argentine monetary unit, for example. These are the 
two countries with whom our farmers have to compete as: agriculturists. Our 
wheat, cattle, butter, cheese and everything of that kind are in competition 
with the products of these two countries I have mentioned. Would it not be 
as well for us as an agricultural country to keep our money somewhere on a 
parity with their currency rather than the English pound or the American 
dollar? | 
. Mr. Lanpreryou: It has been claimed in the evidence that I have read 
which was placed before the Rowell Royal Commission by the province of 
Manitoba particularly and Alberta, that the fact that we have kept our monetary 
policy on a par with the United States, whether deliberately or not, has cost 
the farmers of western Canada in the last three years somewhere in the neigh- 
bourhood of $100,000,000 a year. Is that correct? 

| Mr. Towers: I wonder if I may try to reply to the questions in sequence? 
Mr. Chairman, speaking first to Mr. Stevens’ question, and thinking of the 
preparation of a later answer, I understand the question was, first of all, 
whether Canada acted wisely in keeping her dollar at. a certain level in these 
earlier years, 1931 and 1932, or whether she would have been better advised 
not to have made that attempt, but rather to have done something else. To 
the best of my knowledge and belief, Canada never took any action whatever 
in the exchange market to produce any given level for the Canadian dollar. In 
other words, during that time and up to and including the present day, the 
Canadian dollar has found its own level in the market. No one that I know 
of, privately, publicly, or anyone else, has tried to peg it at a certain level or 
to arrive at a certain level. Therefore the question could be, of course: rather 
than have allowed the Canadian dollar to find its own level in the market at 
that time, 1931 to 1932, would it have been better to have taken deliberate 
steps to bring it to the level of sterling? 

Mr. Tucker: Did we not export gold and establish by loans and borrow- 
ings with New York the level of our money with that of the United States? I 
believe there were attempts made along that line. 

_ Mr. Towers: My strong impression is that the borrowing which took place 
in the United States at that time—lI speak only as a spectator, because I did not 
know what was in the mind of the government of the day— was made because of 
necessity; that a considerable quantity of money was required at that time and 
it was thought that the domestic market could not supply it, and that was the 
reason for the loan. I believe that consideration of any influence that it might 
have on exchange was, so far as I know, completely absent. Many of the things 
that happen from time to time might have an effect; almost anything in the 
market may have an effect on exchange; but while I make the qualification 
that I do not speak from first-hand knowledge, nevertheless I feel absolutely 
certain that no one during these years was thinking of the exact repercussion 
of their actions on exchange. 

Mr. Tucker: The whole tariff policy was based, I believe, on the idea of 
cutting down imports from there and re-establishing the level of our dollar. That 
was the express purpose of the prime minister at that time. 
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Mr. Towers: On that subject, of course, it would be impossible for me to 
claim any knowledge. a 

Mr. Lanperyovu: Had we taken action to have our money placed on a par 
with New Zealand and Australia would not the effect have -been to raise the 
prices received for agricultural products in western Canada? 4g 

Mr. Towers: Yes, I believe that it would. 3 

Mr. LANDERYOU: Why was action not taken? I will put it this way: since 
action was not taken did not a particular section or class of producers in Canada 
gain by having our money on a par with that of the United States? I am not 
suggesting now that it was a deliberate policy, Mr. Towers, but since that was 
the case did not a particular section of society gain by it? , 

Mr. Towers: I would say that while I answered in the affirmative as to! 
whether the reduction in the exchange value of our money to the level of 
Australia and New Zealand would have raised the prices of the products that. 
you mentioned, that, of course, is only the commencement of the story. It would! 
also have raised our other prices, not overnight, but over a period of time. It! 
might be the case that, even, the position af agriculture would not have been 
improved with respect to its price level in relation to the prices of other things. 
It might have been improved in relation to debt. Then one would have to 
enquire whether the improvement of the agricultural price level in relation to’ 
debt, as in the end it presumably would not have improved in relation to other 
things, whether that then would have justified the action which you mentioned. | 
To give an answer to that, I suppose, one would have to examine the effect on 
all other sections of the country. Would it have been beneficial or harmful and. 
created injustice elsewhere? If so, how great would have been these nut crea 
Should they have been incurred because of the advantage to agriculture in rela- 
tion to debt? That is a very difficult subject, I should say. The principle I| 
have in mind is that while any action of that kind may benefit a certain section, 
the benefit is achieved at the expense of other sections and therefore, I suppose, 
the government must try to adapt its policy to the greatest good of the ereaest | 
number. 

Mr. Lanperyou: Which sections benefit by the exchange being kept on a. 
par with the United States? | 

Mr. Towsrs: The change in the level of exchange, of course, is almost 
entirely an internal transfer. You do not affect the foreigner in the ordinary 
course of events by that change in level. Temporarily perhaps the foreigner | 
may be affected because you sell him your products more cheaply, sometimes — 
called exchange dumping. In that case the country with the depreciated | 
exchange is making, shall I say, a present to the foreigner. The foreigner 
sometimes does not like it because it disrupts the market, but if the foreigner _ 
considers the consumer he may look on it as something he may have to accept. 
Subject to that possibility, the country with the depreciated exchange may be | 
giving more generous treatment to the foreigner. The thing is an internal | 
transfer. | 

Mr. Hitt: Don’t you believe this is true: due to the fact this is a large 
farming country we would have benefited a great deal more by allowing our 
exchange to fall with the British pound than by maintaining it on a par with 
the American dollar? It is a fact that when England went off the gold standard 
in 1931 we lost millions of dollars. I know one company that lost half its 
business in the export market and when Roosevelt lowered the gold content of | 
the American dollar, two million dollars worth of exports came back within the 
month. That was a primary industry. Is it not true that the primary indus- 
tries suffered by this government not lowering its dollar at the same time _ 
as the English pound fell, as did Australia, New Zealand and South Africa, | 
Norway, Sweden and Denmark, which are primary producing countries? They — 

[Mr. Graham Ford Towers.] a 


& 


wat. bs > tee, 


BANKING AND COMMERCE 25 


dropped their currency overnight, the same as England did; but we maintained 
ours with the American dollar. These countries benefited. They were the 
countries that took away Canada’s exports. I do not believe that can be 
denied. There is no denying the fact the people who did benefit were the 
‘financial institutions and the financial companies who had securities in the 
United States and had to pay the interest on these securities in American 
funds. They benefited, but the benefit to these industries was very much less 
than the loss to Canada as a whole. I am of the opinion, and I should like to 
have your opinion so far as you can go, that those very companies would in 
the long run, if they had been far-sighed enough, have benefited very much 
more with the prosperity of the farm industry of Canada than they gained by 
saving a little on interest. , 
Mr. Towers: Might I mention, first of all, that Australia and New 
“Zealand, of course, had fallen below the level of the British pound before 
England left the gold standard; and as they were pegged to the British pound 
they naturally went down with it in relation to other countries. 
| The action of Australia and New Zealand was involuntary. They had got 
into very serious trouble; they lacked exchange prior to that time and had built 
up a very difficult internal situation which pressed on them to the extent that 
their exchange fell. | 
Secondly, to the question as to whether our primary industries would have 
- been better off had we followed the British pound at that time in September, 
1931, I find it very difficult to give an answer. It is necessarily a question of 
opinion. It becomes still more a question of opinion if you change the ques- 
tion to be: Would the country as a whole have been better off? Had that 
depression of the British pound been permanent, I think I could answer yes; 


_— a 


that we would have been better nearer the pound, at least, tham we were. 
Whether the benefit which would have been derived during the fifteen months 
that that situation persisted—whether that benefit would have been worth 
the effort, I cannot tell and no one can tell now, I suppose. 

Mr. Hitu: In your judgment, do you not think that the government 
and the financial institutions of Canada are just a little over-valuing the 
importance of maintaining our dollar at a high standard in international 
finance? After all, Canada is a very small country. 

Mr. Towers: Whatever views may have been expressed on that, I would 
still say that no action was taken, and that the dollar has always found its 
own level. 

Mr. Hitu: I cannot agree with you. 


Hon. Mr. Stevens: Would you limit that, Mr. Towers, to saying, “no 
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official action was taken”; that is, no declared objective was made? 

) 

Mr. Towers: I would even go so far as to say that no concealed action 
was taken. 


Hon. Mr. Stevens: I do not like the word “concealed.” 

Mr. Towers: Perhaps I used that wrongly. 

Mr. Vien: Was there any concerted action? 
| Mr. Towers: No action of any kind except perhaps the repercussions 
of other actions which I personally would have thought were not taken with 
an eye to establishing any given value for the dollar. 

Mr. Vien: It might be interesting to have an answer to that question, 
not inasmuch as past events can be cured, but inasmuch as we might determine 
a sound policy for the future. 

Mr. Howarp: Mr. Towers, there is a great deal in what Mr. Hill said a 
minute ago as to the effect that would have been created had we depreciated 
our money as did New Zealand, which you were right in saying was by— 

The CHatRMAN: Duress. 
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Mr. Howarp: Well, it was not a direct method, but it caused their money 
to increase. They took action to stabilize it and maintain it at twenty-five — 
cents below the British pound. Now, had we done the same thing, there is not 
any doubt that it would have increased our export business and. possibly gradu-— 
ally increased the price of agricultural products. I think that is agreed, but I 
cannot see any benefit unless we were alone in the field with Australia and New ~ 
Zealand. What would have happened is that the next country would do the © 
same, and the next country, and so on, and where would we get off in the final | 
result? If you got all the countries of the world to agree to do a certain thing © 
and Canada pursued the opposite course, Canada would benefit; but they just 
do not do things that way. 

Is this not a fact, that the main trouble in our situation is the disparity 
between, we will say, three classes of products? I will illustrate it this way: 
You have interest to pay on money, and you have taxes; when the crash came 
in 1929 interest rates actually increased and taxes stayed at their same level 
or increase; at the same time labour went from forty cents an hour down to — 
fifteen cents an hour, or no labour at all. Then the price of farm products took 
a drop. Is it not a fact that if interest rates, or the cost of money and taxes 
were on a fair basis, considering wages for labour and the price of agricultural 
products whether they be high or low, this country would have been fairly 
prosperous? When you throw one up and the other two down, naturally you 
- get in the situation that we have been trying to stem by all kinds of methods 
during the past nine years. pit 

And are we not going along in the same way? As you know, the bankers 
of the country at the present time are only purchasing short-term loans all over — 
the country. Now, when you get out of this trouble and begin to get into pros- 
perity, will that not affect us in exactly the opposite way, as it has in the past? 

Mr. Towers: Dealing with the first part of your question where reference 
was made to the possibility of increasing exports through exchange depreciation 
and the suggestion that perhaps other people might have taken similar steps 
and therefore one cannot in these times steal a march on the other fellow in that — 
way, I quite agree; and it was that that was in my mind when I suggested that 
the effect of exchange depreciation is largely an internal transfer. One may com- 
mence by offering a certain commodity at a lower foreign price if the exchange 
is low, because, translated into terms of Canadian dollars, that looks relatively 
a satisfactory price; which simply means that the foreigner gets the advantage — 
there through obtaining this country’s products more cheaply. One’s competitors — 
would then have to follow suit. So that a thing like that is liable to translate 
itself into a competition on the part of the primary producing countries to supply 
the consuming countries on a basis which is ruinous for the producers. In that 
case, it is a gift to the consuming countries. 

One of the great advantages that England had during the depression—a thing 
which I do not suggest for a minute always benefits England in the long run | 
because she depends on world prosperity for her existence—was that certainly | 
the wind was tempered to the shorn lamb during the extreme depression years — 
by the fact that England got her raw materials and food-stuffs on the bargain 
counter. I cannot conceive that that situation in the long-run benefits the 
primary producers. 

Coming back to the proposition that exchange depreciation is by and 
large an internal transfer, it then becomes true, of course—I do not know whether 
it was obvious to the committee from the start—that it is necessarily purely a 
matter of governmental policy. It is a policy of weighing the benefits and dis- | 
advantages in the various sections of the community—something that only the 
government can decide. Therefore, I would have to be particularly careful 
about expressing any opinion as to what the policy should be. If the govern- 
ment were thinking of a cetratin policy, perhaps they would consider us as 
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one of their advisers, but certainly I think it would be improper for an adviser 
to suggest the formulation of any policy which was so much a governmental 
matter. 
| Secondly, speaking of the changes which took place subsequent to 1929, 
with particular reference to the prices of certain commodities and then to 
interest rates, I think that followed through to its logical conclusion it comes 
‘to the same point that was mentioned earlier by Mr. Landeryou. That is, 
if all adjustments were made, you would be no better or worse off than you 
‘were before. And again I think the answer is that there are so many 
rigidities, so many long-term contracts, so many supposed short-term con- 
tracts in the form of wage rates which in fact cannot be changed quickly 
and an adjustment of the whole thing is such a long drawn out and disrupt- 
ing process—something breaks before it takes place—that it is in fact impos- 
sible if the change in levels is a very wide one. 
| Lastly, on the question of short-term loans, speaking from memory, I 
think that the amount of dominion and suaranteed indebtedness maturing 
' within the next ten years is not very much different from the figures of a 
- number of years ago. In other words, I do not think we have been shortening 
on the average as we went along. To the extent that there are maturities, 
it does not mean if interest levels were higher that the process by which the 
interest burden is being cut down would be reversed over-night, but over a 
period of years. The point in that case is to be careful not to build up too 
large a volume of short-term indebtedness. 
Mr. Qustcu: I have never been aware that a country benefits by allow- 
- ing its money to follow another country’s money down. But Mr. Towers has 
admitted, I believe, that the acriculturalists would benefit by allowing the 
Canadian dollar to follow sterling down. At the same time, it would cost us 
more to pay our debt to the United States and more for the goods we purchase 
' from Europe. I take it that the government considered the disadvantages were 
. probably greater than the advantages. But we must admit this, surely; that 
even if the advantages under the policy that was maintained at that time 
were greater than the disadvantages, then it was being maintained at a distinct 
cost to the agricultural community. There is no doubt about that. Surely 
that in itself is an absolute justification for the giving of a bonus to the agricul- 
_ turalists for maintaining a policy that penalizes them to a certain degree; 
whereas, on the other hand, it benefits the nation as a whole. That surely is 
a real reason why a bonus should be given to the agricultural community. 

Mr. Jaques: Mr. Chairman, there is one aspect of this question I should 
like to direct to Mr. Towers, and that is on the question of debt. Since the 
debts not only of Canada but of the world are increasing, is it possible to 
pay the increase in debts with a decreasing price level? 

The other point I wanted to make was in reference to the difference 
between the primary producer in Canada and the manufacturer. The manu- 
facturer can and does meet the market by cutting down his production. 
If he decreases his production he turns loose a certain percentage of his men 
and they are kept for him in the meantime by the community. In other 
words, he receives a subsidy. Now, the farmer cannot do that. In the first 
place, he must keep his fields under cultivation. After his crop is grown, no 
matter how well he may farm, he cannot control the yield. And the greater 
the yield the lower is his price. While it may be possible for a country to 
get along temporarily with fewer motor cars, surely we cannot have too 
much food when we consider that half our population is underfed and 
undernourished. 

Therefore, I should like to support my friend, Mr. Quelch, in his remarks. 
Since plenty of food must be grown, and since under the existing circum-— 
stances the producer is. penalized for producing it, it does seem to me that 
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they have an unanswerable case when they say that in some way—I do not 
know how; it is not my business to say—they should be subsidized. I think ~ 
their claim for a subsidy is a fair one, especially when they have to meet debts — 
which are of course always incurred in good times and which they cannot — 
meet when the price level has fallen below that at which their debts were — 
incurred. : 

I just wanted to bring up those two points: first, how the increase in debts : 
can be paid with a fallen price level; and, second, the question of subsidizing — 
in some way the farmers who produced the food and who are penalized for — 
making food plentiful. ° } 

Mr. Vien: Mr. Chairman, I rise on a question of order. I am looking 
at the order of reference. We have two orders. The first one is dated 
January 27, to the effect that the standing committee on banking and com- 
merce be empowered to examine and inquire into all such matters and things 
as may be referred to them by the house. | ; 

The only other order of reference is that the report of the Bank of 

Canada for the year ended December 31, 1938, be referred to the said com- 
mittee. We are bound to remain within the limits of our order of reference. 
I think the first part of our discussion this morning was within the order of 
reference because we were putting to Mr, Clark and Mr. Towers certain 
questions as to monetary policies and the effect of such monetary policies 
on the welfare of the country at large. But when it comes to raising the 
question as to whether producers of primary products should be subsidized, 
I think we are certainly outside of the orders of reference. | 

Mr. Lanprryou: We were discussing the disequilibrium in the price 
structure, then we started to discuss the effect of exchange upon the price 
level; as I understood it Mr. Towers said) that we have lost considerable as 
primary producers in western Canada due to the fact that our money has 
remained at par with the United States. 

Mr. Towerrs: No. 


Mr. Lanpreryou: You admitted that we would have had an increase in 
price had we allowed the dollar to follow— 

Mr. Towers: An increase in price which would have been offset. by an 
increase in prices of the things which we consume, leaving the advantage 
in the end questionable so far as the country is concerned—such advantage 
as the farmer would gain in reference to his debt. That was provided 
he had a product to sell. In drought years when he has nothing to sell, no | 
exchange level makes any difference to him. ; ; ; 

Mr. Quetcu: But suppose he can get a higher price for his products by 
letting the Canadian dollar follow the pound, he might then pay his debts. 

Mr. Towers: I suggested a certain advantage might remain to the farmer 
in respect to his debts, but only of course if he had products to sell. In years 
of very severe drought. the farmer who had nothing to sell naturally would 
not be interested in either the price level or the exchange level in that par- 
ticular year because he had nothing to sell. . 

Mr. Lanpreryou: I will admit that those who produce nothing are not 
interested in the price level. But in western Canada, fortunately, we have 
producers of a considerable amount of goods in every year. In certain locali- 
ties we have had droughts. As I understood your answer it was this: That 
there would have been an increase in the price received for their commodities 
by the farmers of western Canada and that increased price would have pro: 
vided the purchasing power or the income necessary to meet some of thei > 
debts. There is no section of Canada which is suffering more heavily from 
low prices and debt than the section of our country occupied by the primary — 
producers. You also stated that if there were an: Ancrease in the price 0, 
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primary products, in a measurable period of time there would be a correspond- 
ing increase in the price of secondary products; that after a period of time 
jt would balance up and that the disequilibrium between the prices of farm 
products and those of the secondary industry would remain. The problem as 
I see it is to get rid of the disequilibrium in the price structure, and you have 
contended that no monetary action could be taken to do away with the dis- 
equilibrium in the price structure. What I should like to get clear in my 
mind is any suggestion you may have outside of monetary action that could 
be taken in order to do away with that disequilibrium which exists in the price 
structure. For instance, would this action be necessary: Would it be necessary 
to fix a level beyond which the secondary prices could not rise and then take 
monetary action in order to increase the prices to primary producers in the 
‘form of subsidies or things of that nature? I am thinking of the establish- 
ment of fair and reasonable prices. 

Mr. Towers: It does seem to me that with respect to methods and action 
which are non-monetary the committee would perhaps not expect. me to reply. 
That does go so much into the field of governmental policy in the apportion- 
' ment of such sacrifices that may be necessary, that I think it, really is outside 
my scope. : 

Mr. Lanprryou: Do you consider that in order to get rid of the disequili- 
brium some action would have to be taken outside of monetary action? 

Mr. Towers: I think that follows, yes, from my thought that monetary 
action in itself cannot cure a disequilibrium between various types of prices. 
Mr. QueucH: Would you not call a subsidy monetary action? 

Mr. Towers: No, not in the sense in which we are speaking of monetary 
policy to-day. 3 
Mr. Vien: Neither would price-fixing. 
Mr. Lanperyov: I do not think— 
| The CuHarrMan: Do not press the question too far; I think it is out 
of order. . 
Mr. Lanpervou: Mr. Chairman, I am not satisfied in my own mind that 
we do not have to take monetary action. I do not quite understand what 
he means or how far he intends to go. I. do not understand where the 
- differentiation comes in between certain kinds of action and monetary action. 
-T believe a fixed price would necessitate monetary action, and I believe the 
subsidizing of primary producers would necessitate monetary action. In other 
_ words, where would the money come from to establish these prices. If the 
price level were too low, monetary action would have to be taken to raise the 
price level. I do not know what other action could be taken. 
Mr. Towers: A government can find money in three ways: By taxation, 
or they might find it by borrowing the savings of the people, or they might 
find it by action which is allied with an expansive monetary policy, that 1s, 
borrowing which creates additional money in the process. What has been 
happening in Canada, and I should not restrict it to any specific government, 
+s somewhat the same as what has happened in other countries, although not 
all, during the course of the last six or seven years. In other words, the total 
- funds required by governments, whether for subsidies or the paying of wages, 
have been found in part by taxation, in part by borrowing the savings of 
the people and in part by a borrowing which has resulted because of a given 
monetary policy during that time, in a substantial increase in the amount of 
money in the form of deposits. 
Mr. LANpERYOU: Do you say that all the monetary action that can be 
taken has been taken to do away with the disequilibrium in the price struc- 
ture that exists in Canada? 
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Mr. Towers: I do not think that monetary policy was ever designed to 
cure the disequilibrium as between one set of products and another. I do — 
- not think it was ever designed for that purpose. So that I would say it has © 
-gone as far as it could. If it were not designed for that purpose at all, then — 
it is irrelevant. 
Mr. QurtcH: Even to the extent of allowing our money to follow the 
money of other countries? That is monetary policy. 
Mr. Towers: Presumably. I mentioned curing the disequilibrium between ~ 
the prices of certain commodities and other commodities. Now, monetary 
. action, other things being equal, will to the extent that it has any influence — 
_ raise the general level or lower the general level; but there is no reason to © 
suppose that it will change the relative position as between two different sets 
of commodities. Only things affecting the markets for those particular 
commodities will do that. Monetary action may influence, naturally, the 
general average of prices in either an upward or downward direction. 
Mr. McGrerr: I should like to go back, Mr. Chairman, to the glossary — 
for a few moments, if I may. Dealing with the definition of money, Dr. Clark: — 


Money, in the broad sense (now sanctified by popular usage), is 
any medium of exchange which is generally acceptable in day-to-day 
business transactions and the settlement of debts and contracts. 


¢ 


Now, when you use the term “generally acceptable,’ what do you mean? 


Dr. Cuark: I mean that anybody in the community will accept it freely 
without formality, without casting any doubt upon it. You and I and every- 
body else will accept it freely in any’ business transaction, in settlement of 
debts and that kind of thing. AS 

Mr. McGerrr: Take our subsidiary coins, we have no alternative but to 
accept those in payment of a debt up to the amount which may be legal tender. 

Dr. Cuark: Yes, some of them are legal tender up to $5. Any creditor has 
to accept them up to $5 or $10 in payment. of a debt. That is quite true. But 
I think that generally the people of Canada are quite willing to aecept sub- 

_sidiary coins for any amount, even apart from the legal tender provision. 

Mr. McGrrr: Yes, but the money is actually created by law and its 
acceptance compelled ‘by law? dk we 

Dr. Cuark: Only up to a certain point. 

Mr. McGerrr: I mean within the legal te imits , Wi 
the Bank of Canada bill there is no limit. er ae 

Dr. Cuarx: That is right. 

Mr. McGeer: So that taking our subsidiary coins and our Bank of — 
Canada bills, those two forms of money which we use are pure creatures of 
law and their use is not a matter which anybody has the right to question or 
express his opinion as to whether or not he approves of that form or not? 

Dr. Crark: That is true of your Bank of Canada notes. It is true in 
the case of subsidiary coins only up to a limited amount. In other words, — 
Mr. McGeer, I do not think that it is the legal tender power or capacity viven Be 
to these various forms of currency that you are speaking of which really makes 
them generally acceptable. The legal tender power is something which perhaps 
helps to make them generally acceptable, but it is not the sole reason. and 
it may not be a necessary reason. In other words, some forms of money | 

which are not legal tender may be generally accepted, the public may use 
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Mr. McGurr: That applies to your chartered bank-notes? 


Dr. Cuark: Yes. 

Mr. McGerr: And also to your cheques transferring bank deposits? 

Dr. CuarkK: Yes. 

: Mr. McGeer: But again both chartered bank notes and bank deposits 
are creatures of law enacted by parliament, are they not? 

Dr. Cuark: They are issued under the terms of provisions incorporated 

in statutes, yes. — 

Mr. McGerr: We have not any money in Canada that is not created by — 

law, have we? 

Dr. CrarK: Of course, I think the answer to that depends on what you 

' mean by “ created by law.” They are all issued under terms of legal authority — 

of some sort or another. I think perhaps the essential point is this; that 

' while all these forms of money are issued under terms of law or under statutory 
enactment of one sort or another, it may not be true that the value of any 

' or of all the forms of money is the’ result of law. 

, Mr. McGeer: What I am getting at is this: parliament is the source of 

- origination of all these things that we use as a medium of exchange in Canada. 

'I mean, if it is a silver coin, it has its power and its significance in some 

' statutory source; is that not correct? 

| Dr. CuarKk: Yes; as I say, the conditions under which any form of money 

- ig issued in Canada are laid down in statutory law. 7 

Mr. McGerr: You refer particularly to the creation of a silver dollar on 

page 2 of your statement to the banking and commerce committee on March 16. 


- You say :— 


Perhaps I can take the silver dollar as one illustration. The silver 
dollar contains 360 grains of silver, eight-tenths fine, with a certain 
remedy allowance. Now, as you know, the standard troy ounce contains 
480 grains. The silver dollar contains 360 grains—that is, approximately 
three-quarters of an ounce, eight-tenths fine—and if you want to you can 
work out the actual intrinsic value of the metal in a silver dollar as 
three-quarters of one ounce times eight-tenths (for the fineness) times the 
‘current price of silver, which is 42 cents or 43 cents. It actually costs 
us at the mint, to make a silver dollar, not including overhead, 26 cents 


or 27 cents. 


We give by law to 27 cents worth of silver bullion a money value of 
100 cents, don’t we? 
Mr. Vien: Forty-three cents. 
Dr. Cuark: Yes. 
Mr. McGrer: A money value of 100 cents. 
Dr. CuarK: Yes. 
Mr. McGrer: That silver dollar is not convertible into anything outside 
of being melted down to bullion? 
Dr. Crark: It is converted in practice into legal tender money. 
Mr. McGerr: Up to $9. 
Dr. Crark: Up to any amount. 
Hon. Mr. Srewarr: It is legal tender itself. 
Mr. McGerr: There would not be any conversion there. 
Dr. Crark: Subsidiary silver coins are legal tender only up to $5 or $10. 
Mr. McGeer: Well, now, am I right in assuming that every time the 
government mints a silver dollar it has a profit of between 72 cents and 73 cents? 
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Dr. Ciarx: Overlooking the overhead costs at the mint, yes. 

Mr. McGeer: The overhead costs would only be a fraction of a cent? 

Dr. Cuarx: Very small. ‘inom 

Mr. McGerr: So that the government can and does create money values 
out of nothing, does it not? 

Dr. Crarx: Yes, it may create money values—but there is one further 
essential point there. The amount of those substitution coins that are issued is 
limited to what the public demand is. If we should put them out by the million, 
or scores of millions, you would very soon find that these coins would become 
redundant—might not exchange at their face value. 

Mr. McGerr: You can take them as legal tender, 

Dr. Ciarx: Only up to $5 or $10. 


Mr. McGzerr: Do you think that there is any danger, for instance, of people 
refusing to take that kind of Canadian money in payment of pensions? 

Dr. Cuarx: I would say this, if they were issued in very, very large amounts, 
far beyond the demand of the community for them, the real demand of the 
community for them, then they would become redundant. It would then be 
quite possible that the people would not take them at their face value, | 

Mr. Towers: May I break in there? May I say I have lived in a country 
where that has taken place. While people will take them if they cannot get 
anything else, the exasperation which I have seen, and which existed so far as 
people are concerned, is very considerable. They have been forced to carry 
around bags in their hands to cart away the coins. 


Mr. McGerr: There are two objections to, issuing that kind of money: 


Mr. Towers: A question of public desire, yes. 

Mr. McGensr: Have you any idea of where the saturation point would be? 

_Dr. Cuarx: Well, what we do, of course, is this: the demand for coins of 
various denominations is reflected at the chartered banks throughout the country. 
At the Christmas season, for instance, in Toronto, due to heavy retail sales in the 
department stores, there may be a threatened shortage of one cent pieces, ten 
cent pieces or twenty-five cent pieces. The department stores concerned and the 
other storekeepers will go to the banks and ask for more five cent pieces, ten 
cent pieces and so on. These orders from the banks come in to the Bank of 
Canada and go to the mint, and we fill these orders in accordance with the 
demands of the public as reflected in the demands through the chartered banks. 

Mr. McGunr: That, of course, is one demand of the public; that is a 
demand proportionate to the volume of business being done. 

Dr. CuarK: Quite go. 

Mr. McGrerr: With the money the public has. 

Dr. CuarK: Quite. 


Mr. McGerr: But there is another demand which you do not recognize at 
all, apparently, and that is the demand for a greater volume of money for govern- 
ment uses. Have you ever resorted to consideration of issuing this type of money 
as a meanas of alleviating the shortage of money for dominion, provincial and 
mnnicipal governments? 

Dr. Cuark: By this type of money, you mean subsidiary coins? 

Mr. McGurr: Yes, silver coins. 

Dr. Crark: I believe we are supplying all the public demand there is for 
such coins. . 


[Mr. Graham Ford Towers. ] 
[Dr. W. C. Clark.] 


BANKING AND COMMERCE 33 


Mr. McGrrr: Well, now, dealing with Governor Towers’ objection about 
e redundancy, may I say we could issue a silver certificate, could we not? 

Dr. Cuark: Yes. 
Mr. McGrer: That would be just as convenient as Bank of Canada money 
or chartered bank money? 

Dr. CuarK: Yes. 

Mr. McGerrer: Convertible into silver coins, could we not? 

Dr. Cuark: Yes. 

Mr. McGurr: As a matter of fact, that has been done to a very large 
extent in the United States, has it not? 

Dr. CLARK: Quite so. 

Mr. McGrer: Do you know how much in value in silver certificates is 
now in circulation in the United States? | 

Dr. CuarK: I think we have. the figures. 

Mr. McGerr: I believe it is about $1,400,000,000. 
: Hon. Mr. Stevens: $450,000,000? 
Mr. McGeusr: $1,450,000,000 is the amount now. 
: Dr. CuarK: We shall have the figures.in a moment. It was for a consider- 
_ able period of time $379,000,000, but it is larger now. I have forgotten the 
exact figure, but here it is—‘“Silver certificates, January 1939, $1,269,000,000.” 
: Mr. McGrrr: Now, Dr. Clark, I want to bring your attention to this: 
if it has been found practicable. to issue $1,269,000,000 worth of silver certifi- 
cates in the United States, is there not in the use of a similar process an oppor- 
tunity for Canada’s government to improve its monetary position? 
Dr. CrarK Would they not take the place; Mr. McGeer, of Bank of 
Canada notes? Would it not mean the issue of these Bank of Canada notes 
- would be reduced? 

Mr. McGerr: Well, that would very largely depend on what use was 

made of that particular form of money. 

Dr. CuarK: What are you going to get for them? 

Mr. McGerr: If we finance certain programs of unemployment relief with 
a dollar which instead of costing the government something, the government 
was able to produce at a profit of 73 cents, it certainly would reduce the cost 
of financing government, would it not? 

Dr. CuarK: The Bank of Canada notes can be produced without the cost 
of that 26 or 27 cents. 

Mr. McGrrr: So that you would prefer to have Bank of Canada. notes 
relieved of their gold standard reserve provision? 

Dr. CuarK: Well, I do not know that it is necessary to make a choice of 
those two things at the present time. I go back to the point made by Mr. 
Towers a little while ago as to the extent to which you should go in the use 
of monetary policy to achieve auy purpose which you wish to. achieve from 
the point of view of national policy. What I was trying to say was this: if 
you issue one dollar silver certificates in the placing of putting out the silver 
dollars themselves, you will probably just be replacing Bank of Canada notes 
in circulation, because I believe the public generally carries, as a matter of 

habit, a certain amount of paper money of one dollar denomination and of 

other denominations. That is a question of habit, related to price levels and 

business activity, and so on prevailing at the time. If we put out a new type 

of one dollar note, it is likely merely to take the place of the other type of note 

that is now in circulation; so that you have a substitution of two types of 
currency rather than an increase. 
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Now, to the extent that you put these new silver certificates out, in pay- : 
ment of government expenditures of some sort, in other words, expand the — 
total issue of paper money, then you come to the point which Mr. Towers was 
discussing a little while ago. I believe that is in his field and he may well | 
answer it. | 

Mr. Towers: I did not quite follow the particular point. 

Dr. Cuarx: To the extent that silver certificates do not merely replace — 
Bank of Canada notes in circulation, to the extent they are put out to expand 
the amount of paper money in circulation, then you get into the field of monetary — 
policy and the appropriate amount of money that. should be available or should. 
be in circulation from time to time. 

Mr, Townrs: I see the point, although I am not quite sure whether Mr. 
McGeer meant to bring it out at the present time. I have no doubt it will 
come up in the course of discussion. As Dr. Clark said, there are two questions 
there: one is quantity and the other is kind. If quanity remains the same, 
more of one kind will displace something of the other. Is it your thought that 
the question of quantity, in other words, the whole question of monetary policy, — 
should come up at this moment, and in that case from what. point of view? 

Mr. McGrer: I was just dealing with one possible ‘supply of cheaper 
Canadian money, and what I put to you is simply this: being a silver producing 
country we in Canada by following the silver certificate policy which the United 
States has adopted would have a source of funds available for government use. 
Is that not correct? | | 

Mr. Lanpreryou: As an addition to what we already have. 

Mr. Towers: As an addition? 

Mr. McGzer: Yes. 


Mr. Towers: If I can just develop these two sections, as kind and quantity 
are two distinct things; speaking first in regard to kind, I think your thought 
is that even if these certificates did displace Bank of Canada notes there would 
be an improvement there, a ereater profit because of the kind of money used. 
To the extent that increased Bank of Canada notes necessitated an increase in 
our gold holdings, it is true that the use of silver backing costs 25 cents—I 
must correct myself, 27 cents—and the legal gold reserve minimum so far as 
Bank of Canada notes is concerned is 25 per cent, therefore one needs only on a 
legal basis 25 cents against each dollar. In silver one has to invest 27 cents, so 
that apparently the silver would be more expensive in that sense. 

Mr. McGeerr: Yes. d 

Mr. Towers: There is, of course, a further. question which I will not try 
to evade, and that is the use which can be made of that silver reserve in case of 
necessity. If you have a reserve at all, I suppose, the only object would be the 
thought that you might want to use it some time. If you never want to use it 
there is not much point in having it. Why go to the expense of having it if you 
are not going to use it? Should you be called upon to use your silver reserve, of 
course, there is no telling what you could get for it. It may be 48 cents an ounce, 
it may be 20 cents an ounce, you cannot tell. On the other hand, with luck, it 
may be 60 cents. "4 

Mr. McGegr: Do you recall the amount of silver you had on hand when 
you sold it? 

Mr. Towrrs: Approximately $3,000,000 worth. 

Mr. McGrer: Where was that sold? 

Mr. Towers: Largely to the United States. 

Mr. Donnetty: Is it not a fact that silver was depreciating at that time? 

Mr. Towers: A 2 cent drop had taken place just about that time. 


[Mr. Graham Ford Towers. ] 
[Dr. W. C.. Clark.] 
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Mr. McGuer: If I might carry that through, if you had taken that silver 
ver to the mint and it had gone into the Canadian dollar, how many Cana- 
ian dollars would you have received for it? 

Mr. Towers: Presumably nearly $12,000,000 on the basis of 25 cents. 

Mr. McGxrr: Yes; we had $3,000,000 worth of silver which we sold to the 
United States for $3,000,000, but which we could have turned into the Canadian 
‘mint and received $12,000,000 of Canadian dollars. 

Mr. Towers: The next step— 

Mr. Howarp: If the public will take it. 

Mr. Towers: If I may keep to that question of kind as compared with 
quantity, if we had received that $12,000,000 in silver certificates and it had 
been thought wise to keep the total quantity of money outstanding on the same 
level as before, $12,000,000 of our notes would™have been retired, and at the 
same time we would have lost. $12,000,000 earning assets in the form of govern- 
'ment securities, so that on balance we would have been behind. 

F Mr. Vien: If you take the Supreme Court building that we are erecting 

at a cost of, let us say, $250,000, and instead of issuing government bonds and 

borrowing money we had paid for the Supreme Court out of silver certificates, 

how would it have worked out? 

: Mr. Towxrrs: That, of course, goes quite away from the question of 

: kind and the question of quantity. I would say if we are embarking on 4a 

policy ‘which envisaged a very substantial increase in the quantity, the 
cheapest thing would be not to bother with silver or gold but to use paper. 

, Paper would certainly be the cheapest. 

Mr. McGrrr: I think we are getting to that point now. 

| Mr. Vien: I thought you were approaching it. 

Mr. McGrrr: The reason that I deal with silver is that we have the 
precedent of what the United States has done. You would not suggest for a 
- moment that the issue of silver certificates and their use in the United States 
has indicated that that is not an acceptable form of money, would you? 

Mr. Towers: I would say that a certificate which would have exactly 

- the same appearance as a Bank of Canada note except a slight difference 
- in wording, and which was given legal tender authority, would naturally be 
quite as acceptable. 
| Mr. McGrrr: Do you know the form of money that you received for this 
$3,000,000 worth of silver that you sold to the United States? 
| Mr. Towers: Yes. The proceeds of that would have been sold, other things 
being equal, in the exchange market. 
| Mr.McGrer: American legal tender money paid for it? 
Mr. Towers: No, Canadian. We would sell it in the exchange market, 
and we would receive $3,000,000 Canadian. Let me put it. this way, we would 
_ receive $3,000,000 Canadian dollars, which we would then invest in $3,000,000 
of dominion or provincial government securities, on which we would earn a 
rate depending on the time at which we bought; so that instead of having 
$3,000,000 in silver, we have $3,000,000 in dominion or provincial securities 
bearing interest. 

Mr. McGeer: If a man took silver to the United States to sell as a com- 
modity he could be paid for it in American silver certificates, could not he? 

Mr. Towsrs: Yes, he could. 

Mr. McGrer: And if he took that $3,000,000 worth of silver down to 
New York and offered it in the market there and closed the transaction there, 
he could be paid in American silver certificates? 

Mr. Towers: Yes, that is true. 
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Mr. McGerr: Now, as a matter of fact, Mr. Towers, a good deal of our 
business in Canada to-day is being carried on in silver certificates of the 
United States, is it not? 

Mr. Towers: I do not think any business in Canada is being carried on 
in silver certificates. They are not in circulation here, except in some insignifi- 
cant quantity. 

Mr. McGerr: American tourist trade runs between $325,000,000 and 
$350,000,000 a year. I say the bulk of that trade is carried on by the expendi- 
ture of silver certificates in Canada? 

Mr. Towers: Which we then immediately ship back to the United States. 

Mr. McGererr: But they go to our banks. 

Mr. Towers: They go fairly rapidly. The amount in circulation, I believe, 
is not great. 

Mr. McGerr: As a matter of fact, they do circulate in our banks and 
in our stores and amongst our own people. | 

Mr. Towers: That brings up another question, how much of our circulat- 
ing medium in Canada may be made up of the notes of other countries. 
Obviously, there are none of any importance with the exception of certain 
notes of the United States which might pass from the tourists who spend 
them to the banks which receive them. I would be inclined to believe that 
the amount outstanding at any one. time was not very great. Naturally, it 
would be at its peak in the summer. It would quite rapidly get into the banks 
and be sent back to the United States, certainly in the autumn of each year. 

Mr. McGrrr: Now, do you think that if we had converted that silver 
you sold to the United States into Canadian ‘silver dollars to the value of 
$12,000,000 it would have had a depreciating influence on the value of the 
Canadian silver dollar? d 

Mr. Towers: I would assume it would simply have displaced other forms 
of currency to an equal amount, and therefore that there would be— 

Mr. McGrer: The question I asked you was, do you believe it would have 
any depreciating influence on the value of the Canadian silver dollar? 

Mr. Towers: I should say it would have displaced other forms of currency, 
and the silver dollar would continue to be accepted at par. But I would also 
say that if there is a demand for $12,000,000, it could still be filled, that there 
is plenty of silver left to do it. | 

Mr. McGrerr: Yes, but what I am dealing with now is the specific transac- 
tion, whether we should have converted it into Canadian legal tender money at 
a profit of roughly $9,000,000 over and above what we got for it. That is really 
the situation, is it not? 

Mr. Towers: No, because if it displaced an equal amount of other cur- 
rency, we would have had to have sold $9,000,000 more of our assets to offset 
that reduction in our note issue. | 

Mr. McGeer: Yes, but that would not have happened, would it, Mr. 
Towers? : 

Mr. Towsrs: There you come to the question of quantity; if it were desir- 
able at that stage to increase the total quantity of money by $9,000,000 or 
$12,000,000, or $15,000,000, that is another story. If it is desirable to increase 
the quantity, then one can still say what kind should be used in effecting that 
increase. 

Mr. McGrrer: Most of that $12,000,000 would have eventually found its 
way to the banks, would it not? 

Mr. Towers: If the public did not want to use that silver dollar in their 
pockets, yes. 3 

[Mr, Graham Ford Towers. ] 
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E it would have increased the bank deposits, would it 
not! 

_ Mr. Towers: It would have increased the chartered banks cash in the first 
instance and that would have tended then to lead them to expand their activities 


and increase their deposits, yes. 


Mr. McGezrr: But there is something else that it might have done. They 


might have increased their deposits with the Bank of Canada? 


Mr. Towers: As the silver dollars came in to them they would have 
wanted, yes, to deposit silver dollars with us; but whether they had deposited 
them with us or kept them in their tills, represents the same thing so far as 
their cash reserves are concerned; because their cash reserves are the total of 
what they have in their tills plus what they have with us. I am assuming, for 
the moment, of course, that those silver dollars in the way you mention, would 
have been designed by the government as full legal tender, and that they may 
have been counted in cash. If that were not the case, if they were only legal 
tender up to a certain point and could not be included by the banks as part 
of their cash reserves, the situation would be different. 

Mr. Lanperyou: I have just one question to ask you about this $12,000,000. 
Suppose the government had issued that $12,000,000 as Mr. McGeer said and 
had purchased $12,000,000 worth of commodities in the United States—we are 
purchasing war materials—suppose we had purchased $12,000,000 worth of 
war materials in the United States with this money, would they have accepted it? 

Mr. Towers: No, the United States would not have accepted it for a 
moment. We would have had our own people accepting $12,000,000 silver dollars. 
Then the government would have $12,000,000 cash here and they could have 
bought either in Canada or gone to the exchange market for foreign funds. 
But probably, if I may say so, again speaking of kind rather than quantity, 
we would have had obviously a reduction in our circulation if that took place. 
That is, our circulation which was displaced by the $12,000,000 silver dollars 
we would have had to offset by selling securities, and therefore from the point 
of view of the financial advantage to the government through changing the 
kind of money, it does not exist at all. 

Mr. McGerr: What is the total of our subsidiary coins—$28,000,000? 

Dr. CuarK: It is about that. 

Mr. Towers: $29,698,000 at the end of December. Excuse me, that is 
only silver. Including nickel and bronze it would be something over $35,000,000. 

Dr. CuarK: No; a little over $30,000,000. 

Mr. Tucker: If Mr. Towers is going to prepare a statement in answer 
to some of the questions that have been asked, I should like him if possible to 
answer what I suggested in my speech on February 16. I should like very 
much to have that dealt with in his statement. 

Mr. McGerr: When we meet again I should like to continue examining 
Mr. Towers on the problem of how we are going to finance our existing debt, 
our increasing problems of defence, and what I envisage as a general increase 
in the total cost of government unless we find some way of financing more 
cheaply the cost of government. My own feeling is that progress is going to be 
very, very definitely stalemated and a situation even more serious to face 
than the one we have passed through. When we resume I should like the 
opportunity of examining Mr. Towers further along those lines. 

Mr. Jaqurs: I asked Mr. Towers a question but he was interrupted before 
he could answer. Would Mr. Towers include the answer to that question in 
his notes for our next meeting. My question was as to the possibility of paying 
increased debts with a decrease in the price level. 
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APPENDIX 
GLOSSARY OF MONETARY TERMS 


(Susmirrep By Dr. W. C. Crarx, Deputy MINISTER OF FINANCE) 


1. Money 


Money, in the broad sense (now sanctified by popular usage), is any 


medium of exchange which is generally acceptable in day-to-day business 


transactions and the settlement of debts and contracts. 

To understand this function of money, we should contrast it with barter. 
Barter is the direct exchange of one commodity for another. It is an incon- 
venient and time-consuming method of trade, as it involves each individual 
who has some article to trade finding some other individual who wants that 


particular article and has something of equal value to offer in exchange which 
is acceptable to the first party. The inconveniences of the barter system gave 


rise to the development of a money economy under which the parties wishing 
to trade first exchange the articles or services they have to sell into a go- 
between or intermediate commodity (i.e. a medium of exchange) which can then 
be exchanged for the goods and services which they wish to secure from others. 

Besides serving as a medium of exchange, money, or at least certain forms 
of money, also perform other functions, including the following: 


(1) It serves as a standard of value, as a yardstick by which the relative 
values of goods and services may be measured or their ratios of 
exchange determined, and as a unit of account, a unit in which debts 
and other contracts are expressed, in which prices are stated, and in 
which accounts are kept. (It may be noted that the standard unit of 
value, the “money of account,” may not be used widely or at all as a 
medium of exchange.) 

(2) It serves as a standard of future or deferred payments, as a yard- 
stick by which may be measured the amount to be paid by a debtor 
to a creditor as a result of a contractual obligation extending over a 
period of time. (Note that if the standard is one that is likely to 
fluctuate in value, this fact will increase the risks of business enter- 
prise, disturb the equitable relations of the money incomes of different 
social classes, and. restrict the efficient functioning of the whole 
economic system.) | 

(3) It serves as a store of value, as a means of holding wealth in a form 
which can be immediately used. (The average size of an individual’s 
holdings of coins, paper money, bank deposits and the gold reserves 
back of such currency and deposits may be taken as a rough indication 
of his use of money as a store of value. Everyone requires a certain 
stock of ready purchasing power on hand to meet day-to-day con- 
tingencies. This stock is a kind of revolving fund, as new current 
receipts are poured into it and new current expenditures are paid 
out of it. On the average a certain sum will be found adequate to 
enable the individual to pay all bills coming due and to meet unfore- 
seen contingencies. He will not, normally at least, wish to build it up 
to undue proportions, because money as a store of value is an idle 
asset; only when he gets rid of it by spending or investing it does 
he receive benefit or gain.) 
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It should be noted that these functions of money all derive from its suit- 


ability as a medium of exchange; it is a means of payment, a measure of 


relative values and a means of holding wealth in liquid form only because it is 
“generally acceptable” in exchange for goods and services. In other words, the 
essence of money is general acceptability in the community concerned. 


This rules out from the concept of money certain articles or commodities — 


which may be sometimes used as a medium of exchange but which it is desir- 
able to regard not as money but as local or temporary substitutes for money. 


2. Legal Tender 


Legal tender or lawful money means those forms of money which by the 
law of the country concerned must be accepted in fulfilment of contracts in 
terms of money—in settlement of debts, judgments, taxes, etc. 

Unlimited legal tender refers to those forms of money which are legal tender 
for a payment of any amount. 

Limited or partial legal tender refers to those forms of money which are 
legal tender for payment of only a limited amount stipulated by law. 


In Canada, the following forms of money are legal tender up to the amounts 
stated :— 


(1) Bank of Canada notes—up to any amount. (Bank of Canada Act, 
S. 24). 


(2) Canadian gold coins—up to any amount. (Currency Act, 8.8). — 


(3) British gold sovereigns (and any multiples or divisions thereof) of the — 


weight and fineness prescribed by the laws of the United Kingdom on 


May 4, 1910, and which are not of less weight than the current weight | 
specified as the least current weight at which they are legal tender in — 
the United Kingdom—legal tender at the rate of $4.86-% per sovereign 


up to any amount. (Currency Act, S. 9). 
(4) Canadian silver coins—up to $10 only. (Currency Act, 8. 8). 
(5) Canadian nickel coins—up to $5 only. (Currency Act, 8. 8). 
(6) Canadian bronze coins—up to 25 cents only. (Currency Act, 8. 8). 


Note—Up to January 31, 1934, United States eagles, half eagles and 
double eagles, coined after January 18, 1837, were legal tender 
up to any amount. (Currency Act, S. 10). 


3. Credit 


Credit is a very general term and has even an intangible meaning in reference 
to a person’s or a corporation’s financial reputation. It is derived from a Latin 


word which implies “trust.” When a merchant sells goods on eredit, he trusts — 


his customer to pay for them in lawful money at the end of the month or on 
an agreed date. It would amount to the same thing if the merchant lent to 
the customer enough money to pay for the goods, on the understanding that 
the loan would be repaid by a certain date. To grant credit, therefore, is 
equivalent to a loan of money. 

Credit is the opposite of debt. When a credit is granted, it involves both 
a creditor and a debtor—the one to whom the promise or obligation to pay is 
given and the one who gives the promise or obligation to pay. The former has 
an asset and the latter has an outstanding liability. 

For the purposes of monetary discussion, credit or credit money may be 
defined as promises or obligations to pay legal tender money, which promises 
or obligations are generally accepted by the public in the settlement of debts 
and business transactions. It will therefore be apparent that not all credit is 


money. ‘The ordinary individual’s credit—his promise or obligation to pay 


legal tender money—is not money; he is known and “trusted” in too limited a 
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cirele to give his promise to pay that quality of general acceptability which is 
the essential characteristic of money. Credit money therefore must represent 
i. promise or obligation to pay legal tender money on the part of some one 

r some institution (such as a government or a bank) which is sufficiently well- 
known and trusted to have its promises to pay possess the quality of general 
. acceptability. 


‘ Bank credit is the promise or obligation of a bank to pay legal tender 
courrency. 


4, Various Kinds of Money Defined. 
A. Currency— 


Currency includes those forms of money (coins and notes) which 
| circulate freely from hand to hand without signature, endorsement or 
other formality. In popular usage, the word “cash” is generally used 

to signify what is here included under the term ‘‘currency,” although in an 
accounting sense, “cash”? on the assets side of a balance sheet includes 
both currency and bank balances (‘‘eash on hand” and “cash in banks’’) 
and later we will have to define “bank cash” in still another sense. 


te Coins 


Coins are those forms of currency issued by the State in the form of 
metal discs composed of a metal or combination of metals of a weight and 
fineness specified by law, stamped by the State to indicate and certify 
their value for monetary purposes and designed in such a way as to pre- 
vent clipping and sweating and to render counterfeiting difficult. 

Coins are of two general classes:— 


(a) A standard coin is a coin whose face value is equal or approxi- 
mately equal to the market value of the metal contained in it. 
The value of the coin is tied firmly to the value of the metal 
from which it is made by the device of requiring the country’s 
mints to stand ready at all times to coin any amount of the 
metal offered to it without charge or at only a slight charge. 
(See more detailed discussion later under Gold Standard). When 
Canada was on the gold standard, our gold coins were standard 
coins. (They might also be called commodity money). 

(b) Subsidiary coins (sometimes called token coins) are coins whose 
face value is higher, usually substantially higher, than the market 
value of the metal contained in them. They are usually com- 
posed of silver or of the base metals and are used to supply the 
need for money in small denominations—‘small change.” Sub- 
sidiary coins are kept in circulation on a parity with standard 
coins by the adoption of the following principles for their 
regulation :— 

(i) by reducing the quantity of metal in them to such an 
extent that their intrinsic value is much below their 
face value; 

(ii) by limiting the quantity of them to the actual needs of 
the community for coins of their particular denomina- 
tions; 

(111) by limiting their legal tender quality to small sums; and 

(iv) by making them redeemable in standard money. 


, It will be obvious that the State makes a profit out of the coinage 
: of subsidiary coins. This profit is called seigniorage—which is the 

difference between the face value and the intrinsic value of a coin less the 
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actual cost to the Government of the process of coinage including the 
purchase of necessary alloys. Brassage is a term sometimes used to 
denote the charge made by a Government for coining bullion where such 
charge does not exceed the actual cost of coimage. ; 

Under a gold standard, where the Mint stands ready to coin gold : 
bullion into gold coins in unlimited amounts (that is, any amount that 
may be offered to it by private individuals), the system is referred to as 
free coinage of gold. This does not mean that no charge is made for the 
work of coinage; if no charge is made, it is called gratuitous coinage. The 
number of standard coins, e.g. gold dollars, which may be minted from 
an ounce of gold, is fixed by law, and is the mint price of gold. 


2. Paper Money or Notes 

Paper money or notes represent that part of the currency which takes 
the form of the promissory notes of a Government or of a bank. These 
notes are normally payable on demand in legal tender currency, either 
explicitly or implicitly. They are a form of credit money. 

In some cases, the paper note is really a warehouse receipt or 
certificate for an equivalent amount of metallic coin or bullion and is 
directly convertible into that coin or bullion. For instance, a U.S. gold 
certificate (no longer in public circulation) bears an inscription of the 
following type: “There has been deposited in the Treasury of the United 
PALERT OL ATTIOT ICH ai) Ai ORS GR | dollars in gold.” Similarly, a 
United States silver certificate is redeemable at the Treasury in standard 
silver dollars. 

Paper money which is actually redeemable in standard coin or bullion 
(or foreign exchange) is called convertible paper money. As long as 
paper money can be redeemed in this way without expense, delay or other 
difficulty, its value will be the same as that of the coin or bullion (or 
foreign exchange) in which it is redeemable. ; 

Inconvertible paper money or fiat money is money which is not 
redeemable in a standard coin or bullion. Its essential quality is that its 
value is independent of the material from which it is made as well as 
independent of any promise to redeem it in any other money or commodity. 
It may possess general acceptability as money because of its relative 
scarcity, the absence of alternative means of payment, the habituation 
of the people to the use of paper money, and the fact that it may be 
given legal tender power or be made acceptable in the payment of public 
dues. It may serve the purposes of money effectively as long as individuals 
for one or more of the above reasons are confident that other people will 
accept it as a means of payment. i 

Active note circulation is the term used to denote the total amount 
of notes in-the hands of the public, that is, after deducting the amount 
held by banks. In the case of Bank of Canada notes, a portion is always 
held by the chartered banks as part of their cash reserves. In the case of 
chartered bank notes, a portion of the notes issued by one bank may be 
deposited with another bank and held temporarily by that other bank 
until presented through the clearing house. 


B. Bank Deposits 


Bank deposits, like bank notes and convertible government paper money, 
represent a form of credit money—indeed the most important form of credit 
money and much the largest portion of money in general. 


Bank deposits are essentially credits entered on the books of a bank — 
recording the obligation of the bank to pay legal tender currency to the persons — 


in whose favour the entries are made. They are transferred from one person to 
another by a written instruction which normally takes the form of a bank cheque. 


tes , 
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It should be noted that it is the bank deposit itself and not the cheque which 
constitutes money. The cheque is merely the mechanism of transfer—the 
instrument drawn by the holder of the deposit instructing the bank to pay legal 
tender currency to a third party in whose favour the cheque is drawn. Normally, 
also, the transfer is effected without any withdrawal of currency. 


‘1. Chartered Bank Deposits | 

The deposits of a chartered or commercial bank may be classified as 

- follows:— 

(1) Public deposits, namely, those belonging to the general public, (indivi- 
duals, firms and corporations) as distinct from those belonging to 
governments or other banks. 

(2) Government deposits, that is, those belonging to the dominion and 
provincial governments. While probably subject to more rapid and 
drastic fluctuations, they are otherwise not essentially different from 
public deposits. 

(3) Interbank deposits, that is, deposits belonging to other banks, either 
Canadian or foreign. | 


SS ee a ee 


Another classification is based on the legal conditions of withdrawal. 
Demand or current deposits are those payable on demand and legally transfer- — 
- able by means of cheques. Time or savings deposits are those which the banks 
do not legally need to pay except after a certain number of days’ notice or on 
a fixed date. In practice, however, Canadian banks always allow chequing 
against savings deposits and do not require notice. Normally most current 
deposits are non-interest bearing while savings deposits generally bear interest. 


2. Central Bank Deposits 

| Central bank deposits are a special kind of money generally used only by 

banks and governments and therefore are not generally regarded as part of 

- the supply of money in the hands of the public. In Canada, Bank of Canada 

- deposits are of three kinds: : 

: (1) deposits of or balances due to chartered banks which form part of 

ay: the cash reserves of the latter and are used for transactions between 

banks and between banks and the Government; 

(2) deposits of Quebec savings banks which are used for cash reserves 
and for transactions with other banks; and 

(3) Government deposits—a portion of the cash balances of the Dominion 
Government are maintained with the Bank of Canada. 


C. Bank Cash or Cash Reserves 

Bank deposits, like bank notes, circulate freely as money because the public 
has confidence that the obligations they represent will be honoured by the banks 
whenever presented. This confidence is engendered by a number of factors, 
- including the past record of the banks, the legislative provisions governing the 
operations of banks and the principles according to which banks are managed. 
~ One of these principles requires the maintenance of a certain proportion of their 
: assets in absolutely liquid form and the balance in certain types of assets of 
varying degrees of liquidity. Cash reserve or bank cash is the term used to 
describe these assets which a bank keeps in absolutely liquid form. In Canada, 
. only notes of and deposits with the Bank of Canada can legally be included in 
the cash reserves of chartered banks. By law, a chartered bank must maintain 
a cash reserve in this form equal to at least 5 per cent of its note and deposit 

75113—3} 


7 


erve | 


ve 
rese 


oe ie 
dae AO 
ee 
ore S 
Pen Saf 
suet Sas 
as ss .S 
Pe ie Wow fo) So x 
eo ¢2¢ 
teal Bo a See ‘S}Sodoq yuBqioyuy 
2&2 oo Rn ; 23s oe 
a ea ag a ©  “syisodeq yusutuIea0y 
Es #4 , aS = = 2 “OUILT, 10 SBUTABG = 
a := as po = “e fae syisodeq oltqng 
8 = 3s “ae oe ‘puvsuleg 10 yuelmND 3 
‘Mf OTA m4 4 *VUSUIUTIOAOLN) UOTUTUIO 
: re o isa ao ‘Syueg sBuLAeg pagan 
- ge ut ie = sae ‘syueg poloyieyy) 
Bee oh e of, bp 
— Os Oo sa De VP 
ck a SE ie ee 
; ee mR o Oo. @ 
* 256 Wa eee ee 
& = ee oe mn © = 
| J es ee aS aN ; OOTS “OSS ‘OZ$ ‘OTS ‘Sg 
Spas ss 3 
. nee 8 = Z 3 S = "000'T$ PUB DOTS ‘OSS ‘OZS ‘OTS ‘Gg ‘zg ‘TE 
| BO 8 .S.4, mn "a0eld “OT ezuorg 
sg Ty DR 9 3 Og *“eoord ‘og [OyOIN, 
Be x ° Bak me BuIoo (“Og pus’) “OQT ‘Ogg ‘00g ‘Tg IeATIG 
oa S 4 em qa 
Sa ES 3 2 te be ; "SUBIOIOAOS YSIPLIG} 
5 SS a aes os nek ed = Be BUlOO pos OZ$ Pus OTS ‘cg ‘Ezy uvIpsuBD 
Sen SSeS 
Se SE 
=) i. regu Os 
3 sung ak eae = 
- re 8 8 B 


<r 
a oe 
hs 
a 
, 


os 


spisodaq yung pasazinyg 


SjIsodoq 
pi Ak 


sjisodaq vpvuvg fo yung 


AQUO JL 


(opus, [BS9] JON) 
— $310u yung pasazivy) 
SO0JON 
(topuo} [eso] poyturtquy) 
— s910N vppung fo yung 
Aoueliny 


(topuo} [es] poyrurry) 
sutoa hsvipisqny 
sutop) 
(1opus} Peso] poyturtTUy ) 


(UOT}e[NOIIO OATJO’ UT IOZUOT ON) 


SUutoo pivpunzy 
“VAVNVO NI AUNOW AO SWUOA 'S 


45 


.BANKING AND COMMERCE 


“poov[dei useq Jou savy esey} pu ‘ArIessoD0U IOSUOT Ou sosodind yuUVq-1o}UT IO} SojoOU 9BIV] OY} 

JO SN oy} Spvul S¥y YUBq [BIND oY} UI SyURq poroJIVYyO oY} Aq S}ISodep Jo souvUSJUTeP| ‘ONSST UMO $41 Jo STIIq YIM So}OU TONS jo JuNOUIe [[VUIS B nq [BV peovider 

souls S¥y pUv “o}Bp }BY} JO SB SUIPULIS}NO SoJON UOTUTWIOG] OY} IO} UOTZVBITGO [[N} pournsse epeuUBD Jo yue_ oy} ‘Ce6T “TT Woe, UO ‘“eATeSeL ploy [eijueDy oy} UT 

yisodep 10} puv sesodind Sul1¥ve]o Lo} syueqg peroyreyo ey} Aq ATUO posn o1om YOTy A ‘900‘'0S$ PU 000‘S$ ‘000‘T$ JO SUOT}'eUT UBOUND UI PoNssT So}OU O1OM O1OY} UOT}BINIIT o1fqnd 
Loy So}oU AIBUIpPIO oY} 0} UOIJIPp’ Ul “BpvUYD UI Jopud} [VBo] o19M UOTUTUIOG oy} Aq PONsst Sezou (CEI ‘TT YOIV) BVpeuBD jo yueg oy} Jo Sutuedo oy} 0} IoLIg ; 

*POpN]ourl O18 ULOPSULy pozyluG oy} 10 $a7zB4{qg poyIUG 9Yy} Jo SUIOD 


ON “OUrT} 4B} 0} dn Surpuvjsjno pu’ ponsst yuNoUTe you oy} Sjudserdor OAOGe UMOYS JUNOUT oY} PUL ‘9[6] GUIS yONIyS U9Eq BABY SUTOO OU ‘POS Jo OSvO oy} UT 


'(S[BMBIPY}IM SSO] SONSST MOU) Po}VOIPUT SozEp oY} 0} dn ponssI sutoo uUBIPeUeD Ju JUNOUTB Jou oY} SjuesoIdoyy + 
ea pm ase pe ee ee SS eee 


180‘98T FF6'I6T | 68662 €88'1%s | OL6‘L07 | LgT‘s ‘| STO‘T Tie" 1 =| poe s = -  yee Ges eee Sep eee ene """"9z6T ‘Te ‘00d 
LOPLI 6Ig‘clt ‘| e19‘Te c26'20G | 627618 «=| 09'S =| TOS‘T =| P86‘Z% «| gOs’® 6s eue‘oe =| zos‘sth ft ""6Z61 ‘Teg 00d 
110 ‘S61 6E8crI | S19'6z PIP ‘GLI fev'ere | e9e'- 1 Lep'l 07622 1 gos'e | -yeg'ge” = |rcog‘ece [eh “"O86T ‘Tg ‘00 
E10‘ TFT 116‘StI | 64h ‘08 O6E FAL — | SOr-GIe = =| gree. Sent | -G0z‘92 = | g0g'h | Toz‘ze | pooteee. Justo "TS6l ‘Te 90d 
G10‘ 281 I86‘I9T | 681 ‘62 OLL‘T6T | Gyo‘gTe | 6re‘s | G68‘ | got‘sz | gosh | gup‘ze | ecsicgg foc "Ze6 ‘Te 00d 
690 ‘Zel SEE ‘CT IT¢ ‘0g HO (Sl | S02 Fle = fo110'Z - — |. 8c0's = =) ce0"es | B08"F— | wee {Le- | een ‘cee op “E661 ‘Og 00q 
GEP‘9ET $82 ‘EST 108 ‘ee Poe tie. ONY See faze | anes = | epee | 908"e =| -zontue "| 1g0 O68 = bane eo ee Pe6I ‘Te “0 
816 ‘SCT sro‘sst | zea‘ce 08% 1002 | BGZ'OFE — | -AZL‘S «| GOTT «| OOT‘ZZ | BOB «=| FOG'9E | cOT‘ese = fo ee6T ‘86 Gem 
919 ‘FEI Z9T ‘Tg 10T ‘SF £92 ‘96 6€6'022 | e's | see's | gte‘zz | gog° Per pe Te ght oe ee ee ““""Ge6T ‘08 “BN 
626 ‘STI 619 ‘OF 860 ‘6g 11966 909‘81Z | ogs'c | vers | cpe'ze | gost | Fe'ze | oge‘ccz fot ie SS "Geel ‘TE ‘0°q 
GFT ‘601 798 ‘LF 118 ‘18 Gen CRTs = 4° 9ee pie 1 9168s 1 9890's =~ | 26022 «| eRe. | peg ‘ee” “logageeme pe tere ccs ee 9861 ‘Te “00q 
919 ‘TOI 006 ‘E¢ Ore Ii 4-082 “CoE 4 900 196 4 110e= - |-eie's | ei9'ee |eog'e | poetes | one'90g 2 Prt ee LE6l ‘1g oq 
GS ‘$6 188‘9¢ Gar‘sit | 09'SzT | e8z‘69e | sor‘e | 9¢0‘e | s69'62 | s9g'r | ors‘or | eerore foc Seer ‘Ig 90 
sane u nodt 
SOJON pereyieyO aye ei 1810. 
yueg =| Sq prey TeqoT, | omuorg | JoxoIN | JoaTIg | pron | Teroy, 


poreyzeyO 


SOON [e70OL, pm = 
uoluTUIOg pu BpeURD jo yueg 


S0}ON SUIOZ) UBIPBUBD 
I ee a ee ee Se ee 
_———— ——————"" eececeeeee——_—_roroOororoCsCseeeeeeeeeeeeeeeEeEeEeEeEeEeEeEeEeEeEeEeE 


(sIe][Op Jo spuvsnoy yz) 
AONGHHAYD ‘J 


VAYNVO NI AHNOW AO SGNIM SQOIUVA AO SLNOQONY 9 


a — EE ee 


. ‘BpBUuBD JO OpIsyno s}isodop sapnypouy , 
I ee 


086 ‘FET | 116 ‘Z9 egz‘oze't | ezo‘er soe‘cez‘z | eelieer'g [oct Ss tra tees (eer eon! Earners I EBON aR SF IG SEE tre sereesozer (Te aq 
Re a 88 ‘ZCI 609 ‘16 cor‘rert | ere‘6ze Gerreas nc Bere) eal es xi aig sarap ee ss isan aa ay aa ees Pn oe ee ons eee ee 
a —-Feg'Ln eeg IE crs‘czr‘t | ¥69'TF9 | eeg‘z90‘2 | oze‘zer‘e |i Wey pesca pera by dice tae ae TE 8 
Bes i00'es Be ee co topes tuse anes noire fe oe i as oa eee lee oe ie Si aaa 
. - SIT‘19 1FO‘ZL oze‘zne‘t | ere‘oor eor‘eng't | ceg‘gue't oo Bran eng oe ae | boa fotceeesere [esse eseeeeerersseeesigoay trp “ga 
2 18% 'T¢ raat) 16‘9¢e't | 18 ‘t0¢ egy ‘ses't | aupwed foc poe ee ee SAC Set A ak ee ore “= +997 “Qe “oa 
: wer | srorze | eoe'20n't | zor'sie | as0'ze0'r | 198'610'% [ooo ef eee ee fers eerefeeeree PG oe oe ici 

: SI! ZI9't 108 ‘86 eze‘gce‘q | gez‘oTe 19¢‘pre‘T | ose‘ze0'g fof Sia eer ere NORA Ree RARG Ie Oa (or rc 5 eco 9861 §8g “Gog 
= 699 GF 681‘ LF C69'9FF'T | SOS ‘ZI¢ 00 ‘6S6°T | 866‘8F0'% | ZEE‘8T O8€ 660'6hT ~ | IFL‘L9T SOP tn eee rn SG86L= 188K 

2 69S 0G G6S SG LL6°S8h'T | 166 ‘049 868 ‘9ST 'S | SSL°62S°S | LI6‘LT 992 969 IST BUSOU GS een cen: agers € Eo eee CE6l ‘TE ‘00d 

a 096g LEV CL G68‘ LHS‘ T | 968 °S89 SPI 'OS'S =| GTZ‘See's | 9LL‘8T 660% bL6 ‘981 608 ‘206 Freres Theta Vea eee 9861 ‘TE “00d 

= LPT'9L T19°3¢ 9Z8°S8S‘T | 181 ‘669 S10°S8s'S | ILL‘O1F'S | €80‘TT L&V'S 0F0 ‘96T OSS 006 meet <o tacuce ee pei “SL86L “TE “90d 

e 2 €99 99 SST 90T 979 699'T | SOI ‘PEs 6FL°868'°S | L99°99G‘S | SL9‘9T 980‘¢ 949 ‘00 SOP MES Sam [ote ce ae Bae "'"886L ‘18 “29d 

Batic: 1 ahUA0A01) oul], puewog [e701 }WUIOACH | — syUBg syuvg, Z 
| | Me | ee | ee ees be 
(woTuTUIOG peuey ul) syisodeq o1lqng 
syuvg poleyieyy epeued jo yueg 


GSN eee eS ee ee eS 
OO 0 (00 


(SaeT[Op Jo Spuvsnoy J.) 
SLIsOddaq UNV ‘JJ 


WIOVAVYNVO NI AYNOW FO SGNIM SNOIUVA JO SLNOONY ‘9 


46 


™m 
—- 


porojivys oy} jo sumnjyor ATYJUOU oY 


“WOI}ETNOIT OATJO" UT JOU oq OF POUNSsB SUTOD P[OB [B}0} SSO] 


4 10 paseq SozVUII}So OIB OVP JB} OF rord epeued jo yuvg oy} Aq popiduroo ueeq eAvY sonsy esoyy ‘CEG ‘YOIBI OOUIE ¢ 


“popnyoxo ore ‘uoTUTUIO(, oY} JO esoy} Burpnpout ‘epeued jo yusg oy} 7e szisodop []T@ yey} poyou eq Prnoys If “SuUINTOo aoIY} SNOLAIIA OY} JO [B}O} OY} ST STULL, » 


*syUBq 
‘syuRq poleyivyo 1oyj}o Aq ploy 10}4e] oy} Jo puw syuVd 


parojavyo Aq ploy TouL1O0; oy} JO SJUNOUTE SS2] Surpuejs}no sojou Yueq posroyrvyo pus (SoyoN worurutod ‘GeE] ‘YOIBIL 0} o1sd) soyou wpvuBy jo YuBg Jo [BIOL z 


(‘UOTPBTNOAID OATPOW UT OOM SUIOD PjOS jo JuNOUTe [BUTS B GGT 0} totid ‘yoR} UT) 


pure (Ge6l ‘Yor 0} Loltd poyvurlyse) sywVq potoz1VTo Aq ploy S}UNOUIV Sse] SULPUeIS}NO SUIOD [BOY + 


gC 


QI ZEG'Z 000 ‘ST2'z 260 ‘S6r Tee Se a eee ee eee meen ae ez6l ‘1g 00°C 
609 ‘ZS ‘Z 000 ‘o2z'z SOL ‘JST ee ee ee ee 6Z61 ‘Te *2°CL 
rary tare 000‘z1'z 19¢‘Z9T etna Fad PS a nat a Bee eg ae Gest aad oF Oger ‘Ie “20d 

= 698 F6'Z 000 ‘690°z 9¢g ‘6¢I eee ‘gg ee ER eee ae a Mee a Ste ea I Te 161 ‘Te “20d 
ec: | monet ee Se ee ee ee a eee 
I oi es re eee ae 
= OF 82'S 000 ‘0¢0‘Z 78z ‘LET SE a ea eat ee ana ee EPS oie FeGL ‘Ig 00d 
FS 996 ‘F61‘Z 000 ‘¢10'z 086 ‘261 re er eee a ee ee ae GeGl (86 “40a 
gene | cee ee ee eee Sr ee ee Ass Hee 
. S 997 ‘GOF‘Z 000‘0z‘z get ‘OLT cer Iz Spo ee ae eee eee re ee ate Fe Sete big Peed ee ago GEES eeel ‘Te 00d 
€ 192 'Z¥S' 000 ‘sze'z 160 ‘T6T ee ee ee ee ee 9g6l ‘Tg °C 
S eT #9 'Z 000 ‘288'Z SFP ‘L0Z 1 Be BI CP Sg Ree PE i a meee pe Oe A Sg 2 Leet ‘Te 00d 
% HCP 'SEL'Z 000 ‘s6F‘Z 1F2,‘902 FR oes Nae a ea ae ae Re ee NG eat fee “2061 ‘Te “00 

eS puny 
vipa soon atta | EES | ES x 
; ee dATVOYV [BIOT, | PAIPV [BIOL 


“Sa ; , (sav][op Jo spuvsnoy,) 
AlddAg AGNOW FAMOY IVLOT, “III 


‘uw0J—VAVNVO NI AUNOW AO SANIM SQOTUVA AO SLNOOWY ‘9 


a a eS a roe ee ee ‘ . | 
a eee EL 


4 + To ee art, 


a 48 STANDING COMMITTEE 


7. Definitions relating to Monetary Standards a 
1. Monetary Standard—tThis term refers to the type of money which is” 
used as the standard unit of value. Thus, a country may be said to be on a gold ~ 
standard, a silver standard, a paper standard or an exchange standard, depending — 
on on the commodity or thing which is used as the standard of value. Prior to | 
z 1931 Canada’s monetary unit was the gold dollar (not coined), consisting of ‘ 


b 


25°8 grains of gold 3%; fine and Canada was said to be on the gold standard, ; 
2. The Gold Standard.—The gold standard is a monetary system in which _ 


iy 


the monetary unit is defined as equal to a specified weight of gold of specified : 


fineness and the value of the country’s money is maintained, by certain devices 


referred to below, on a parity with the market value of gold both domestically — 
and in free international markets. 


(a) Full Gold Coin Standard 

The full gold coin standard is a monetary system in which (a) the 
monetary unit is defined as a specified weight of gold of specified fineness; 
(6) gold coin is full legal tender; (c) all credit money issued by the 
Government or the Central Bank and all legal tender money other than 
gold coins, are redeemable at par in gold coin on demand; (d) gold is 
coined without limit and without substantial seigniorage charge for all 
who bring it to the Mint; (e) there is no restriction upon the importation 
or exportation of gold in any form or upon holding gold or circulating 
gold coins; (f) the amount of money outstanding is determined, or at 
least limited, by the amount of gold reserves. 


(6) Full Gold Bullion Standard 


The full gold bullion standard is a monetary system in which (a) the 
monetary unit is defined as a specified weight of gold of a specified fineness; 
(6) gold is not coined but gold bullion in the form of bars is full legal 
tender; (c) all credit money issued by the Government for the central 
bank and all legal tender money, are redeemable in certain minimum 
amounts on demand at par in gold bullion (1.e., in the form of gold bars 
of a minimum size, say 400 ounces); (d) gold of standard fineness is 
purchased by the Treasury or Central Bank at a fixed price and without 
limitation from all who offer it; (e) there is no restriction upon the 
importation or exportation of gold in any form; and (f) the amount of 
money outstanding is determined, or at least limited, by the amount of 
gold reserves. ; 


(c) Limited Gold Standards 
In recent years various countries have ceased to observe all the 
requirements noted above for the full gold coin or bullion standards and 
yet have maintained the value of their money in world markets equal to 
the value of a definite quantity of gold. In order to stabilize the value 
of the money in terms of gold, it is not essential that the country permit 
its residents to hold, to export or to import gold, nor that it should 
guarantee to exchange its money for gold, nor that it should regulate the 
quantity of its money in relation to gold, providing that the authorities 
themselves will buy and sell gold on the world markets for their own 
currency at a fixed price (for example, through an exchange stabilization 
fund). 
In practice there are all sorts of variations. 
| 3. The Silver Standard is the same as the gold standard but with silver 
substituted for gold. 


Nore: Historically many countries for long periods of time have used a 
silver standard but to-day no countries remain on the silver standard. 
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iq mo 4. The Bimetallic Standard—A bimetallic standard is one where the value 
of the monetary unit is maintained equal both to a fixed quantity of gold and 
to a fixed quantity of silver. Therefore, the authorities must be prepared to. buy 
and sell both silver and gold at all times and without limit at the specified fixed 
‘prices. The standard of value is defined as either of the two metals, a definite 
quantity and fineness of each being specified, e.g., 25-8 grains of gold and 412-8 
grains of silver, each nine-tenths fine—a 16 to 1 ratio. All credit money and 
all legal tender money are redeemable at the option of the Government in 
either metal. There is no restriction upon the importation or exportation of 
_ either metal. Both metals are full legal tender, and there is free or unlimited 
coinage of both metals. 

3} One implication of this standard is that if the ratio between the fixed prices 
- for gold and silver (i.e., the coinage ratio) differs from the ratio between their 
a prices in the open markets (i.e. the market ratio), the monetary authorities will 
- have to buy one metal and sell the other until either the ratio of market prices 
- comes into line with the coinage ratio, or the standard breaks down because 
they have sold all their stocks of one of the metals and all stocks of that metal 
; have disappeared from circulation, either by export to foreign countries or into 
_ non-monetary uses. 


Nore: No country to-day is on such a standard. 


5. Exchange Standard—An exchange standard is a monetary system 
arranged or managed so as to maintain the foreign exchange value of the 
monetary unit at a fixed value in terms of some other monetary unit. 

Thus; a gold exchange standard would be a monetary system which is tied 
to the currency of some other country which is on a gold standard. The 
essentials of this system would be the following:— 


(a) The standard unit of value is defined as equivalent to a fixed amount 
of the currency of a country on the gold standard which in turn is 
equivalent to a definite quantity of gold of a certain fineness. 

(b) The Government or the central bank establishes a credit balance in 
the gold standard country to whose currency it is desired to tie up. 
This credit balance may be built up by borrowing abroad or by 
depositing gold or exchange. 


| (c) All credit money issued by the Government or the central bank, and 
all legal tender money is redeemed, in minimum amounts on demand in 


POS, aaa Oe ae 


—— 


— 


Oe 


i gold exchange at a fixed ratio. That is, the Government agrees to 
sell drafts drawn against its bank balances in the gold standard country, 
at a price sufficiently above par to cover the cost of actually exporting 
gold to the depository country, but no higher. The sale of this gold 
exchange at such a price is equivalent to redeeming the country’s own 


money in gold delivered in the depository country, since the bank 
balances in such gold standard country are convertible into gold at par. 


(d) The Government agrees to buy bills of exchange on the depository 
| country, at a discount sufficient to cover the cost of importing gold 
, from that country. Thus a person having drafts on the depository 
| country would receive as much domestic currency as if he were to 
obtain gold in the depository country, import it, and exchange it at 
. the Treasury for domestic currency at par. 


q The chief advantage claimed for the gold exchange standard is economy in 
the use of gold. Internal circulation of gold is dispensed with. For a number 
of years, India was on a gold exchange standard—the rupee being tied to the 
pound sterling of Great Britain which was then on the gold standard. 
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In recent years we-have had several instances of countries on a sterling © 
exchange standard. Sterling today is not a gold standard but a managed P 
paper standard; hence the monetary system of a country which today is tied — 
to the pound sterling might be called a paper exchange standard. The prin- — 
ciples of regulation are the same as those described above for the gold exchange ~ 


3 


¢ 
: 
* 
‘a 


standard—in essence, the monetary authorities must stand ready at all times — 


to buy or sell at fixed prices any amount of drafts on the country with whose 
currency the domestic currency is linked up. 


6. Paper or Fiat Standard—tThe so-called paper or fiat standard is a 


monetary system in which the standard unit of value is merely a unit of 
inconvertible paper money or fiat money. The essentials of such a standard 
are :— 


(a) a unit of inconvertible paper money is defined as constituting the 
standard unit of value; 


(6) this standard paper money is given full legal tender power; and 


(c) all credit money issued by the government and the central bank, and 
all other legal tender money, are made redeemable in the standard 
paper money. 


A paper standard differs from a commodity standard chiefly in the way in 
which the quantity of issue is governed. Under a commodity standard, there 
is a high degree of automatic control of supply. For instance, the supply of 
gold is directly limited by the discovery and exhaustion of gold mines and the 
costs of producing the metal. Danger of over-issue is at a minimum, because 
of the slow process of mining the metal and the cost of producing it. In 
the case of paper, the supply can be multiplied overnight. History has shown 
many instances of the danger that the supply of inconvertible paper money 
tends to be regulated by the needs of hard-pressed national treasuries and 
the capacity of the printing presses. 

7. Managed Paper Standard.—A managed paper standard is a monetary 
system where a unit of ineonvertible paper money constitutes the standard of 
value but where the supply of money is regulated in accordance with scientific 
principles of monetary management. Such principles include regulation of the 


supply of money in accordance with certain criteria related to the encourage- — 


ment of full employment and optimum business activity, the trend of prices, 
the prevention of speculative excesses or other economic maladjustments, ete. 
The success of any such system will depend, of course, on the establishment of a 
regulatory body with sufficient courage and honesty to resist the temptation 
to over-issue, on the degree of intelligence and restraint exercised by that body 
in managing the system, on the extent to which their powers and the nature 
of the country’s financial and economic organization enable them to exercise 
effective control, and on the extent to which public confidence can be main- 
tained. 


8. Other Monetary Terms. 


1. Velocity of Circulation—Velocity of circulation is a measure of the 
number of times money is used or circulated in a given period, usually the 
average number of times a year. It is obtained by estimating the total volume 
of transactions carried out by means of money and dividing this by the average 
amount of money outstanding during the period. 

Sometimes it is desired to distinguish between the velocity of circulation 
of currency and that of credit. In order to estimate these two separately it is 
necessary to estimate the volume of transactions effected by currency and the 
volume of transactions effected by credit, i.e., bank deposits. The latter can be 


estimated from figures of bank debits, i.e., of cheque transactions recorded by 
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he banks, but since no records ‘are kept of many currency transactions and 
what records are kept are not available, it is usually very difficult to make any 
precise estimate of the velocity of circulation of currency. 


2. The Value of Money—The value of money is what money will buy. In 
order to find it we divide the unit of money by the price of that thing in terms of 
which we wish to express the value of money. For example, if the price of 
wheat is 60 cents a bushel, the value of the dollar 1s 1.00:=13 bushels of wheat. 
4 .60 

if the price of wheat a year ago was 80 cents a bushel, the value of the dollar 
then was 1.00=13 bushels of wheat. Therefore we can also say that in terms 


= of wheat the dollar is now worth 1334 per cent of what it was worth last year, 
or that its value in terms of wheat has risen by 33} per cent. 
* : In order to state the value of the dollar we must do so in terms of some 
‘ thing which we are supposing it to buy. Generally, we do not use a single com- 
modity but a large group of commodities, such as “goods at wholesale” and 
state not the absolute value of the money but its value at one time relative to 
’ its value at another time. For this purpose, we may make use of an index 
~ number of prices. To make an index number of prices we select a certain date 
as the starting point (or base period), take a representative number of com- 
modities (either at wholesale or at retail), calculate the prices of these products 
to-day (or at any other date) as percentages of what they were in the base 
period, and ascertain the average of these. percentages. There are many prob- 
lems connected with the selection of base periods, the choice of commodities, 
and the calculation of averages. But all methods reveal with more or less 
accuracy any general tendency affecting all commodities, that is, a change in 
the general level of prices. Such a general tendency constitutes a change in 
the value of money. That is to say, the monetary unit divided by an index 
number of prices may be used to measure changes in the value or purchasing 
power of the monetary unit. 

For example, we may compare the value of the dollar in January of this 
year with its value in January of 1933 in terms of goods at wholesale as follows: 
The index of wholesale prices was 73-3 in January, 1939, and was 63-8 in 
January, 1933. Dividing 1 by these two figures we get approximately -01364 
and .01567 which enables us to say that the value of money in terms of whole- 
sale commodities had fallen by 13-0 per cent between January, 1933 and 
January, 1939. 

3 Inflation—It is very difficult to give a precise definition of inflation, 
because the term is rarely used precisely, without qualification. 

Most people would agree that it involves a situation where the general level 
of prices is rising as a result of a process involving an increase in the supply 
of money. 

It seems desirable, however, to use the term in a more restricted sense to 
refer to a situation where prices are rising more rapidly than the rate appropriate 
merely to sound economic recovery. Hence the following definitions are 
suggested. 

Inflation or real inflation is a process which involves a rise in the general 
level of prices either of an extreme character, that is, at a more rapid rate than 
‘s incidental to the normal recovery of production and employment, or which 
is not accompanied by an increase in production. 

Reflation may be used to refer to the phenome 
of prices is rising as a part of the process of recovery assis 
monetary management. 
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MINUTES OF PROCEEDINGS 
Fray, March 31, 1939. 


The Standing Committee on Banking and Commerce met at 11 o’clock a.m., 
the Chairman, Mr. Moore, presiding. 


__ Members present: Messrs. Baker, Bercovitch, Coldwell, Deachman, Don- 
nelly, Dubuc, Hill, Hushion, Isley, Jaques, Kinley, Kirk, ‘Lacroix (Beauce), 
‘Landeryou, Leduc, “Macdonald (Brantford City), McGeer, Mallette, Maybank, 
Mayhew, Moore, Plaxton, @uelch, Ross (Middlesex East), Ross (St. Paul's), 
‘Tucker, Vien, W. ard, Taylor. —29. 


4 In attendance: Dr. W. C, Clark, Deputy Minister of Finance, and Mr. 
Graham F’. Towers, Governor of the Bank of Canada. 


In reply to questions asked by members of the Committee at the last meeting, 
‘Mr. Towers submitted the following written statements, viz:— 


(a) Monetary Policy and the Price Level; 


(6) The possibility of paying increased debts with a decrease in the price 
level; 


(c) Memorandum dated March 30, 1939. 


; Ordered —That Mr. Towers’ statements be printed with this day’s evidence. 
(See Appendix “A.’’) 


Examination of Mr. Towers continued. 


: Mr. McGeer submitted a statement entitled “Basic statistics of chief 
economic importance” which was ordered to be printed in this day’s proceedings. 
“(See Appendix “B.”’) 

At the request of Mr. Tucker, Mr. Towers agreed to supply members of 
Bihe Committee with copies of the monthly Statistical ee of the Bank 
go! Canada. 


R. ARSENAULT, 


At 1 o’clock the Committee adjourned to the call of the chair. 
Clerk of the Committee. 


7581] 


MP 
ra 


eb at 


(OTN gy ky 
it ae 
Lie ing 4 


MINUTES OF EVIDENCE 


House or Commons, Room 277, 


March 31, 1939. 


: The Standing Committee on Banking and Commerce met at 11 a.m. The 
Chairman, Mr. W. H. Moore, presided. 
q The CuairMan: Order. When the committee adjourned Mr. McGeer was 
examining Mr. Towers. If the committee agrees I would suggest that Mr. 
_McGeer continue with his examination. 
} Mr. McGrrr: Mr. Towers, when we closed the other morning we were 
_ dealing with the silver that had been sold by the Bank of Canada. Do you 
recall that? 
' Mr. Towers: Yes. 
af Mr. McGerr: I suggested if we had minted the silver into Canadian dollars 
_we would have had funds available to the extent of something over $11,000,000. 
' Is that correct? 
Mr. Towers: Approximately, yes. 
Mr. McGesr: If I remember correctly the two aictiots to that were, 
first that it would probably have pushed or retired some other form of Cana- 
dian money. Is that right? 
Mr. Towers: Perhaps not in the form of an objection, but rather as a fact. 
Mr. McGerr: As a result? 
Mr. Towers: Yes. 
Mr. McGrerr: Well, now, that $11,000,000 could have been used in Canada, 
for instance, I suggest ‘to you to pay a part of the pension liability of the 
Dominion. It could have been used for that purpose, could it not? 
Mr. Towers: Yes, if that had been the monetary policy of the Dominion. 
Mr. McGerr: Well, as a matter of fact there would be no change in the 
monetary policy by coining silver coins, because we coin silver coins to-day, 
do we not? 
Mr. Towers: We do, but we limit the amount to the demand of the public. 
Mr. McGrrr: To the demand from the banks for exchange purposes in 
business; is that not correct? 
; Mr. Towrrs: The banks, of course, simply reflect the demand they receive 
: om the public. 
Mr. McGrer: In a business way? 
Mr. Towers: In a business way. 
Mr. McGrrr: The demand of people for pensions, whether it be in silver 
money or other kinds of money, is not considered by you a demand from the 
_ public is it? 

Mr. Towrrs: I would consider that was a desire on the part of many 
| citizens for additional money. 

Mr. McGerrr: Of course, you are aware are you not, that we only pay 
pensions in Canada to people who have attained the age of 70 years, and that 
- there is a very large demand throughout this Dominion to reduce that age to 65, 
and some even believe that it ought to be reduced to 60. You are aware of that? 
1 Mr. Towers: I am aware of that. 

Mr. McGerer: You are also aware of the fact that the reason we are not 

doing it is that we are told that this country cannot afford it? 
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Mr. Towrrs: I am not aware what the reason is; but, of course, if it was 
decided as a matter of government policy to do anything involving expenditure, 
it would be within the field of government to decide how these funds should be 
obtained. “ | 

Mr. McGeer: Yes, and as an advisor to the government, if there are funds 
available, it is your business to let the government know, is it not? That is, as 
a financial advisor to the government. 

Mr. Towers: Funds available? I find it rather hard to answer that, as it 
- almost seems to imply that there is a chest in which certain funds he. The funds 
are available from the Canadian people, and of course it is a question of policy 
to decide how much government will take from one to give to another: 

Mr. McGerr: That is the theory that governmental expenditure must be 
made through the medium of taxation. 

Mr. Towers: Governmental expenditure may be made either through the 
medium of taxation or through borrowing, or through the issue of currency; but 
In any event the cost to the people as a whole is there. JI think the cost is much 
greater in some methods than in others, but in all three methods the country as 
a whole pays and there is no way of escaping it. 

Mr. McGrer: There may be some disagreement on that. In any event, 
we have got to the point that government financing and expenditure can be 
carried out by borrowing, which means in the net result, taxation, by taxation 
direct. That, I take it, is your view; by paying out of current revenue the 
current liability, and the third is by issue of currency. If we had converted the 
$3,000,000 of silver that you sold in the United States to $11,000,000 of Cana- 
dian currency, would it not. have been possible to place at the disposal of the 
Canadian government for the payment of pensions with no actual outlay at the 
moment, at least $8,000,000 of Canadian currency? 

Mr. Towers: The answer is yes, and it would be just as possible to do it 
through the operation of the Bank of Canada. 

Mr. McGeerr: If you would just answer the question— 

Mr. Towers: That comes back to the question of kind again. 

Mr. McGerrr: We are going to deal with kind; I am coming to that. I 
am going to give you every opportunity to deal with the question of the theory 
of increasing costs through issue of currency, but the point I am dealing with 
at the moment is that if that $3,000,000 of silver which we had in the possession 
of the Bank of Canada, and which was sold to the United States, had been 
converted into Canadian money, we could have placed at the disposal of the 
Canadian government $8,000,000 for the purpose of meeting a portion of the 
current pension liability. Is that correct? : 


Mr. Towers: Disregarding the question of the policy involved there, the 
method also would have been more expensive, of course, than doing it in some — 
other form through the Bank of Canada. 


Mr. McGerer: We could have done as I have outlined, could we not? 

Mr. Towers: In fact, government and parliament can do anything which 
you suggest. ; 

Mr. McGerr: We could have done that under our present policy. 

Mr. Towers: Not under our present policy, no. 

Mr. McGeer: Under our present power? ; 

Mr. Towers: Under our present method and power, parliament in any 
such matter has completely sovereign power, as I need hardly say in this — 
committee. | - 

Mr. McGegr: You know the annual production of all silver in Canada? _ 

Mr. Towers: Approximately, yes, but I do not carry the figures in my mind. 

[Mr. Graham Ford Towers.] ie a 
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~Mr. McGerr: You are conversant with the agreement which was signed 
_by Canada in 1933 entitled “Memorandum of heads of agreement entered into by 
the delegates of China, India, and Spain as holders of large stocks and users of 
silver, and Australia, Canada, the United States, Mexico and Peru, as the prin- 
* cipal producers of silver at the monetary and economic conference in London, 
in July, 1933.” You are conversant with that silver agreement? 

Mr. Towers: Yes. 

Mr. McGrrr: Was it not a condition of that agreement that Canada would 
- join with other countries in increasing the circulation of silver coinage? 

Mr. Towers: I do not recall there was any mention in that agreement of 
increasing the circulation of silver coinage, but Dr. Clark is very much more 
familiar with the details of it than I am. 

Mr. McGerr: In any event, you will agree that this agreement obligated 
the governments included as parties to withdraw from circulation a certain 
amount of silver every year? 

Mr. Towers: To buy a certain amount from the ‘production of their country, 
yes. 

Mr. McGerer: With a view to getting it out of circulation? 

Mr. Towers: With a view to taking it off the market, yes. 

Mr. McGezrr: That was all done with a view to stabilize the price of silver? 

Mr. Towers: That, I believe, was the underlying thought. 

Mr. McGerr: And the reason for that was to provide some measure of 
security for the operation of silver mines? 

Mr. Towsrs: I would have to leave the answer to that question to someone 
else who knew more about the implications. 

Mr. McGerrr: In any event, we are a substantial silver producing counsel 
are we not? 

Mr. Towers: Yes. 

Mr. McGerer: So that if we utilized silver as a basis of domestic currency 
in Canada we would aid our own silver mining industry, would we not? 

Mr. Towers: I do not know; it would depend upon the price that was paid. 

Mr. McGrer: Suppose we stabilized the price at a figure that the silver 
mines could operate? 

Mr. Towers: The extent of the assistance to silver mines is, of course, 
dependent on whether the Canadian price was above the world price. If it was 
the same as the world price they would not be any better off than they are now. 

Mr. McGerr: No, but in any event it would be somewhat disastrous to 
the silver mining industry to have the price drop to 26 cents an ounce as it did 
a few years ago. 

Mr. Towers: In that case I suppose the suggestion would be that the gov- 
ernment should pay more than that; in other words, pay a subsidy. 

Mr. McGerer: As a matter of fact that is what is being done in the United 
‘States. 

Mr. Towers: Yes, it is. 

. Mr. McGrer: And the United States is really carrying that subsidy pro- 
gram on to Mexico and Canada, maybe not directly, but indirectly. 

Mr. Towers: I have no comment to make on that. 

Mr. McGmrr: In any event, you will agree that the use of silver as a base 
or reserve for Canadian domestic currency would be some measure of aid to our 
silver mines in Canada? 

Mr. Towers: If the price paid was above the world price, yes. 
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a Mr. McGerr: If the price paid were a price at which the silver producer 
could continue to operate, and I mean operate at a profit. Aiea 
Mr. Towers: If you will excuse my interrupting there, I do not think it is 
a monetary matter, Mr. MceGeer. I think it is a question of silver subsidy and 
as such, a question of government policy. There is this further thought, that I 
believe the major quantity of silver produced in Canada is produced by very 
large, wealthy companies as a by-product. It makes a question of subsidy so 
delicate that perhaps I should not refer to it. 

Mr. McGerr: Yes, and of course, one of the things that would follow is 
this: if silver lost its value the question arises as to whether nor not lead and 
zinc production could be carried on because in some instances instead of silver 
being a by-product it is the main product and the lead and zine are the by- 
products. | 

Mr. Towers: I had been thinking of course, of such big companies as 
Consolidated Smelters, International Nickel, Noranda and so forth. I had not 
understood they were requesting a subsidy. 

Mr. McGerr: No, I do not suppose they are; but you know there are a 
great many other silver propositions that are idle in Canada. 

Mr. Towers: Yes; it would be rather peculiar, though, to subsidize all 
silver. If one tried to pay a subsidy in an indirect way on a monetary basis 
perhaps it would be peculiar to subsidize all silver for the sake of encouraging 
10 or 15 per cent of it. 

Mr. McGerr: Well, that may be true, but in any event, if Canada is a 
Silver producing country and we use silver, that at least provides another outlet 
or the silver production of our own country: You will agree with that? 

Mr. Towers: I would say that would apply to almost any other commodity. 

Mr. McGesr: I know. All I want to know is whether you agree it applies 
to silver? 

Mr. Towers: I would say it does not apply specifically to silver; but it 
applies to silver as well as to any other commodity. . 

Mr. McGzrer: When the government through its central bank buys silver 
at a bullion price below the money value of the weight of bullion put; into the 
coin and the government finds a way to use these coins, does not the govern- 
ment issue that sort of money at a profit to the government? 

Mr. Towers: Yes, they do, but the profit is not as great as if they issued 
it in some other form. 

Mr. McGrrr: Then, if we were to take our 22,000,000 ounces of silver and 
_purchase it at 40— 

Mr. Towers: Forty-three cents. | 

Mr. McGrrr: Could we not convert it into—how many Canadian silver 
dollars could we convert it into at present? 

Dr. Cuark: Nearly four times as much. 

Mr. McGerr: And the cost would be roughly $15,000,000, would it not? 

Mr. Towers: I assume so. 

‘Mr. McGerr: And we would be able to convert that into Canadian dollars 
at 27 cents? 

Mr. Towers: Yes. 

Mr. McGrer> That would give us slightly over $40,000,000. 

Mr. Towers: 22,000,000 ounces would be approximately $9,500,000. 

Mr. McGerr: Converted into silver dollars at our present price, how many 
dollars’ worth? : 
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_ Mr. Towers: Recalling that there are 27 cents worth of silver at the 
present price in each silver dollar, one would find there is about, shall we say, 
$35, 000,000 worth of silver dollars. 
| Mr. McGerer: So that by buying $9,000,000 worth of silver we can pro- 
_ duce $35,000,000 worth of Canadian silver dollars; is that right? 
. Mr. Tower: Yes. 
Mr. MoGerer: Now, then, on that transaction, if we decided to use Cana- 
dian silver for Canadian currency the Government of Canada could make a 
profit on the difference between the cost of the silver and the value of the silver 
dollar that it minted. 
Mr. Towers: A profit that is less than the profit they are making now. 
4 Mr. McGerrr: What I suggest to- you gentlement is that while you may 
smile, you probably would bring a little smile to a great many millions of peor 
in Canada. if you make money acceptable to them. 
The CHarrMANn: Let us get on with the examination. 
! Mr. McGerer: Now you say that proposition is true but there is an even 
cheaper way of producing money than that. Do you mean by that to print 
paper money on a reserve of gold of 25 per cent? 
4 Mr. Towers: I do, yes. 
Mr. McGerr: Weil, now, Mr. Towers, do you agree with me that there 
is a definite distinction hebween silver reserves used to sustain domestic cur- 
) rency and gold reserves used to sustain national currency, which in the main 
pis a form of reserve cash for bank deposits, and secondly an international 
medium of exchange of the nation? 
j Mr. Towers: You refer to silver used in a form to sustain domestic cur- 
' rency. I would say this: so long as the system you have maintains the con- 
fidence of the people you do not need any reserve to sustain domestic currency. 
| Mr. McGrrr: I was coming to that a little later on, but I believe it 
might help me, as a member of the committee, and help the members of the 
- committee, to deal first with subsidiary coins in which silver plays the largest 
part, and that is why I am dealing with silver, and then we can deal with 
banknote currency and then deal with bank deposits and cheque currency 
- and then deal with Bank of Canada currency, so that there would be no diffi- 
culty about developing what can be done with all other forms of Canadian 
} currency available. That is, I am confining the matter to silver coins at the 
moment. What I would like to develop is et are the possibilities of silver 
_ and subsidiary coins, and then take up the others in their turn. 
4 The CHatrrMan: May I suggest that we should not have quite so much 
repetition? I think we will get along faster and the record will be clearer if 
we do not have so much repetition. 
: Mr. McGeer: In what way? 
, The CHAIRMAN: Putting the same question in different wording. 
Mr. McGrrr: I did not know I had been guilty of that. 
: The CHarrMAN: I just make the suggestion. 
Mr. McGerr: I am very glad to bow to your ruling. I am certainly 
more than anxious to have the matter as clear as possible. 
The CuarrMaNn: Yes, that is what we want. 

Mr. McGeer: But sometimes we do not get the answer that we expect. It 
should be “yes” or “no” and it does involve repeating the question. 
The CHAIRMAN: These questions are answered with difficulty by “yes” or 


- no.” 
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Mr. Vien: May I inquire from Mr. McGeer if his purpose would not be. 
better served if Mr. Towers were requested to make a statement to the com- 


> : 


mittee with respect to kind and quantity of currency? 

Mr. McGrsrr: No, I do not think so. . 

Mr. Vien: I thought that it would cover practically all the questions 
that we have been asking so far. It might determine what are the policies 
that affect quantity, and go into the various kinds of currency that make up 
that quantity. : 

Mr. McGeerr: I believe, Mr. Chairman, this matter is of more importance 
than that, and I would like to develop it in my own way. . 

Mr. Vien: I was suggesting that to my friend. I do not want to inter- 
fere. I thought that we would perhaps save time and reach the same objective. 

Mr. Cotpweiu: I think Mr. McGeer should be allowed to develop the 
matter in his own way; but on the other hand, I think Mr. McGeer should 
allow Mr. Towers to answer in his own way. 

The Cuamman: Yes, quite. With that understanding we shall go ahead 
with the examination. 

Mr. McGesrr: If, as I said, there is a difference between a domestic cur- 
rency backed by silver and a national currency backed by gold—to which I 
take it you agree? 

Mr. Towers: I did agree, as you will remember, that in so far as a domestic 
currency was concerned, there was perhaps no necessity for a reserve. 

Mr. McGergr: What I asked you was if there was not a definite distinction 
between a domestic currency backed by silver and a national currency backed 
by gold? | | 

Mr. Towers: The distinction, I think, would be that in case of necessity,. 
the government, having sovereign powers, could force the silver on the people 
at a given rate; whereas, of course, they could not force it on any foreigner. 

Mr. McGrrr: That is quite true; and that is the thing that makes it a 
domestic currency and not a currency that affects international currency, does 
it not? | 


Mr. Towers: The question of quantity in a domestic currency will, of — 


course, have its repercussions. 
Mr. Lanpreryou: We are not discussing quantity. 


Mr. McGrer: I mean to say that the issue of silver currency would 
not have the same influence on international exchange as the issue of your 
gold backed currency. : 

Mr. Towers: The over issue of currency in Canada will have an effect on 
international exchange, no matter what the backing is. 


Mr. McGerrr: I did not ask you that question. The question I asked you 
was whether or not you agreed with the statement that an issue of currency 


backed by silver would not have the same influence on international exchange 


as a currency backed by gold. | 
Mr. Towers: It would have exactly the same influence, in my opinion. 
Mr. McGerrr: It would have exactly the same influence? 
Mr. Towers: Yes. ; 
Mr. McGrer: Why? 


Mr. Towers: It is the quantity of currency that is issued, not the back- | 


ing, which is the major factor. 


Mr. McGrer: As a matter of fact, your international currency, that is | 


your national Bank of Canada dollar, is a dollar backed by a standard of 
gold that is of universal application to-day, is it not? 
(Mr. Graham Ford Towers.] . 
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-. Mr. Towers: In fact, of course, we are not on the gold standard; so that, 
except from the psychological point of view, I do not think that the ratio of gold 
backing has any meaning at the moment. I think it has a meaning in the event of 
‘some considerable upset, either economic or otherwise. It has a meaning inas- 
much as it provides us with money that can be accepted anywhere and used 
-4n accordance with our needs. But as a domestic factor influencing the domestic 
- value of our currency, apart from such psychological contentment as it. affords 
the people, it has no meaning. 
Mr. McGrer: What do you mean by an over issue of currency? 
Mr. Towrrs: I mean an issue of money—and using the word money, in 
; accordance with the glossary that has been provided, I assume that we are 
- including all forms, including bank deposits, which is so large in relation to 
- the needs of business that it causes an inflationary upward movement in prices. 
Mr. McGerrr: Do you think that, if we issue $40,000,000 a year of silver 
- currency to meet the pension obligations of this dominion, it will cause an 
| inflationary condition in this dominion? | 
Mr. Towers: I should answer that question in this way, that an issue of 
$40,000,000 additional currency in any form, whether it is backed by silver or 
not, might or might not cause an inflation. It would depend upon the condition 
- of business, the general demand for credit. It would depend upon a great many 
_ things. If it was carried on sufficiently long, the answer is clear—yes, it would 
- cause inflation. Whether it would do so in one year or two, I cannot say. 
Mr. McGrrr: If you were maintaining a system of taxation that brought it 
back to the government for reissue, that would offset the inflationary tendency, 
— would it not? 

Mr. Towers: I cannot see much object in pushing it out with one hand 
and taking it back in the form of taxation with the other. | 

Mr. McGeer: No. But you would only do that to avoid the disastrous 
effect. of inflation which is, as I think you will agree, another form of taxation. 

Mr. Towers: Yes. But perhaps that object could be accomplished by not 
issuing it at all. 

Mr. McGerer: In other words, as long as you leave the Canadian people 
without pensions, there would be no danger of inflation from that source? 

Mr. Towxrrs: The governmental policy in respect to that can be imple- 
mented by asking the remaining Canadian people directly for their contribution. 
Surely that would be the honest thing. 3 

| Mr. McGerr: But you are aware, are you not, Mr. Towers, that our muni- 
cipal, provincial and dominion government are taxing the people of Canada 
now to the extent of something more than a billion dollars a year? 

Mr. Towers: And spending it on the Canadian people. 

Mr. McGerr: Well, not altogether. Some of it goes in interest outside of 
Canada, does it not? That has not been spent on the Canadian people. We are 
dealing with one specific issue. I say we are spending considerable of that 
money outside of Canada. We are not spending it all on the Canadian people? 

Mr. Towers: No, we are not. But I would say that the policy involved 
here is somewhat of a separate matter, is it not? 

Mr. McGrrr: Are you not aware, Mr. Towers, that in practically every 
one of our cities in Canada the burden of taxation is now so great that invest- 
ment in real estate has been practically destroyed? | 

Mr. Towers: I would not like to comment on that. I was not aware that 
the situation was, in all cases, as extreme as that. But then I do not pretend 
to be an expert. 
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Mr. McGerr: But you are aware, from your investigations, that the burden — 
of debt on a great many municipalities in Canada has become unpayable and if 
that they had defaulted? | re 

Mr. Towers: Yes. Without reference to the municipal situation in itself, — 
so to speak, but thinking of it in relation to the dominion and provinces, I am 
rather glad to say that the municipalities in many cases are in a much better — 
position. 

Mr. McGerr: Yes, but in many cases they are not? 

Mr. Towers: Unfortunately, no. 

Mr. McGeer: For instance, take my own city of Vancouver. I happen to 
know that situation very well. 

Mr. Lanperyrou: Take Montreal. 

Mr. McGrrr: Or take Montreal. I think there is something like $140,- 
000,000 of municipal debts in Ontario in default; and you have recently investi- 
gated the city of Winnipeg? 

Mr. Towers: Not us, no. 

Mr. McGerr: Oh, not you. As a matter of fact, I can tell you from actual 
experience as a member of the Mayors’ Conference of Canada and as a former 
mayor of the city of Vancouver, that our municipalities are largely being main- 
tained to-day because of deferred maintenance. For instance, we lack schools, 
we lack streets, we lack hospitals, we lack innumerable necessary public services, 
including reformation of a great portion of our housing, which cannot be carried 
on because the contributive powers of the taxpayers owning real estate in cities 
has been exhausted. Would you say that this is not a fair statement? 

Mr. Towers: I would not like to comment on that statement. I am sure 
you know much more about it than I do. I dare say that, apart from munici- 
palities, there are various provinces too which feel the pinch. 

Mr. McGererr: Yes. All of our provincial governments are demanding 
some way of financing provincial expansion and provincial improvements, are 
they not? 

Mr. Towers: No doubt. se 

Mr. McGeer: And the same thing applies to agricultural holdings, does it 
not? So acute has that situation become that we are probably going to intro- 
duce legislation this year to relieve that situation. You are acquainted with 
that fact ? 

Mr. Towrrs: I read that in the papers, yes. 

Mr. McGerr: The point I am coming to is that if we could find some way 
of putting into circulation more of the medium of exchange necessary to meet 
the existing tax obligation, we would help the general situation, would we not, 
if we could do it without cost to the state and to the taxpayers at large? 

Mr. Towers: Unfortunately, in my opinion, it cannot be done with- 
out cost. 

Mr. McGeer: What I am saying is—we may differ on that—if we could 
find some way of putting into circulation a medium of exchange that could be 
used to meet the going concern activities, including the payment of taxes, with- 
out cost to the state or the people, that would help the situation, would it not? 

Mr. Towers: With great respect, Mr. McGeer, that is a hypothetical 
question which I have already answered by saying that I do not believe that it 
could be done. 

Mr. McGzer: Yes. 

Mr. Towers: So that to put it on the basis of “it could be done,” and 
expect an answer of “yes” does seem to me to be going beyond practicality, so 
speak, if I may say so. 

{Mr. Graham Ford Towers.] 


t 


. 
y 
{ 
( 
; 

| 


BANKING AND COMMERCE 61 


Mr. McGesr: You will agree with me, will you not, that in the last 
twenty years throughout the world there have been carried on a great many 
experiments and changes in the monetary system with a view to making the 
supply of money for government and people less costly? | 

q Mr. Towers: Yes, indeed. I recall the German experiment of 1923. 

4 Mr. McGerr: Yes, we will deal with that, too. But we also have the 
“German experiment of 1933 to 1939, have we not? 


“4 M 
Mr. McGrer: And do you suggest for one moment that the Germans 
have not been able to build up, out of defeat and debt and repudiation, the 
most powerful military organization that Europe has ever known? 

e Mr. Towers: I agree. You will find that in a totalitarian state the urge to 
_ tinker with money disappears; because when everything is in the one man’s 
hands, he realizes that men and materials are what count. That is how they 
J built up. 

i Mr. McGrer: The statement is made by the German high command that 
_ they are issuing currency in Germany against the productive power of that . 
4 state, and that because they have resorted to that practice they have been able 
_ to reorganize the military power, the productive power and the employment 
_ power of the German people. You have heard that statement, have you not? 

| Mr. Towers: None of the Germans whose understanding of that situation 
is accurate would put the monetary end in anything more than third or fourth 
place, It is the other things they have done which have produced the results. 
F Mr. McGererr: I quite agree.. But the point is that to get what they have 
secured, they had to have a medium of exchange, did they not? 

f Mr. Towers: No. I should say that principally they have to have laws 
determining exactly what the people should do, what they should eat, what 
- wages they should receive and, in general, how their lives should be regulated. 
- Once that rigid system is installed you can play pretty well any games with 
money that you want to play. 

‘ Mr. McGrer: But in the beginning they have to finance the production of 
arms, do they not? 

| Mr. Towers: They do; which, after a very short delay, they accomplish 
by taking it back from the people in taxation or by making the people forego 
consumption by some other method. 

Mr. McGermr: In any event, you will agree, will you not, that to maintain 
the going concern activities of the state, including the payment of taxes, the 
volume of currency in circulation has to be equated to the rate of progress? 

} Mr. Towers: To the rate of progress of the country as a whole? 
Mr. McGerr: Yes. 
Mr. Towers: Yes. 
Mr. McGrrr: You will also agree that there is a danger of having too 
much taxation? There can be a danger of having too much taxation? 
: Mr. Towers: That is another way of saying that there is a danger of too 
much governmental expenditure, perhaps. 
Mr. McGrrr: Yes. But whether it be from too much governmental ex- 
penditure or from too rapid a rate of progress, there can be such a thing as 
depression coming from too much taxation. 
Mr. Towers: Under certain circumstances, yes, when it had a very dis- 
locating effect. 
Mr. McGrer: Yes. So that if we could find some way of reducing the 
cost of government by reducing the cost of financing government, that would 
ease the burden of taxation, would it not? 
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Mr. Towers: Yes. | 
Mr. McGrrr: Now I come back to this proposition of ours. Having 

22,000,000 ounces of silver produced annually, which can be purchased for 
$9.000,000 and reproduced in coins at the figure you gave of $35,000,000, we 
could show, in so far as the immediate results of that transaction are concerned, 
a profit on that money development of $26,000,000 a year. 

Mr. Towers: But still.a profit which would be less than it is through 
following the method which we now follow. 

Mr. McGrer: We will deal with that later; but I say that would be true. 

Mr. Kintey: Who would be paying the profit? I ask you the question, 
who would be paying the profit? Where would you get the profit from? 

Mr. McGrer: Weil, if my friend will read the Currency Act, he will find 
there— : 

Mr. Kinuey: Answer my question. : 

Mr. McGerer: I am answering it, if you will let me. 

Mr. Kintry: Answer it, then. : 

Mr. McGrrer: Let me answer it. If you will read the Currency Act— 

_ Mr. Kinirey: Let us assume that I did. 

Mr. McGerrr: —there you will find that, by law, parliament has author- 
ized the minting of a dollar coin and has given to that dollar coin a hundred 
cents money value, although there is only twenty cents worth of silver in the 
coin, 

Mr. Kinugry: You cannot perform miracles. 

Mr. McGrrr: That may be so. 

The CHAIRMAN: Order. 

Mr. McGzrsr: But they are doing that here. I mean, you will agree with 
the proposition— 

The CuHarrMan: I suggest that we continue with the examination. 

Mr. McGzer: You will agree with the proposition that, where you create 
money values out of something which is less valuable than the money value 
that is given to it, the first issuer of that money takes a profit? 

Mr. Towers: Yes, that is true. 

Mr. McGrer: Yes, that is true. I mean to say there is no question about 
that. As a matter of fact, it comes back to this proposition, does it not, Mr. 
Towers—as you stated before—that money is created by the laws of parliament? 

Mr. Towers: Yes; and those laws, of course, will overcome anything 
except the lack of confidence of the people. 3 

Mr. McGeer: Absolutely. So long as you do not bring your issue of that 
kind of money to the point of disrupting the going concern activity of the state 
through the inflation of wages and prices, and the depreciation of money values, 
that currency is as safe and as sound as any other currency? 

Mr. Towers: Yes. 

Mr. McGerr: I do not want to go any further than is necessary, but if I 
might summarize that proposition, I should like to. We, as a silver-producing 
country, have one possible field of developing a costless currency to the state? 

Mr. Towers: For the reason which I have already expressed, I could not 
answer that question in the affirmative. 

Mr. McGrrer: Why can you not? 

Mr. Towers: Because I do not agree with the proposition. 

Mr. McGrrr: You say that is not a sound way of doing it? 

Mr. Towers: I say it is not a costless way. 

[Mr. Graham Ford Towers.] 
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Mr. McGeer: I beg your pardon? 
Mr. Towers: I say that it is not-a costless way. 
Mr. McGeer: It is not a costless way? 
Mr. Towers: No. 
Mr. McGeer: If I buy $9,000,000 worth of silver and convert it into, say, 
35,000,000 of money, what does it cost me? 
Mr. Towers: You have tied up your $9,000,000. 
Mr. McGerr: I beg your pardon? 
Mr. Towers: You have tied up your $9,000,000 in silver. 
Mr. McGrrer: But can I not use a portion of that $35,000,000 of money 
to liquidate my lability to purchase the silver? 
Mr. Towrrs: I assume that you have paid for the silver in the first 
BP eiance I shall put it another way, that you have a cash asset there of 
$9, 000,000 in silver. 
Mr. McGusr: Yes? 
‘ Mr. Towers: I was putting this on the basis of silver certificates, as a 
matter of fact, so I have gone off the track a bit there. The proposition as 
you put it, that there is $27,000,000— 
Mr. McGner: $22,000,000. 
é Mr. Towers: A $24,000,000, shall we say 
—surplus there. 
Mr. McGererr: $26,000,000. 
Mr. Towers: Yes, $26,000,000. | 
| Mr. McGrrr: Tene is no question about being able to liquidate the silver 
i purchase liability with the silver money that is created. 
Mr. Towers: It still remains true, of course, that it can be done more 
“cheaply with gold. 
; Mr. McGerr: Let us deal with the proposition that I am putting. There 
_ would be no cost to the state to create $35,000,000 worth of silver, if we purchased 
_ the silver at the rate of 27 cents to the dollar, would there? There could not be. 
Mr. Towers: Mr. McGeer, if I were asked to say, in another committee, 
whether it was advisable for the government to accept a tender for certain 
supplies and that tender was $40,000, as compared with accepting another 
tender at $30,000, all other things being equal, I should have great difficulty in 
saying that the $40,000 proposition was the best. 
| Mr. McGesr: I agree with you that there are other better ways, probably, 
of creating currency to pay pensions and to meet going concern obligations than 
this. But I am dealing with silver, and we will deal with the others later on. 
For instance, I will give you every opportunity to deal with that when I come 
to deal with your chartered bank currency. 
Mr. Towers: I understand. 
Mr. McGeer: But what I want from you, if I can get it, is an acknowledg- 
ment that by using our silver reserves in Canada we can provide a currency 
which is perfectly good for meeting such domestic obligations as pensions and 
_ the like, and which is not going to be a direct burden to the taxpayer. 
Mr. Towers: If the policy in respect to issuing it is just as prudent as it 
_ would be in the use of any other form of currency, and if expense is no considera- 
- tion to the government, the answer is “ yes.”’ But those are two most important 
qualifications. 
Mr. McGerer: What do you say—if expense is no consideration? 
Mr. Towers: If expense is no consideration to the government. In other 
words, if they prefer a more expensive way of doing it to a cheaper way. 
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Mr. McGrrr: We will come to that on one bill that is before the house at 
the moment. You will agree with me, will you not, that armament programs 
are the most burdensome of all programs on the taxpayer? 

Mr. Towers: It depends, of course, on their size. 

Mr. McGerr: My reason for saying that is that armaments are never 
self-liquidating, in a money sense, are they? 

Mr. Towers: No; nor is relief, I am sorry to say. 

An hon. Memser: Nor are pensions. 

Mr. McGerr: IJ am not so sure about that. In any event, a great many 
of these armaments are never used. A great many of them go into obsolescence, 
and a great many of them are scrapped. We are going to put forward a program 
of armament in Canada, as you have seen by the legislation, and it is provided 
that we are going to borrow the money for that armament program at 3 per 
cent. You know that. | 

Mr. Towers: I cannot say that I recall the reference to the interest rate. 

Mr. McGzer: It is before the house. 

Mr. Towers: The interest rate is the part that I do not recall. 

Mr. McGerr: I put it to you, would it not be cheaper to finance that 
armament program with the issue of a domestic currency on our silver bullion 
than it would be to borrow it at 3 per cent? 

Mr. Towers: No. It would cost the people as a whole more in the end. 

Mr. McGrer: How? Tell me how it would do that? You have made 
that statement. I want you to give me a reason for it. 

Mr. Towers: May I just, perhaps, cover that whole question of govern- 
mental expenditures, because it comes in here, I think, very appropriately. 
May I just read from some notes that I have? 

Mr. McGzrr: Yes. 

Mr. Towers: The real cost of government expenditure is use of labour 
and equipment. That is my general proposition. The real cost of government 
expenditure to the country as a whole is the amount of labour and equipment 
required to carry out the various projects. When the question is asked if we 
can finance a certain government expenditure, the fundamental problem is 
whether we can afford to devote a certain amount of our productive resources 
to the projects in question. The problem of how the government can obtain 
the money which will give it the title to the use of labour and equipment, may 
_present considerable technical difficulties, but it is not the fundamental problem; 
and the particular fiscal method by which the government may decide to acquire 
the money from the public has little or no effect upon the real cost of these 
projects to the country as a whole, although it may have a considerable effect 
upon other factors in the economy. 

Mr. McGerrr: There is no shortage of labour in Canada. 

Mr. LanpEeryou: That is not an answer. 

The CHAIRMAN: Order. 

Mr. McGerer: We have no shortage of labour in Canada. One of the 
tragedies of our Canadian life, as you are aware, is the unemployment of our 
Canadian youth, is it not? 

Mr. Towers: It is. 

Mr. McGrrer: We have on the one hand an abundance of idle labour. 
We have an abundance of materials that can be converted into serviceable 
wealth, have we not? 

Mr. Towers: I would say that a rapid affirmative to that would not con- 
vey the proper picture, because we have a great many people employed in 
industries which depend on export, and in some cases foreign demand is lack- 

[Mr. Graham Ford Towers.] 
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ing. To put those people to work profitably, if that foreign demand is perpetually 

jacking, involves a change of occupation and the revamping of the Canadian 

economy, which is a very difficult task. So that it does understate the case 
very greatly to say that we have all kinds of resources which we can use our- © 


q Mr. McGrrr: I want to come back. I asked you if it would not be 
-eheaper to issue currency on the reserve basis of silver to finance our arma- 
ment program than it would be to borrow money at 3 per cent, as is contem- 
plated in the legislation before parliament at the moment. You said that your 
_ answer would be contained in a statement that you wished to read. Have you 
any other reasons for that belief? 

Mr. Towers: The continued issue of additional currency will eventually 
make the currency worthless. That has so often been proved that I wonder it 
_ is necessary for me to go into it now. 

: Mr. MoGerr: No; because I asked you where that saturation point was 
' and you told me that unless your issue of currency went so far as to bring 
' about a disruption, through inflation, of prices and wages, there would be no 
disaster. | . | 
Mr. Towers: That is true; and, of course, it is on that theory, perhaps, 
- that we have taken such great steps in that direction in the course of the last 
_ few years. It would be beyond the capacity of any person to say exactly 
_ thus far and no further. We have gone a very long way already. Possibly 
we are getting into dangerous ground. I do not know. It might go a little 
' further. It depends on circumstances. But that it can go on indefinitely, of 
- course, would be quite out of the question. 

| Mr. Lanperyou: Would you allow a question? 

; Mr. McGerr: Will you just let me get this? There is just one other 
_ thing. I think probably the selection of the financing of the armament pro- 
' gram was not probably as good an example as some others that I should 
' like to draw to your attention. For instance, you are aware of the inter- 
national trading situation generally, I take it, in your position? 

Mr. Townrs: Yes. 

Mr. McGrrr: And you are aware of certain trends in the tourist trade 
of the world, which has now become an important item in international trade? 


Mr. Townrs: Yes. 

Mr. McGrer: You are aware, are you not, that since 1929 the trend of 
tourist trade from the United States has been to fall from European expendi- 
ture and to maintain itself from the United States into Canada? 

Mr. Towers: Yes. 

1 Mr. McGerrr: And that to-day Canada’s receipts from American tourist 
trade are greater than the receipts of Europe from the tourist trade? 

Mr. Towers: I do not recall the exact figures. 

4 Mr. McGerrr: You will find that in a document which I have no doubt 
- you are thoroughly familiar with, the League of Nations balance of payments 
statement, where they review that statement and review it as of importance. 

Mr. Towers: Yes. 

Mr. McGrrr: The changing trend not only in international trade but in 

international finance. Now, it is of the utmost importance to us to increase 

wherever we can our sale of goods and services abroad. Is that no right? 
Mr. Townrs: Yes, indeed. 
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Mr. McGerr: We are faced with a very serious situation on the export of © 
wheat. Everyone knows that. Now, let me suggest to you that we can main- — 
tain a tourist development program with domestic currency, because we would ~ 
need to import very, very little to build highways and develop these things 
which are tourist attractions. You will agree with that? : 

Mr. Towers: I think it is very desirable to do what we can, yes. 

Mr. McGerrr: I think you will also agree with me, knowing Canada as 
you do, that our comparative position with that of the United States in high- 
ways and general attractions is considerably below the standard of our neigh- 
bours to the south? 7 

Mr. Towers: Mr. McGeer, as a patriotic Canadian, I would say in high- 
ways in certain cases, not other attractions. 

Mr. McGeerr: I am thinking of the development in the states of Maine, 
Florida, California, and the world’s fair in New York—all these things. 

Mr. Towers: I would expect to hear from some representative of the 
maritime provinces at any moment. 

Mr. McGzrsr: Yes, but I have been all over the maritime provinces with 
that view in mind, studying not only the tourist trade but their marvellous 
scenery. 

Mr. Huu: You are quite right. Their roads are better than any of the 
by-ways in the States. 

Mr. McGrer: I am thinking of the main highways. 

Mr. Hitu: The main highways are perfect. 

Mr. McGesr: I went around the Cabot trail and I would say they would 
need to do a little more work there. I was around Gaspe peninsula and I 
would think there is a good deal to do there. In any event, we can do certain 
things to build up Canada’s international trade and to build up our Canadian 
tourist trade. 

Mr. Towers: Yes. . . 

Mr. McGrsr: And if we put a costless currency into circulation to put 
our unemployed to work on Canadian materials, building highways, we would 
secure through that medium of development, Canadian assets without directly 
increasing the burden to the taxpayer. 

Mr. Towrrs: As you say, the question was asked in respect of armaments, 
and now in respect of a different form of government expenditure. 

Mr. McGrrer: More domestic. I agree in an armament program imports 
of materials do play a substantial part. 

Mr. Towers: Yes, of course they do, in any spending program. 

Mr. McGrrr: Not so much in the development of highways and tourist 
traffic. 

Mr. Towers: There may be a higher percentage of domestic material and 
labour there, yes. I wonder if I might ask this: may I have the privilege of 
putting down in black and white the answer to the main underlying question? 
Would it not be better to finance government expenditure by the issue of cur- 
rency? ‘That really is the underlying question. ) 

Mr. McGrrr: Not at the moment. I will come to that later. I am - 
dealing now with silver production, because I have in mind the silver miner 
and the silver industry as an important industry which produces lead, zinc, and 
other materials. 

Mr. Towers: Perhaps, then, the question would be this: would it not 
be best to take care of government expenditure by issuing money and put that — 
money on a silver backing in preference to some other kind? - | a 

Mr. McGesrr: No, the question is this: can we not use our silver ‘produc- 
tion as a basis for domestic currency and finance these kinds of developments 
more cheaply than we can by borrowing at an interest rate? 

[Mr. Graham Ford Towers.] 
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Mr. Towers: I think that is the question that I did suggest. I would say 
he two things were the same. 
Mr. Vien: I was trying to find a difference; I cannot. 
Mr. Towers: If I might perhaps put down in black and white any humble 
opinion that I may be able to express on the subject and make it available at 
a subsequent meeting that would certainly be best so far as I am concerned. I 
will put in there anything that I can think of putting in, and then my knowl- 
edge will be exhausted. 
‘ Mr. McGerr: Well, now, Mr. Towers, there is one other feature. I am 
thinking of the coming Royal visit. The cost to Canada will be some sub- 
‘stantial item in regard to a visit of that kind. It is bound to cost a considerable 
sum of money. It might cost half a million or a million dollars. You will agree 
with that? 
Mr. Towers: I think the finance department would have to answer that. 

Mr. McGerrr: In any event, let us assume that we had taken the silver 
pullion you had and converted it into commemoration silver dollars. How many 
of these dollars do you think would have been taken out of circulation as 
souvenirs? 
Mr. Towers: My understanding is the government is going to gain the 
ee profit possible by making these dollars available to anyone who 
wants them. 
: Mr. McGerrr: As a matter of fact, if enough silver dollars minted at 27 
cents cost were taken out as souvenirs at a dollar value, we will say, by 
American tourists, the cost of that to us could be completely converted into 
a profit. 
| Mr. Towers: Perhaps that might happen. 
} Mr. McGrrr: As a matter of fact we did have on the coronation of 
George VI a commemorative silver dollar minted. It was the only silver dollar 
ever minted in Canada, was it not? 

Mr. Towers: I a not recall. 

Mr. McGerrr: You will agree that practically all the coins were taken out 
of circulation? 

Mr, Towsrs: I do. 

Mr. McGrrr: And do you agree that considerably more than were minted 
would have gone out of circulation had they been available? 

Mr. Towers: That I do not know. 
Mr. McGeerr: Let me put this to you: there will be possibly at least fhe 
millions of American tourists, old Britishers living in the United States, who 
will visit Canada across the dominion to see the King and Queen of the United 
Kingdom on this historic occasion. 

Mr. Towers: Yes, I hope so. 

Mr. McGerer: Assuming that for souvenir purposes these visitors take on 
the average $2; that would be a total of $10,000,000, would it not? 

Mr. Towers: Yes. 

Mr. McGeer: And the cost to the government of putting that $10,000,000 
of silver into circulation would be $2,700,000? 

Mr. Towers: Yes. 

Mr. McGerr: And the government would make a profit of $7,300,000. 

Mr. Towers: Is it not the intention of the government to do just that 
thing? It is a merchandising proposition. I have no doubt the mint will work 
night and day to supply the demand. 


Mr. McGerr: Yes. You say it is a merchandising proposition. 


{ 75836—24 


Bare OAL 


an 
" 


68 STANDING COMMITTEE 


Mr. Towers: Yes. ; : 

Mr. McGrrr: What is the difference in merchandising silver dollars as 
souvenirs and merchandising silver dollars to secure tourist roads? 

Mr. Townrs: As souvenirs they are sold as souvenirs, not as money, and 
they are taken out of circulation. There is no— 

Mr. McGeerr: Is not the process of taking them out of circulation and 
putting them into circulation exactly the same? 

Mr. Towers: I would call them a souvenir instead of’a silver dollar. 

Mr. MoGrrr: No American tourist can get one of these silver dollars 
unless he changes an American silver dollar for it, can he? 

Mr. Towers: I do not see the point. 

Mr. McGeer: To get a Canadian silver dollar you must buy it. 

Mr. Towers: Yes. 

Mr. McGrrr: And you must pay for that money with goods and services. 

Mr. Towers: He will pay, in the first instance, a dollar for the souvenir. 

Mr. McGezrr: Yes; but if a Canadian labourer goes to work to build a 
highway, does not he purchase with his labour the same silver dollar? 

Mr. Towers: Or any other form of currency. 

Mr. Macponatp: For resale. 

Mr. McGerr: He purchases that with his labour so that he can go and 
use it to purchase a pair of boots. +5 

Mr. Towers: That is the difference. 

Mr. Macponatp: You cannot do that with a souvenir. 

Mr. McGurr: The souvenir man takes it out of circulation, but it would 
be much better if it were struck for building roads and buying shoes and kept 
on in circulation. 

Mr. LanpEryou: Hear, hear! 

Mr. McGerr: In any event, there are these amounts of silver currency 
available, which we are not employing to-day, quite apart from the reason why 
we are not employing them. That is correct, is it not? 

Mr. Towers: I do not think it is apropos, Mr. McGeer. I think it is all 
a question of the total quantity of money. 

Mr. McGerr: I know; but quite apart from the reasons, there are these 
sources of money supply which, whether it be from policy or because it is not 
advisable or because it would not work out in the end, we are not using. 

_ Mr. Towers: There is no limit to the creation of money. . 

Mr. McGerr: Now we come to another form of currency which you referred - 
to in your statement to-day, that is chartered bank money; I mean the issue | 
of chartered bank money. , 

Mr. Towsrs: Notes. q 

Mr. McGurr: Yes, chartered bank notes. That is a power which is given 
to the chartered banks of Canada under the Bank Act, is it not? j 

Mr. Towers: Yes. 4 

Mr. McGerr: Am I correct in stating that our Bank Act provides in the 
first instance that each bank may issue its own bank note currency up to the 
value of its paid up capital? 

Mr. Towers: Yes, that was the law. 

Mr. McGerr: That was the law originally. 

Mr. Vien: It is now 80 per cent. 

(Mr. Graham Ford Towers.] 
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Mr. Towers: Eighty per cent. 

Mr. McGerr: What were the limitations other than the paid up capital, 

o you recall? | 

_ Mr. Towers: That the notes should be the first charge on the assets of the 
articular bank; that five per cent should be maintained with the Minister of 

Finance in the circulation redemption fund; that notes are not legal tender and 
ust be taken in by the bank in exchange— 

a Mr. McGerr: Must be accepted as legal tender by the bank itself? 

| Mr. Townrs: The bank must give legal tender in exchange for them at 
appropriate points. I do not recall any other provision at the moment. 

~ Mr. McGrer: The bank must accept them in payment for their own debts? 

Mr. Towers: And the double lability on the shares. 

i Mr. McGerr: The cost to the bank for the issue of that type of money up 

‘to the value of its paid up capital was a five per cent reserve of cash? 

Mr. Towers: A 5 per cent reserve in the circulation redemption fund. They 

‘would also have to maintain a certain reserve of legal tender in their tills in 

connection with outstanding circulation. 

Mr. McGerr: Ten per cent? 

| Mr. Towers: Ten per cent. 

Mr. McGerr: As a matter of fact under our present act it is 5 per cent? 

Mr. Towers: That is the legal minimum, but, of course, 10 per cent is 

maintained. 

: Mr. McGerr: Our parliament has enacted that they can issue on a 5 per 

cent reserve. 

: Mr. Towrrs: I should imagine that the banks would never go to that level, 

of course. 

Mr. McGeer: But quite apart from what was in the mind of parliament, 
what they said in the act was that they could do it up to 5 per cent reserve? 

Mr. Towers: They said they would not be fined unless it got to a 5 per 
eent reserve. I do not think the minimum reserve properly should be taken as 
encouraging people to go to the minimum. 
| Mr. McGerer: Parliament said you could issue that money on a 5 per cent 
reserve of cash. 

Mr. Towers: Yes. 

Mr. McGeer: Is it not inclusive of the other reserve that you spoke of a 

‘minute ago; that is the reserve of cash now, 1s it not? 

Mr. Towers: I do not quite understand that. 

Mr. McGrer: What you said was that they had a 5 per cent circulation 

fund and 10 per cent reserve of cash under the old system? 

Mr. Towers: The law, in referring to cash reserves only refers to cash 
reserves against Canadian deposits; but in fact a bank would also consider its 
notes as being liabilities, naturally, so it would, although not bound to do so by 
law, accept— 

Mr. McGerrr: Perhaps I can shorten the question. Am I right in saying 
they would only need one reserve now, and do not need the circulation fund as 
well? 

; Mr. Towers: By law they have only a circulation fund now. 

: Mr. McGerr: Five per cent? 

| Mr. Towrrs: Yes. 

q Mr. McGerer: So that by law the cost of issuing that money to the banks 

4 now 5 per cent in the form of cash reserve and the cost of printing the paper? 
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Mr. Towers: And the 1 per cent tax which they pay to the government, 
yes. 

Mr. McGerr: So that with five dollars of cash a Canadian bank can issue 
a form of money that does function as money in the dominion of Canada; is 
that correct? 

Mr. Towers: Yes, and 

Mr. McGzer: To the value of $100? 

Mr. Towers: Incidentally, at the same time, having that currency out- 
standing costs them more than if they had it in the form of deposits. It costs 
them about one and three-quarters per cent per annum. ; 

Mr. McGrer: Mr. Mariner Eccles, chairman of the Federal Reserve 
Board of the United States, made a study of the cost of servicing book-keeping 
entry money, and the paper systems; he found that the book-keeping entry sys- 
tem was cheaper than the other system. 

ete Tucker: Mr. Towers, does the figure you gave a moment ago include 
tax! 

Mr. Towers: Including tax. 3 

Mr. McGrrr: What I want to get at is this. We are dealing with bank 
money which we have in circulation to-day. I think there is $90,000, 000 of it. 

Mr. Towers: Approximately. 

Mr. McGzer: In circulation? 

Mr. Towsrs: $90,000,000. 

Mr. McGrrr: Now, am I right in saying this, the chartered banks of 
Canada can with that form of money purchase securities? 

Mr. Towers: They can, in the first instance, of course, bit unless Phere 
is a demand for their circulation which results in a certain amount of circula- 
tion being outstanding—the notes will come right back to them, and have to be 
paid in some other form. 

Mr. McGrrer: As a matter of fact, take the municipality doing business 
with one of our chartered banks. Can a chartered bank take that sort of money 
and purchase municipal bonds. 

Mr. Towers: So long as people are satisfied that the money is good, and 
they will only be satisfied so long as the bank is solvent. 

Mr. McGerr: But they are solvent. We are satisfied with the Bank of 
Montreal. 

Mr. Towrrs: Yes. ; 

Mr. McGerer: And the Bank of Montreal with that kind of money can 
purchase municipal bonds? 

Mr. Towers: Yes. 

Mr. McGeer: And provincial and dominion bonds, no question about that? 

Mr. Towers: Within certain limitations in regard to quantity, yes. They 
can purchase as much as their reserves will permit. 

Mr. McGrrr: What I want to point out to you is this: the only reason 
why the banks can use that kind of money is that parliament has given them 
that power. 

_ Mr. Towers: Parliament has given them the power; the people have given 
them the confidence. 

Mr. McGerr: But without the power from parliament they could not get 
started at it. 

Mr. Towers: They need both these things. 

: Sa McGrer: Nobody without power from parliament can do it, can 
hey? 
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Mr. Towers: No. 
Mr. McGzrr: Then, what we have done in parliament is to give to a bank 
_ the power to print money. | 
: Mr. Towers: Within certain limitations. 
Mr. McGzer: At a cost of 5 per cent plus a 1 per cent tax, plus the cost 
_ of printing, we have given them that power, have we not? 
; Mr. Towers: Within certain limitations, yes. | 
“a Mr. Tucker: It does not cost them 5 per cent; they have to maintain 
that, It is not a cost. 
Mr. McGerr: And they have in circulation and have used that kind of 
money up to $90,000,000? 
Mr. Towers: Yes. 
_ Mr. McGuzrr: Now, the government prints bonds, does it not? 
Mr. Towers: Yes. 
. Mr. McGerr: And issues them on an interest bearing basis and exchanges 
them for that kind of money, does it not? 
_ Mr. Towers: Only to a certain extent. The bulk of the bonds are held 
by the people, not by the banks. 
Mr. Tucker: What is the proportion? 
-” Mr. McGerer: We will come to that later. What I want to get is this: 
- that kind of money is being used continuously in the building of roads and in 
exchange for goods and services in Canada, is it not? 
Mr. Towers: You mean new money arising from the sale of government 
bonds to banks? . | | 
_.. Mr. McGeer: Yes, I mean banknote currency. 

Mr. Towers: Banknote currency is revolving, but not going up all the 
time. 

Mr. MoGerr: No, as a matter of fact it is going down; but what I am 
pointing out is, to the extent of $90,000,000 we have bank money that is 
issued at a cost to the banks of a nominal sum. 

Mr. Towers: I think it is more than nominal; it is about 1} per cent 
per annum. : 

Mr. McGerrr: That money in the light of the practice of Canada is full 
purchasing power for the banks? 

Mr. Towers: Yes. | 

Mr. McGurer: Well, do you suggest for one minute that the privilege— 

- Mr. Vien: It might be interesting to hear the rest of Mr. Towers’ answer. 

Mr. Towers: It is full purchasing power for the bank, at the cost of the 
bank assuming the liability. I have always felt there was an absolutely fatal 
misunderstanding in regard to the banking system as a whole, and that fatal 
misunderstanding arises from the thought that deposits are assets, and that notes 
are assets. Now, so long as that thought is even in the background of people’s 
minds, any discussion of banking gets on a topsy-turvy basis, because they are 
liabilities. Any member of this committee can use a piece of paper and put his 
name on it, and if he is regarded as solvent and has credit, he can use it for the 
purpose that you mention. 

Mr. McGeer: What I want to get at is this: let me give you a concrete 
example and see if you will agree with me. I go into the bank with a $100 
dominion government bond and I sell it to the Bank of Montreal, we will say, 
and the Bank of Montreal gives me $100 in their money. That is a transaction. 

_ That may be completed— 
Mr. Towers: That is their liability to you. 
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Mr. McGerr: Then I put that $100 back into the Bank of Montreal on 
deposit. with them. | 

Mr. Towers: Yes. | oy 

Mr. McGrrer: And it becomes the bank’s money, does it not? 

Mr. Towers: Well, that is the pommt I am making. I am very glad you 
brought it up, because there is the whole fundamental trouble. You are 
referring to a deposit as an asset, and therefore from then on everything is 
topsy-turvy, because in fact the deposit is a liability. 

Mr. McGerr: But, as a matter of fact, the bank takes charge of that 
money that I deposit and can and does use it as its own money. 

Mr. Towers: No, it does not; it has bought a bond from you and given 
you its note. That note is its liability. You deposit the note and it is set up 
as an account in the books in your favour, a new account for $100. It is not 
then an asset; it is the bank’s liability and against that liability it holds for 
your account a dominion government bond that you sold to it, and that is 
the first. and that is the last. There is no further move on the part of the 
bank. You intimate that every deposit with a bank is an asset from the 
banking point of view. People have been assuming that when a bank creates 
a deposit that it is an asset of the bank. On the contrary the bank goes 
through the painful process of creating a liability, which any of us can do 
within our power; and it has to administer the assets against those created 
abilities in a form which will maintain the confidence of the people and its 
own solvency. , 

Mr. McGrrr: I quite agree with you and I have no fault to find with 
it; but what I am pointing out is the process of dealing with this $100 bond, 
and what I say to you is, when I hand it to the bank the bank gives me in 
exchange for an interest bearing piece of paper a non-interest bearing piece 
of paper. 

Mr. Towers: Voluntarily. 

Mr. McGerr: But we do it. Now, I put that money back on deposit in 
the bank, and another man comes along with a $100 bond, and it is withm 
the power of the bank to use that same $100 that I have deposited to buy 
another bond. 

Mr. Towers: No, unfortunately you cannot use your liability to buy any- 
thing. The deposit you have with the bank is its liability. It cannot use its 
liabilities to buy something. 

Mr. McGrer: The liability is being transferred from that money 
altogether. The lability has been transferred from that money into an entry 
in the books of the bank which makes me a depositor and that money becomes 
free to use again. 

Mr. Towers: I am sorry, Mr. McGeer, that money is the bank’s own 
note which is the bank’s liability. When you put. that back in the bank it does 
not become an asset of the bank. 2 ' 

Mr. McGerrr: Is not this a fact: out of a comparatively small amount of 
money in bank deposits, all told less than three and a half billions, we do busi- 
ness in Canada up to the value of thirty-five thousand million dollars a year? 

Mr. Towrrs: , That is through the people using their deposits in the banks. 

Mr. McGerrr: And through the circulation of this money over and over 
again. 

Mr. Towers: Amongst these people, yes. 

Mr. McGeerr: But in any event, it is on that process that the banks build 
their deposits. 

Mr. Towers: No. 

{Mr. Graham Ford Towers.] 
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Mr. McGzer: In part? | 
Mr. Towers: No, not by that process, on the turnover of deposits amongst 
the people. When a bank acquires an asset im the form of a loan or a govern- 
‘ment bond, other things being equal, its deposits will increase by the same 
‘amount, hence that word which most bankers detest, the “creation” of deposits; 
‘but as I pointed out, when they create these deposits, they are not creating 
‘assets, they are creating liabilities, and their habilities cannot exceed their 
‘assets. They buy government bonds or make loans to the tune of $10,000,000 
if their cash reserves permit—if their cash ratio permits, I should say—and 
they have then on the asset side $10,000,000, but they have on the lability 
‘side $10,000,000 in deposits. These deposits, of course, move very rapidly out 
‘of the hands of people to whom they first came. They are paid out in various 
‘forms; they circulate; that is the start and the finish of the $10,000,000; on 
one side $10,000,000 and on the other side $10,000,000. The bank does not just 
‘go and use $10,000,000 of deposits to buy $10,000,000 of fresh assets, because 
you cannot buy something with one of your own liabilities. 

Mr. McGesr: I think we will probably come to that when I deal with 

some of the annual statements of the banks. 

| Mr. Towers: Yes, that is the best way of doing it. 

4 Mr. McGerr: We will deal with that, because I think you will find that 

this process pyramiding deposits obtains because the money comes back a 

“number of times, and the bank can use the same money in purchasing assets. 

I quite appreciate there are other ways of building up the process. | 

Mr. Towers: That, of course, is the fundamental misconception. Ii we 

-eould correct that it would be very helpful. 

Mr. McGerrr: I want to say this to you: that process of issuing money 
which is the bank’s buying power is much cheaper than the process of issuing 
national currency that I suggested, with a silver reserve, is it not? 

Mr. Towers: No, it 1s more expensive. 

Mr. McGerer: How do you make that out? 

Mr. Towers: It costs the banks—no figures along these lines have ever 
_ been published, so what I am saying is guess work, but it is a guess which comes 
within a fraction of being correct, I am sure—about 3 per cent per annum, or 
perhaps a shade more, to operate, of which about 2 per cent represents their 
expenses and about 1 per cent represents the interest that they pay on deposits 
on the average. Some years ago the cost was a good deal higher, but because 
of the things that have happened in the last few years, and particularly the easy 
money policy of this country, the banks have been forced to reduce the rate of 
interest and economize in other ways. As it is, however, it costs them about 
3 per cent per annum—on their total assets, I should say; so that a bank with 
a hundred millions assets will find it costs it about $3,000,000 before dividends, or 
. depreciation. 
Mr. McGrrer: What I was dealing with, Mr. Towers, was not the cost 
- to the banks doing business, but their banknote currency and their bank deposits, 
because the bulk of the business of the banks is done with a portion of its 
current deposits, is it not? 
Mr. Towrrs: I find it very difficult to answer that question, because I 
 eannot get it related to the facts. I am sorry, I may be stupid. 
Mr. Tucker: Does the 3 per cent include losses and bad debts? 
Mr. Towers: No, no losses, no taxes and no dividends, and I think I am 
fairly close to being right in the cost I give. 
z Mr. Vien: It would be purely operating expenses? 
Mr. Towers: Yes. 
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Mr. McGrrr: What I was dealing with was the cost of the issue of this 
money to the banks; that is, the $90,000,000 worth of paper currency, and the 
question I put to you was, the issue of the currency would be cheaper to the 
banks than the cost of issuing a silver currency on a 27-cent dollar would be 
to the government? | 

Mr. Towers: Is the cost to the banks less in issuing their currency than a 
silver dollar would be to the government? That is a very difficult question to 
answer because I do not see its application. 

Mr. McGerr: I am perfectly willing that you should leave it there, because 
to me I think that the question is obvious. Where it cost the government 27 
cents to create a dollar, and the banks get the privilege of creating it at the 
cost of 5 cents, it seems to me to be elementary that the cost to the bank is much 
cheaper than the cost to the government would be. I do not know whether you 
will agree with that. : wares; 

Mr. Towrrs: The question of taxation on the banks enters into it as well, 
of course. i 

Mr. McGesr: That is only 1 per cent. In any event, that is not important. 
There are two forms of currency that we have. Now I come to bank deposit 


on by cheques? 

_Mr. Towers: I dare say that is the figure. 
} Mr. McGerr: So that the cheque transferring bank deposits has. become 
our pre-eminent medium of exchange? | 

Mr. Towers: The bank deposits themselves are. The cheque is the 
implement for the transfer, of course. | 

Mr. McGrrr: I mean to say it is the cheque that makes the transfer 
possible? ey 

Mr. Towers: Or any other form of order which transfers, yes. | 

Mr. McGesr: I am talking about what we generally use in the going con- 
cern activities of the people and the nation. seni 

Mr. Towers: Yes. I would object to the use of “cheque money,” for that 
implies that the cheques remain outstanding. The deposits are the money and 
they turn over. | 
Mr. McGeer: I mean to say the deposit in the banker’s book is the actual 
money. 

Mr. Towers: Yes. 

Mr. McGerr: That is, it is not money; but it js the effective substitute 
for money which modern practice in banking and commerce has developed? 

Mr. Towers: Exactly. 7 

Mr. McGerr: So that 95 per cent of our monetary transactions are now 
carried on by using a medium which is an efficient and effective substitute for 
money? 
Mr. Towers: Which, in fact, is money for the purpose of our discussion. 

Mr. McGerr: Therefore, those who are empowered to issue bank deposits 
as a substitute for money are the ones who control the volume of the medium 
of exchange in circulation? 7 

Mr. Towers: No, they do not; because their powers to do it are limited 
by legislation. 

Mr. McGerer: Within these powers of their legislation. 

[Mr. Graham Ford Towers. | 
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Be “Mr. Towers: And the amount of the cash reserve, which is determined 
Y by the Bank of Canada, determines the extent to which the chartered banks 
can go in the way that you mentioned. 


Mr. McGerr: As a matter of fact, the fact is that 95 per cent of our 
- monetary transactions are now maintained by the use of bank deposits. That is 
the fact. So that under the powers enjoyed by the banks under our laws, they do 
issue 95 per cent of the medium of exchange, or they issue the medium of 
exchange which transacts 95 per cent of the business of the people and the state. 


Mr. Towers: There is a point I should like to make there. The two and 
a half billion dollars of Canadian deposits do not belong to the banks. They 
belong to the people who use them and transfer them as they wish. As a 

matter of fact, the speed with which they transfer them is also very important, 
in a monetary sense—the velocity of circulation. Over that the banks have no 
control. In regard to the total quantity of deposits, that depends on banking 
action, which in turn depends on our action, which in turn depends on the 
parliament of Canada. Once the deposit is in the hands of the individual, it 
is his property. He deals with it as he wishes to do. 

Mr. McGenr: Here is what I am getting at. I am dealing with the ques- 
tion of the issue of money. Our subsidiary coin is issued by the state. There 
is no question about that, is there? 

Mr. Towers: That is right. 


Mr. McGuer: Our bank note currency is issued by the banks under the 
powers which the bank laws give them? 


Mr. ToweErs: And by the Bank of Canada, yes. 
Mr. McGerer: We are dealing with the chartered banks now. 
Mr. Towers: Yes. 


Mr. McGxer: The Bank of Canada has not anything to do with the issue 
of the chartered banks’ notes. 


Mr. Towers: No. Although, of course, our own circulation is larger than 
that of the banks. | 


op Mie. McCrrr: I am coming to that later on, because I think that is most 
important. But the other form of money—that is, the bank deposit money— 
is issued by the banks. | 


Mr. Towers: Is placed in the hands of the people as a result of bank 
activities, yes; and so long as the people have confidence in the banks— 


Mr. McGexsr: I am not talking about the use of money. 

The CHarrMAN: Order. Will you allow Mr. Towers to finish? 

Mr. McGeer: Yes. 

Mr. Towers: Once it is there, it is the property of the depositors. I do 
fear that somewhere in the discussion we are coming back to the thought that 
those deposits are the property of the banks. 


Mr. McGesr: No. I have not that idea at all, and I am not dealing with 
that phase of it. That is a phase which we will deal with later on, I hope. But 
I am dealing with the power to issue that form of money.. That is a privilege of 
the chartered banks. 


Mr. Towers: That has been banking for centuries, yes. 
Mr. McGerer: Well, that is a privilege of the chartered banks. 
Mr. Towers: Yes, exactly. 


Mr. McGexrr: It is a right which they have, subject to all the restrictions 
and limitations of the law. 


Mr. Towers: Yes. 
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Mr. McGerrr: Am I right in saying that a bank deposit can be created in — 
this way? A banker can purchase a dominion government bond by accepting — 
from the government, we will say, a bond for $1,000 and giving to the govern- _ 
ment a deposit in the bank of $1,000? Sy 
Mr. Towers: Yes. 7 

Mr. McGrer: When a bank takes a bond from the government, what the 
government receives is a credit entry in the banker’s book showing the banker 
as a debtor to the government to the value of $1,000? | 

Mr. Towers: Yes. 

Mr. McGeer: And in law all that the bank has to hold in the way of cash 
to issue that deposit liability is 5 per cent? 

Mr, Towers: Yes. 

Mr. McGeer: You are aware that our banks now hold one billion four 
hundred odd million dollars of municipal, provincial and dominion securities? | 

Mr. Towers: Yes. 

Mr. McGeer: That form of money costs less to issué than chartered bank 
notes or subsidiary coin? 

Mr. Towers: I am sorry. It costs more; 3 per cent. 

Mr. McGrrr: What is that? 

Mr. Towers: Approximately 3 per cent. 

Mr. McGrer: How do you make up that 3 per cent? 

Mr. Towers: Because 3 per cent is the cost of operation of the banks. J F 
you are in the business, your costs of operation are there. | 

Mr. McGerer: I know; but the cost of operation includes a great many other 
things besides the issue of money. | 

Mr. Towers: And many other things have to be done in conjunction with 
the issue of money, to remain in the banking business. 

Mr. McGeer: Yes. But that 3 per cent is paid for by the people who borrow 
money from the banks at 6 per cent and 7 per cent, is it not? | 

Mr. Towers: On the costs side, the banks have to meet their general cost 
of operation, wages and so forth, and the cost of interest to their depositors. I 
am neglecting for the moment, depreciation, taxes, dividends, and so forth. Their 
costs, therefore, shall we say, are three millions for each one hundred of millions 
of assets. Naturally they have revenues on the other side, some of which come 
from interest from borrowers, some of which come from government securities 
and some of which come from the other minor services that they render. They 
have to hope that on the revenue side this will bring them in a little more than 
an average of 3 per cent on their total assets. It does bring them in a fraction 
more than that, yes. 

Mr. McGerr: What I am dealing with is the cost of issuing that form of. 
money. That may be one item of cost in the bank’s operations, but included 
in that 3 per cent cost. there are a great many other operations, are there not? 

Mr. Towers: Not that I know of. 

Mr. McGeerr: For instance, there are all the costs of servicing the depositors. 

Mr. Towers: Yes. But as you say, they have the privilege of creating 
deposits. That privilege naturally carries the privilege of servicing the deposi- 
tors, and that carries its costs. | 

Mr. McGerr: Yes; but in the cost of 3 per cent is included all other things 
besides the cost’ of issuing the deposits? | 

Mr. Towers: No. I would say that they are part of the cost of being in 
the banking business. If you were not in the business, you could not issue the 
deposits. 

[Mr. Graham Ford Towers.] 
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* Mr. McGzsr: The question I put to you is this. The cost of issuing bank 
deposit money—and I am dealing with the cost of issuing that money, not of 
servicing it and all the rest of it—is less than the cost of issuing paper money? 
a Mr. Towers: I cannot agree with that, Mr. McGeer, because I cannot 
_ picture a situation where a bank issues a deposit and then suddenly disappears 
into thin air into another country and says, ““We will not service it.” 

z Mr. McGerr: Did you not tell me a few minutes ago that the cost of bank 
_ deposit money was proven, but the investigation of the Federal Reserve system, 
7 to be less than the cost of issuing paper money? We had that on record a 
: minute ago. 

4 Mr. Townrs: You said that Mr. Eccles told you that. Perhaps I accepted 
- that without sufficient scrutiny. You said that was the result of an investi- 
gation he had made, and he had told you. 


Mr. McGrer: He did not tell me that. It was told to the American 


_ Congress. 
; Mr. Towers: I thought he told you. 
i Mr. McGerr: No. It was told to the American Congress which was making 


the enquiry. 


Mr. Tower: My proper answer would have been, “I am unaware of what 
he said”. 


Mr. McGrer: Where do you get your information? 
Mr. Towers: My information of Canada? 


Mr. McGerr: On the difference in the costs of issuing paper money and . 
bank deposit money. | 


Mr. Towrrs: My information in respect to the general operation of the 
banks in Canada, as I say, comes from no published statistics. It is a guess, 
but I believe it is very close to being correct. 


Mr. McGeerr: The cost of issuing that money, you say, is 3 per cent? 

Mr. Towers: Approximately, I guess. , 

Mr. McGrer: What are the banks purchasing short term government 
securities at to-day? 

Mr. Towers: Oh, it would range from 1, 14 to 2 per cent. 


Mr. McGrer: Do you mean to suggest that our banks are purchasing those 
government securities at a loss of anywhere from 1 to 24 per cent, because they 
are down as low as 4 of 1 per cent, are they not? 


Mr. Towers: If on particular transactions they apply the test of 3 per cent, 
yes, they are purchasing them at a loss. Of course, they have to regard their 
whole asset picture and look at the average of their earnings on all things. They 
have a certain amount of their assets in cash—a total loss, no earnings. They 
have some in short term government securities, those do not average an amount 
equal to their general expenses. Then they have some slightly longer term 
government securities, and they have loans, in the hope that on the average 
of all those assets they will earn a little more that their costs. 


Mr. McGxrer: You told us in your statement or in your evidence the other 
day that there were three ways by which moneys could be put into circulation— 
by taxation, by borrowing or by discounting to increase deposits. Is that right? 

Mr. Towers: No. I said there were three ways by which a government 
which wanted to spend money could obtain it. One was by taxation. The other 
was by borrowing the savings of the people. The third was by some form of 
inflation activity, either by borrowing through the operation of an easy money 
policy or by the actual issue of currency; the third form was, in effect, a 
currency creation form as distinct from form number two, which is borrowing 
the savings of the people. | 
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Mr. McGrer: What I am putting to you is this. I think it is important 
that we should have some knowledge of the financial strength of this nation 
in this particular period. Is it not possible for the government to place to 
the credit of our banks their securities, and to have those securities converted 
into bank deposits which permit the government to expand its program of 
public expenditure? 

Mr. Towers: That is a question of monetary policy; and, of course, that 
is what has been done to quite an extent during the last four years. 

Mr. McGeer: I take it if war should come there would be a great reserve 
of Canadian monetary power available for the defence of this nation by the 
adoption of that process? 

Mr. Towrrs: What are available for the defence of this nation are Cana- 
dian men and Canadian materials. The method by which those are put to use 
by the government—the method of financing—as I stated earlier, is a question 
of fiscal policy. But that men and materials can be created from money, no. 


Mr. McGesr: But within the limits of the men and materials that are 
available, their use for the defence of the nation can be financed by placing 
at the disposal of our banks government securities, and taking in exchange 
for them bank deposits? 

Mr. Towers: No, not beyond what you might call any reasonable limits 
of monetary policy. Tt has happened in other wars, yes, with the net result 
that at the close of the war we emerged with a considerably higher price level, 
which is perhaps inevitable; and also through undue borrowing as compared 
with resorting to taxation, we emerged with a certain percentage of the people 
having a mortgage on the rest. The war itself was paid for in men and 
materials each day that the war lasted. 

Mr. McGrrr: Mr. Towers, you no doubt are conversant with the financial 
resources of Canada at the commencement of the last war in 1914. You will 
remember, I suppose, that we had on deposit, in time and savings accounts, 
$1,144, 000, 000 and we increased those bank deposits by 1921 to $2,264, 000 000? 

Mr. Towrrs: Exactly. 

Mr. McGzgr: So that a considerable portion of the war financing came 
through the increase of Canadian bank deposits? 

Mr. Towers: Yes. 


Mr. McGeer: As a matter of fact, we financed our war costs pretty 
much’ by—— 


Mr. Lanpreryou: Fountain pen money. 

Mr. McGrsr: —by internal financing in Canada. 

Mr. Towers: Yes. 

Mr. McGezer: As a matter of fact, our financing both in England and in 
the United States, I think, practically kept on a level; one went down and the 
other went up a little. There was no substantial change in our international 
debt position, adversely, as a result of our war expenditures of 1914. 

Mr. Towers: Not that I recall. 

Mr. McGerrr: What is that? 

Mr. Towers: I think that is right. 

Mr. McGerrr: So that we have in that experience proved that we can 
increase the volume of our bank deposits to meet our national liabilities. 

Mr. Towrrs: Provided the people pay for it, yes. 

Mr. Tucker: What do you mean—in goods and services? Is that what 


you mean? 
[Mr. Graham Ford Towers.] 
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Mr. Towers: Yes. When it is financed in that form. Really the govern- 
ment is not getting anything out of thin air. It is a transfer between the 
various sections of the population, so that at the close of the war you would 
have certain sections of the population owing the remainder of the population. 
Mr. McGerr: Was it not a fact that in the majority of the financing of 
the war the bonds issued by the dominion government carried an interest rate 
averaging about 5 per cent? 

Mr. Towers: I cannot contradict. I do not know. I dare say it is not far 


Mr. McGusr: Some of the bonds were issued at as high as 54 per cent? 

: Mr. Towers: Yes. 

; Mr. McGzer: And some of those 54 per cent bonds were made tax free; 

is that right? 

| Mr. Townrs: Yes. 

| Mr. McGerr: And as a result of financing the war by depositing govern- 
ment interest-bearing bonds, the cost in interest on the moneys used to finance 

‘the war now totals more than the total volume of money actually used to pay 

the war cost. . 

i Mr. Towers: Yes, paid to our own people. The alternative would have 

_been to have got more from them at that time in the form of taxation. 

Mr. McGrrr: Let me suggest to you that if that money had been raised 

at 3 of 1 per cent, the cost to the taxpayers at large would have been just the 

difference that rate of interest and the rate that was paid. 

| Mr. Towrrs: ‘The taxpayer, of course, is the whole country; and the 
money that the government pays out in interest goes to the whole country. 
There are factors of distribution there. There is the question of a system of 
taxation, a system of financing expenditures which does not cause too much 
wealth to gravitate in certain directions. There is the burden which may be 
caused through unequal distribution throughout the economy. But thinking of 
the economy as a whole, interest goes out to the people. The people pay the 
taxes. 

Mr. McGzer: But if the interest goes out to only a portion of the people— 

Mr. Lanperyou: To the banks. | | 

Mr. McGernr: Not necessarily the banks. 

Mr. Towrrs: No; because the banks in turn distribute that to their 
depositors and staff. 

Mr. ‘Tucker: There was not much interest paid to the people who fought 
in the war, the soldiers. I happen to know, because I was one. 3 

Mr. McGerr: What I want to get at is this. People with money usually 
buy bonds? : 
) Mr. Townrs: Stocks, bonds, preferred shares. 

Mr. McGerer: I mean to say that bonds are not distributed equally 
throughout the nation. The people of wealth are the people who own the bulk 
of the bonds of the nation. 

Mr. Towrrs: No, I should not like to go so far as to say that. A sub- 

- stantial amount of bonds is held by banks on behalf of their depositors. One 
would have to examine the classification of deposits to gain some idea in regard 
to the size there. The insurance companies hold a number of bonds for their 
policy-holders. The balance of the bonds—roughly speaking, the great balance 
—is held by the public. The size of the individual holdings 1 do not know. 

Mr. Vien: In other words, it means that the Canadian investor invested 
in those bonds to the extent of his ability to do so. 

Mr. Towrrs: Yes. 
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Mr. McGrrr: I take.it from that that it really does not make much 
difference what rate of interest we pay, because the people get the benefit of it 
anyway. We may as well made it 10 per cent. | 

Mr. Towers: It can make a material difference to the extent that there 
is uneven distribution. It does not make any difference to the country as a 
whole. But it makes a difference to the individual sections of it—that is, 
sections of the people. 

Mr. McGrrr: If these debts are all paid off, the burden of taxation would 
be very much less, would it not? 

Mr. Towers: Yes, in the imaginary situation that you mention. 

Mr. McGeerr: Of course, it is impossible for you to conceive of the end of 
this debt-claim system which we operate under? We 

Mr. Towers: Oh, “never” is a long time. I should not like to express an 
opinion there. : 

Mr. McGuer: Is it possible for you to imagine any way by which we are 
ever going to pay the debt we have got? | 

Mr. Towers: As the debts of the government are an asset of the Canadian 
people, I do not see much point in the thing; except that, to the extent that the 
government thinks that the distribution of those assets of the Canadian people— 
which are its debt—is unsatisfactory, it may take steps to remedy that distribu- 
tion in any way that lies within the legislative power; in fact, in any way, I 
suppose—by income tax or succession duties or any other action it cares to take. 

Mr. CoLDWELL: Or by capital levy. | | 

Mr. Towers: Or by capital levy, if it so wants to. 

Mr. McGerr: But those things are not coming very rapidly, because we 
are increasing our debts, are we not? 

Mr. Towers: Well, perhaps if they were coming, we ought not to be 
increasing them. That would be unfair, would it not? 

Mr. McGererr: But we are increasing them? 

Mr. Towers: Yes, we are. 

Mr. McGerr: We are increasing our debts annually? 

Mr. Towers: Yes. 

Mr. McGerr: Provincially, municipally and federally. 

Mr. Towrrs: Municipal on balance are going down, I am glad to say. 
Provincially and federally what you say is exactly right. 

Mr. McGerr: But they are going down municipally by deferred mainten- 
ance, which is really not liquidating your debts? 

Mr. Towers: Perhaps there are some cities which are doing much better 
than that. | 

Mr. McGerer: I want to ask you as governor of the Bank of Canada, from 
your knowledge and experience of war financing during the 1914 to 1918 war, 
what you thing would be the cost of securing money for defensive purposes 
under the control which the Bank of Canada now exercises? 

Mr. Towers: I have no idea. 

Mr. McGrrr: Can you not make an estimate? 

Mr. Towers: I cannot, because I do not know the situation. 

Mr. McGeerr: Do you think it will be necessary for us to issue 54 per cent 
tax free bonds again? 

Mr. Towrrs: I should hope not. 

Mr. McGersr: You know that we will not, do you not? 

Mr. Towers: I think that would be a fair assumption, yes. 

[Mr. Graham Ford Towers.] 
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Mr. McGrer: Yes. I think the people of this country are intelligent 
~ enough now— 

4 Mr. Lanperyou: Hear, hear. 

{ Mr. McGrrr: —to deal with that situation. 

ig Mr. Towers: I would agree with that. 

Mr. Lanperyou: Hear, hear. 7 

Mr. McGrer: And you will agree that the lower is the cost of the money 
that the nation gets to finance defence, the cheaper it is going to be for the 
taxpayer in the long run? 

Mr. Towers: Yes; and the larger proportion it gets in taxation, the better 
it will be for the country in the long run. That gets away from paying any 
interest on borrowing. 

Mr. McGeer: Mr. Chairman, I have a new feature that I should like to 
start with, and I have a statement that I should like to present to the committee. 
It is a comparison of the financial position in Canada in 1914, 1921, 1929 and 
1938. It shows the national debt, gross funded and net; it shows the national 

income, the national wealth, trade, production (net value), mineral production, 
bank deposits, governmental revenue and governmental expenditures. I should 
like to have Mr. Towers have that. 

The Cuairman: Is it the pleasure of the committee to place that statement 
on the record? 

Mr. Vien: I would so move. 

Mr. DeacHMAN: Would it not. be better if that statement came from the 
Bureau of Statistics? 

Mr. McGerr: I got it from there. 

Mr. DeacuMaNn: I should like to have it certified. 

Mr. McGerer: I can get that. 

The Cuarrman: Is it the pleasure of the committee that Mr. Towers’ state- 
ment shall be placed on the record? : 

Mr. Vien: Which statement? | 

Mr. Towers: In reply to the questions which were asked at the last meet- 
ing. There was a statement asked for then. That is what I have here. 

The CHamRMAN: It is your pleasure that it should be put in the record? 

Mr. Vien: Yes. Would it cover the question of paying government exnen- 
diture by issuing more currency? Does it cover that? 

Mr. Towers: It certainly is in that direction. Whether that should be 
elaborated on or not, I should like to decide after looking it over. 

Mr. Vien: I understood Mr. Towers to tell us this morning that he 
would like to prepare a further statement? 

Mr. Towers: Yes. 

Mr. Vien: In respect to that? 

Mr. Towers: Yes. 

Mr. Vien: I would move, Mr. Chairman, that the statement of Mr. Towers 
be put on our record. 

The CuatrMan: What is your pleasure with regard to Mr. Vien’s motion? 

Mr. Cotpwetu: Mr. McGeer said he wanted to start another line of 
questioning. It is one mintue to one o’clock. 

Mr. Vien: Not to-day. 

The Cuarrman: No, not to-day. What is your pleasure in regard to 
Mr. Vien’s motion? 

Mr. Huu: Certainly. 
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Mr. Vien: The motion is that Mr. Towers’ statement appear on our record. 
- Mr. Tucker: I want to ask if Mr. Towers dealt with the question that 
I directed to him at the very end of the meeting last day? 

Mr. Towers: Yes. That is in this statement. 

Mr. Tucker: There is another thing I should like to ask. I understand 
that you put out a statistical summary every year, do you? 

Mr. Towers: Yes. 

Mr. Tucxesr: I should like to bring to the attention of this committee 
the situation that a statistical summary is put out of the basis on which the 
governor of the bank and his advisers act in regard to advising as to methods 
of financing. If this banking and commerce committee is going to be intelli- 
gently advised of the basis for his action or advice from time to time, it seems 
to me that we should have the same statistical summary provided for the 
members of the banking and commerce committee, at least, if not for all the 
members of parliament. I have felt for some time that if we are going to 
function efficiently as a banking and commerce committee, we should have that 
statistical summary. I bring that to the attention of the banking and commerce 
committee as a suggestion. I should like to have it, and I think it would be 
of value to every member of the banking and commerce committee, at least. 

Mr. Towers: Most certainly, if that is desired. 

Mr. Tucker: I would move that it be supplied, if possible, since the 
beginning of the year, to every member of the committee. 

Mr. Towers: I will see that it is put in the boxes almost immediately. 

The CuarrMaANn: Shall we adjourn at the call of the chair? 


The committee adjourned at 1 p.m. to meet again at the call of the chair. 


2 BANKING AND COMMERCE 83 


APPENDIX ‘“A”’ 
STATEMENTS SUBMITTED BY MR. TOWERS 


(a) Monetary Poticy anp THE Prick LEVEL 


f 

i At the last meeting—on March 24th—I was requested by several members 
f of the Committee to prepare a statement on the inter-relations of monetary 
_ policy and the Canadian price level. The statement on this subject which I 
f propose to make this morning will in part touch on matters with which I 
dealt during last week’s meeting, and while I have not changed the tenor of 
my remarks on that occasion, I believe that they may be presented in some- 
- what clearer relation to the subject as a whole. 


Part | — Tue Price STRUCTURE 


Before discussing the inter-relations of monetary action and the price 
- Jevel, I would like first to speak briefly on the nature of the price structure 
itself, because in my opinion it is essential to a clear understanding of this 
subject that the fundamental inter-dependence of the price structure be kept 
constantly in mind. | 
The fact that prices are higher or lower than at some previous date is 
only significant of a change in economic position to the extent that it represents 
a change in balance within the price structure. Rapid changes in prices usually 
do represent a change in balance since costs are slower to adjust. Price move- 
ments over long periods, however, are usually accompanied by cost adjustments 
through renewals of fixed contracts and changes in productive efficiency. The 
conclusion follows that sharp changes’ in prices are bad by nature because they 
are disruptive, but that price movements over a period of years tend to be 
associated with broad adjustments throughout other phases of the economy, 
which may considerably lessen their net effect. It is essential when considering 
the effect of price changes over a considerable length of time to look beyond 
the mere fact of a change in price and ascertain the impact of the change on 
the net income of the individual, corporation, community or the country as 
a whole—which may be very different from the effect indicated by the change. 
in price by itself. 
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Parr II—Monerary Metrnuops 


The Committee has shown special interest in the effects which monetary 
policy may have on the level of prices with respect to the general level and 
the relationships between certain categories of prices. I now propose to discuss 
the two monetary methods which might be employed to effect an increase in 
prices—namely internal monetary expansion and exchange depreciation or a 
combination of the two. | 

Expansion of the volume of money in Canada tends to produce a rise 
in the level of prices by increasing the potential demand for goods and services. 
In general, however, an increase in the volume of money will increase the 
total amount of buying only if there has been previously an actual shortage of 
money. ‘There may be important factors offsetting the effect of an increase 
in the volume of money, as the amount of spending is almost entirely a matter 
of individuals’ decisions which are influenced by many other factors than the 
volume of money. I have omitted from consideration the type of price rise 
which follows the excessive issue of money when people through lack of confi- 
dence in the currency rush to convert their money holdings into goods—a 
situation which I am sure everyone will agree is thoroughly undesirable. 
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There is another important factor which limits the extent to which internal — 
monetary expansion can effect an increase in the level of prices—namely, the 
importance in the Canadian price structure of export and import prices which 
are chiefly determined in world markets, and, as long as we maintain existing 
external currency alignments, are almost. entirely outside the control of internal 
policy. 

Under such conditions—i.e. exchange stability—expansion of the volume of 
money is likely to have small direct effect cn the average level of commodity 
prices but will probably result in a lower price for money—the rate of interest— 
which will enable a reduction in debt charges to the extent that maturing 
obligations may be converted at lower interest rates—and which may increase 
the amount of new investment by lowering its cost—and which may also 
increase the amount of money being used for speculative purposes. 

To the extent that the decline in interest rates is in line with a similar 
trend in other countries and if undesirable speculation does not ensue, the 
results of expanding the volume of money are likely to be favourable, but if 
expansion is carried too far, undoubtedly such an unfavourable internal situa- 
tion will develop, that pressure on the balance of payments will result, which 
will force a decision as between reversing’ the direction of interna] monetary 
policy and depreciating the external value of the curreney which is the second 
of the two methods of monetary policy to which I previously referred. 


CURRENCY DEPRECIATION 


Currency depreciation ipso facto would tend to increase the prices of 
exports in Canadian dollars and at the same time to augument the cost of 
imports and foreign debt service when expressed in Canadian funds. The 
higher level of import and export prices would have a buoyant effect upon 
other price levels and ultimately lead to an adjustment of costs in line with a 
higher general level of prices. 

The general effect of depreciation is to transfer income between various 
groups within the depreciating country through a rise in prices which reduces 
the pressure of relatively fixed internal costs such as wages and interest at 
the expense of wage-earning and “rentier” classes. Under certain conditions of 
severe maladjustments between prices and internal costs, a transfer of this 
nature may be desirable. It is necessary, however, to be quite sure that depre- 
ciation will chiefly benefit a majority of the people who are in real need of 
assistance and not impose undue burdens upon other large sections of the 
country. 

The extent to which incomes in export industries increased following 
depreciation would depend upon the elasticity of demand in foreign markets 
for our exports and upon the domestic industrial structure. Export prices in 
Canadian dollar might not be increased by the full amount of depreciation, 
either because of an attempt to enlarge the volume of exports by selling at a 
lower foreign price or as a result of competition. Ability to expand our volume 
of exports by offering them. at somewhat lower prices in foreign markets would 
depend upon foreign demand being responsive to lower prices and upon the 
willingness of our competitors to suffer a loss of market without having recourse 
to similar action. Actually neither of these conditions would be satified to any 
marked degree and Canada’s ability to increase her volume of exports by compe- 
titive price cutting, distinctly limited. In certain Canadian exports industries 
where heavy overhead costs and surplus capacity exist, competition between 
individual firms, each trying to increase its output and spread fixed charges over 
a larger volume might lead to prices being reduced without any appreciable in- 
erease in output for the industry as a whole. In general, it would be true to say 
that an increase in the value of Canadian exports following depreciation would 
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“result from a higher level of export prices in Canada rather than a larger volume 
of exports and the increase in export prices would be somewhat less than the 
4 ‘full amount of depreciation. The value of Canadian exports would expand at, 
the cost of Canada paying a correspondingly larger amount abroad for imports 
_ and debt charges and other countries would obtain our exports at somewhat lower 
_ prices in their own currencies. 

_ Import prices in most instances would increase by the full amount of depreci- 
_ ation; in only a few cases is Canadian demand large enough to exercise an 
appreciable effect on import prices. Higher prices for industrial raw materials 
coupled with additional protection afforded domestic producers by currency 
depreciation would probably mean an advance in the prices of products fabri- 
cated from imported materials. Higher prices for imported finished goods would 
directly increase the Canadian cost of living. 

The increase in the value of Canadian exports would be somewhat less than 
the degree of currency depreciation, but when allowance was made for the rise 
in prices of imported goods and goods made from imported materials and the 
increase in interest charges payable in foreign currencies, the net benefit by 
export industries would be very much less than the amount of depreciation. 
Any net benefit that might be retained would be temporary, existing only during 
the period in which other costs lagged behind the general rise in prices. Some 
benefit in relation to debt might be retained, but an improvement in this respect 
- could be obtained by means of internal adjustments either of a monetary or 
- non-monetary character. 

Currency depreciation would increase the dollar value of the Canadian 

_ national income by creating a higher level of prices, but its effect upon real 
national income would depend on the degree of stimulus given to economic 

_ activity by the internal realignment of costs and prices. An increase of export 

_ income in Canadian dollars achieved at the cost of paying a correspondingly 
larger amounts for imports, debt charges and other foreign obligations would 
not per se raise the real income in Canada. 

The degree of stimulus imparted to domestic economic activity by an in- 
crease in prices relative to costs would depend upon the reaction of public confi- 
dence to the policy of currency depreciation, which would vary according to 
the circumstances under which the depreciation occurred; upon whether it was 
a correction of an existing maladjustment or the creator of new maladjustments. 
It is important to remember that there are very few instances of a country 
depreciating its currency unless subject to considerable pressure because of an 
unfavourable balance of trade or an outward movement of capital. Deliberate™ 
currency depreciation by a country enjoying a strong balance of payments . 
position, in order to gain competitive advantage or to adjust price relationships, 
might react so unfavourably upon public confidence as to cause an actual fall 
in economic activity and a decline in real national income. 

I would summarize my description of the two’ methods by which monetary 
action may attempt to raise price levels by saying that in view of the major 

importance of export and import prices in the Canadian price structure, a policy 
of internalt monetary expansion is unlikely to produce a broad rise in the 
general price level unless it is carried to a point where the internal situation 
is badly enough out of line to force currency depreciation, a form of monetary 
policy which undoubtedly can raise the general level of prices above what it 
would otherwise be. Neither of these methods, however, is likely to affect 
appreciably the relationships between the prices of individual commodities or 

of groups of commodities. 
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Parr I[I—Monerary EXPANSION IN CANADA AND OTHER COUNTRIES 


I would like to place before the committee a table showing the relative 
changes in bank deposits that have taken place in Canada and certain other — 
countries during the period since 1926. : 


INDEXES OF BANK DEPOSITS: CANADA AND:CERTAIN OTHER COUNTRIES 


(1926 =100) 
Year* Canada phon oan Australia -| Sweden 
(1) (2) (3) (4) (5) 

oS eg ee a ee AU 100 100 100 100 100 
IT BO ss fa, eaeee lr pany ee eee 109 105 102 102 101 
SoM as Heep ei Ses vom Oo) Adee yA ta 114 113 107 106 99 
TEE US) OG a VRAIN Lae Be lg ee ee Oa 112 110 105 106 101 
TTI NC a ARES Sl RS SRE Ars ERNE UIA 105 106 109 101 105 
TERS RRL eae ACS Oem ae ie 4 2 ET te Bo 102 91 101 103 103 
Lay CS CR? ae I a ee ie Sete hc ea 95 83 115 106 103 
VAT EOs ye ESS Ae RO ae OR No SRR ESA OF re 95 77 112 107 105 
Ben Merl eden ees AN on ty nls wie abate ole Dette 101 89 114 113 103 
Sap yh ah, SER aE eR ee aA Ae 109 98 121 111 105 
PSO MMM O eh ee eran a en RE aR Ae 115 107 130 1b) 111 
vie LUN Daly AAS IIR Ah het a a eA an Cie 118 105 130 121 116 
PPO pe ma Ts cegt Tap MMW icdtnltae SRS ca FAN hg 1h 123 106 (6) 126 122 _ 128 


*December 31 for Canada, U.S.A. and Sweden; December average for U.K.; and average for quarter ending Decem - 
ber for Australia. 

(1) Chartered banks’ Canadian deposits. 

(2) All banks in U.S.A 

(3) Ten London clearing banks. 

(4) Trading banks. 

(5) Commercial banks. 

(6) Estimate based on latest available figure. 


The amount of monetary expansion in Canada has been approximately in 
line with the increase in other countries where monetary policy has been con- 
sidered an important factor in economic recovery. Comparing 1926—a normal 
pre-depression year—and 1938, the volume of Canadian bank deposits has 
increased 23%, considerably more than in the United States (+6%), slightly 
less than in the United Kingdom (+26%) and about the same as in Australia 
(+22%) and Sweden (+23%). 


Part I[TV—CuHANGES IN Price LEVELS or CANADA AND OTHER COUNTRIES 


I would like also to place before the committee a table showing the relative 
changes in general price levels of Canada and certain other countries since 1926. 


GENERAL PRICE INDEXES: CANADA AND CERTAIN’ OTHER COUNTRIES 


(1926 =100) 
as ae 

Average Canada te ite aa Australia Sweden 
LEA OD ke SEI TE SN A eR nen 100 100 100 100 100 
LC) & Wn Rn ea A Ae Reis Mon DR 98 95 96 99 98 
WS Ree et Wes Sond ote take cn mera ea ee ad Bl 96 97 95 98 99 
THE SAUNA a CaN URNS 0 Pe eRe Pg ater On a a 96 95 92 98 94 
TEU Sac ke Pe Nairn aL re a ial Sain eR baa 37 86 81 87 82 
UR as a Ne eT pee act Gee 72 73 71 78 75 
USN ae Ut LF RS eR ea ere Roe aeeae Sank 67 65 69 Ge 73 
OS Serena Sita Sok TEE ee Pm Ee ee ve 67 66 69 77 (¥- 
Lethe OF) RC A ee Wee ae Riga 2 AAT RH Se 12 io 71 80 77 
WOE 2 GA ais se Omni E Tile dts 8 (Ws £0 72 80 78 
Stee eRe iy Aids TUE LS pets adh Bek ES 75 SI 76 84 81 
05 rh ete I he aE ae ieee ORE A ae) Rd 85 $6 &8 90 92 
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Broad movements in the general price levels of the United States and 
United Kingdom since 1926 have corresponded fairly closely with those of the 
- Canadian index; all three had about the same severe decline in 1929-32 and 
about the same measure of recovery following 1932. The general price levels. 
of countries with currencies depreciated below the Canadian dollar, have been 
appreciably higher in relation to pre-depression years, than the Canadian index; 
- although not higher by nearly the full amount of depreciation. 
, During the last few years only about half of the severe fall in the general 
level of Canadian prices between 1929 and 1932, was recovered; but prices of 
- primary products which fell more sharply than other prices in 1929-32 also rose 
; more rapidly after 1932 and by 1937 the ratio of primary products’ prices to the 
general price level was actually as high as in 1936. The ratio of farm products’ 
_ prices to the general price level, for example, which had fallen from 100 in 1926 
- to 73 in 1932, was 103 in 1937. These and other inter-relationships of com- 
‘ ponent price groups in the Canadian general index are shown in a table which 
~ I now place before the committee. 


i CANADIAN PRICE INDEXES 
(1926 =100) 
sR PSS Re 9 EE DOR Dic rah RAR DN arto UR IRR be AER ALLY PSN MRO LN omnes AAR em AIR RULES PAY Atta Ne ls 
Actual Indexes Ratios of Indexes 
Farm Exports 
Average Farm Export Import products to Exports 
products goods goods to general general to 
: index index imports 
(1) (1) (1) 
“Nd QOS G08 Saeed) Pee 100 100 100 100 100 100 
TAY eee He LA Py eho ness Sirs 102 98 105 100 100 
DOD Re Ar ee ean ty srclooet sti ahs io, 101 94 96 104 98 98 
(2 Be UMPEO 2 Sadie Rie tate 5 MEO 101 92 94 105 96 98 
eae a eR nig Ae as 8 har 82 77 84 95 89 92 
HOS Le PeR st Re corey Cache Set st yl Sete s 56 61 72 78 84 84 
1, AP et SSA Tn Ee 48 55 71 73 82 78 
1 LR AUS SSD a A, SRR Ua Hee & 51 55 io 76 82 76 
MRLORA tty Poser a. 59 61 1G 82 85 79 
JIRA SOE aE i oa RN ae Aan pe oe 64 62 78 88 86 80 
LEE Gy AENEAN sa Ra ae ee dN ag 69 67 79 93 89 84 
EO ea Ok Calais ar ea oe CE 87 81 90 103 96 90 
ELL OG 8 MY ORS i 74 71 83 94 90 86 


1Gold not included in index of export prices. 


Although the general level of Canadian commodity prices remained con- 
siderably below the pre-depression level, the disparities between major com- 
ponent price groups, which developed during 1929-32, had largely disappeared 
by 1937. Taking into consideration that the level of interest rates declined 
more over the period than the level of prices, it is apparent that in so far as 
prices were concerned, a rough approximation of the equilibrium existing in 
1926 had been re-established by 1937. 

The price levels of countries which depreciated their currencies below the 
Canadian dollar have been appreciably higher than comparable Canadian price 
indexes, but the relation of primary products’ prices to other prices, on the 
whole, has been no more favourable in those countries than in Canada. To 
illustrate this point I would like to place on the record a comparison of certain 
price relationships in Canada and Australia as compared with those existing in 
1929—i.e., just before currency depreciation. 
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RELATION OF CERTAIN PRICE GROUPS: CANADA AND AUSTRALIA 


(1929 =100) 
Ratio of Ratio of Ratio of 
farm produets exports to exports to 
Average* ' to general index general index imports 

Canada Australia Canada Australia Canada Australia 
Ra Pe ey Bo als 100 100 100 100 100 100 
SO se AHO! ede Soon ee 90 8 93 81 94 79 
| ANSE SSS 2 RR 74 74 a7 68 85 55 
1 TCE SDA RR ae RE 69 73 85 69 80 54 
1s Foie RG be) A eae 72 73 85 Ppa 77 54 
TEEN Mek aT a co a aa AE ca 78 89 88 98 81 $1 
TIENT ARES 8 nt CON Sn Ra eg 84 80 90 76 $2 61 
C1 REMUS SO IR abe oe 88 91 93 93 86 75 
DR NON data KMS sale 6 98 98 100 108 92 88 
OE SSAA Sale oS a 89 86 94 80 87 67 


*Calendar year averages for Canada and averages for years ending June 30 for Australia. 
iCalendar year averages for both Canada and Australia. 


Considering the period since 1929 as a whole, the relation of prices of 
primary products to other prices appears to have been somewhat more favour- 
able in Canada than Australia. I do not suggest, of course, that Canadian 
monetary policy was the sole, or even the chief, factor responsible for the favour- 
able relationship between major price groups in Canada, because there were 
many other important factors influencing price levels as between ‘the two 
countries. fi | 


Part V—Non-Monetary Factors 


That Canadian monetary policy of the last few years has not been accom- 
panied by the return of a high level of economic prosperity in this country, is 
not, in my opinion, evidence that the scale of monetary expansion has been 
inadequate. No amount of monetary expansion can hope to restore a high level 
of real national income in Canada during a period when there is a major decline 
in agricultural yields or in the demand for our goods in foreign markets. These 
unfavourable developments result in a smaller return from the expenditure of 
labour and capital in important sections of the Canadian economy—a national 
loss, the incidence of which may be transferred from one group to another within 
a oe but the burden of which cannot be avoided by the country as a 
whole. 

Monetary policy cannot solve such a problem because it cannot create an 
important domestic demand for goods which we would normally export nor can 
it in a short time create new industries to absorb man-power and equipment 
from depressed export industries. Such a transfer, even if possible, might turn 
out to be very wasteful if the depression in export industries proved only 
temporary. Immobility of labour, particularly in agriculture, would make a 
transfer of this kind a very slow and expensive task which would only be 
justified if the low level of demand for our exports were considered to be of a 
permanent character. 


Part VI—SuUMMARY 


In my opinion, the amount of monetary expansion which has taken place in 
Canada to date, viewed in relation to actual conditions, has been sufficient to 
offer all the incentive to a high level of economic activity and prosperity which 
monetary policy can be expected to offer in a country where non-monetary 
factors are so important. 
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_. The large increase in the amount of money that has taken place without 
eausing inflation, does not mean that expansion could be continued indefinitely 
without serious inflation. Historical precedents show that this is not only a 
‘matter of opinion and that sufficient expansion can make a currency worthless. 
The proper amount of expansion is a matter of judgment in which the central 
bank should be neither timorous nor over-bold. In practice, Canadian mone- 
tary policy has been about in line with the policy of other countries, as | illus- 
trated a few minutes ago. 


(b) Tue Possispitiry or Paying INorEASeD DeBts WITH A DECREASE 
IN THE Price LEVEL 


(Question by Mr. Jaques on March 24) 


, I shall assume in replying to this question, that Mr. Jaques was referring 
to an increase in the amount of interest charges payable on debts rather than 
to an increase in the principal amount of debts. If the interest rate declines, a 
larger principal amount of debt may not involve an increase in debt charges. 

The burden of debt charges varies with the level of incomes rather than the 
_ level of prices. Debt charges may constitute a much heavier load when output 
_ is small and prices high than when output is large and the level of prices low. 

: The amount by which debt charges might increase would depend upon the 
- concurrent change which took place in the amount of incomes. If the debt 
increase represented an increase in productive investment and resulted in a 
_ larger rise in incomes than in debt charges, the country’s capacity to carry the 
increased debt would be greater. On the other hand, of an increase in debts is 
incurred for non-productive purposes there is no increase in incomes and the 
burden of debt charges rises, which is undesirable because it means an increase 

of fixed charges in relation to a highly variable income. 

An increase in debt charges payable to foreigners or in foreign currencies 
is more undesirable than an increase in domestic debts for a country like Canada 
where variations in foreign trade may seriously affect the ability to make 
transfers abroad. 

Domestic debt charges are an internal transfer between various groups of 
people. The maximum possible amount of such a transfer depends—as I have 
already mentioned—on the volume of income with which it 1s associated and 
on the psychological attitude of the public. 

In my opinion, an increase in debt for productive purposes is desirable 
because it represents an increased ability to produce goods and services; no 
country has built up a large volume of production per capita without a great 
increase in productive debts. On the other hand, I believe that increasing debt 
for non-productive purposes is undesirable because it represents a move in the 
wrong direction, although it is impossible to define precise limits as to how far 
such an increase may go before something breaks down. 


(c) MmMoRANDUM 
Ottawa, March 30, 1939. 


At the last meeting of the committee, Mr. Tucker requested me to deal 

with the points raised in his speech of February 16th inst. 

One of the suggestions which he made on that occasion was that if we issued 

the same amount of money per capita in Canada as they have in issue in the 

United States, we could issue another $220 millions, and use that money to retire 

interest-bearing debt. I should point out that in using the words, ‘‘ money per 
capita” Mr. Tucker was referring to currency in circulation per capita. 

! I think I am correct in saying that the suggestion was based on a com- 

parison between the active currency circulation in'Canada and in the United 

States. I fully appreciate the desirability of examining the situation in other 
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countries to see whether something can be learned which would be advantageous ~ 
for Canada. But I am afraid that comparisons of active circulation have no 
meaning. To my mind, the amount of currency in circulation at any given 
time merely represents’ the amount of money which the public chooses to keep 
in its pockets rather than on deposit with the banks. The amount which the 
public chooses.to keep in the form of currency is partly determined by the 
extent to which people make payments in currency rather than by cheques, 
which in turn is partly dependent upon the availability of local banking facilities. 
The amount is also influenced by the activity of business, the level of prices 
and the velocity of circulation; it may also increase as a result of hoarding, 
either through lack of confidence in the banking structure or as a result of 
foreign acquisitions. For example, the note circulation of Great Britain has 
been swelled by reason of the fact that many people on the Continent have 
desired to hold the currency of that country. Part of the increase in United 
States currency circulation has been due to the same cause, but in that country 
there have been also important domestic factors. ) 

As the influence of the different factors which I have mentioned can never 
be accurately measured, comparisons of per capita note circulation have no value. 
Moreover, even if thé factors could all be measured, the results might only 
indicate that the level of business activity in one country was not the same as 
that in another, without showing why the difference existed. 


In Mr. Tucker’s remarks on this subject I note that he said: 


“As a matter of fact, we have in the past three years, to a very limited 
extent, actually increased our currency and circulation.” 


Perhaps I should point out that between December 31, 1932, and December 31, 
1938, the active circulation of Bank of Canada notes and chartered bank notes, 
plus circulation of coin, rose from $171 millions to $238 millions, an increase of 
no less than 39 per cent, which brought total active currency circulation back to 
the pre-depression level. 

Finally, it may be pointed out again that the amount of active circulation 
is determined by demand from the public. Notes which were issued in excess 
of demand would immediately find their way back to the banks, and produce 
an increase in the banks’ cash reserves. 

__. That brings me to the major point raised by Mr. Tucker on February 16th, 
which was, in effect, that the central bank should advance Bank of Canada 
notes to the Government free of charge, and that the Government should use 
this money to repay maturing obligations, or perhaps to finance its current 
expenditures. 

For whatever purpose the Government used these notes, and no matter 
to whom it paid them, the result would be to increase the cash reserves of the 
commercial banks. The initial effect of the transaction upon the banks is the 
same as if they had been forced to invest in non-interest bearing Government 
securities. Subsequent effects depend upon the use which the banks make of 
their increased cash reserves. 

If the increase in cash reserves persuaded the banks to make loans or 
investments which on the basis of their former high cash ratio they had con- 
sidered undesirable or which would cause inflation, it would become the duty 
of the Bank of Canada to prevent such credit expansion. This might be accom- 
plished by reducing cash reserves to their former level, or by increasing’ the 
legal minimum ratio of such reserves to deposits. 

If the Bank of Canada were to reduce the amount of cash reserves by 
selling Government securities, the effect would be to put both. the banks and 
the Government in the same position as if the Government had originally sold 
securities to the public instead of taking notes from the Bank- of Canada. 
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Although the Government in the latter case would not have increased its interest- 
bearing debt it would be paying interest on issues formerly held by the Govern- 
-ment-owned central bank which transfers the large part of its net profits to the 
- Government. 


If the situation were dealt with by raising the banks’ legal minimum cash 


ratio, instead of reducing cash reserves, the effect would be the same as if the 
banks had voluntarily refrained from credit expansion on the basis of the 


‘nerease in cash reserves. Since a large part of the increase in bank deposits 
occasioned by the return of the additional Bank of Canada notes to the banks 
would be in interest-bearing deposits, without any increase in banks’ earning 
assets, the result would be to reduce banks’ net earnings. 

It is important to remember that financial institutions, of which banks 
are one example, hold securities and have earnings for the benefit of their 
creditors, who, in the case of banks, are depositors. Any action such as the 
policy under discussion, which reduces the earnings of these institutions, acts 
+o the detriment of their creditors and becomes a form of discriminatory taxation 
without regard for ability to pay. As an illustration of the course which these 
adjustments take, lower banks’ earnings in recent years, due to smaller security 
yields and the decline in the volume of loans, have been offset to a large extent 
by a 50 per cent cut in the rate of interest paid on savings deposits. 

A later suggestion was to the effect that the cash reserve requirements should 
be gradually increased until every cent owing by the banks to their depositors, 
was covered by legal tender. What I said earlier in respect to the proposal to 
increase minimum reserve requirements applies to this suggestion, but naturally 
with greater force. It is a proposal which, broadly speaking, involves two 


things: 
(a) Taxation of bank depositors, and 


(b) The setting up of some new form of banking system to make loans. 
Obviously, if the banks were forced to carry 100 per cent cash reserves against 
deposits, their loans and investments, in fact all their assets other than cash, 
would be restricted to an amount not exceeding their capital and reserve funds, 
At December 31st last this amount was $279 millions—an amount which: is 
obviously inadequate to finance the requirements of agriculture, industry and 
‘ndividuals. As the banks would have very little in the way of earnings, they 
would be forced to eliminate any interest payments to depositors. To cover 
their operating expenses they would, in fact, have to require anyone who 
wanted to maintain a deposit account to pay a substantial charge for that 
service. 

I am not sure that the suggestion was intended to convey a recommendation 
that the banks should be practically debarred from making loans and invest- 
ments, and that presumably some other form of organization should be set up 


for this purpose. I say that I am not sure, because at a later point in the 


speech it is recommended that the reserve requirements should be increased “to 
a point where the banks will be able truly to say that for every dollar they loan 
they have to have a dollar on deposit.” It is the case to-day that for every 
dollar the banks loan or invest they have a dollar on deposit. Under the system 
proposed they would have a dollar in cash for every dollar on deposit. But, as 
I have already stated, their loans, investments and other assets in that case 
could not exceed the amount of their capital and reserve fund. 

Any policy of monetary expansion which leads to a material reduction 
‘n interest rates undoubtedly causes suffering to many people; but to the 
extent to which such a policy remedies maladjustments and raises the level of 
economic prosperity, there is some justification for it—a justification, how- 
ever, which disappears when further monetary expansion becomes unneces- 
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sary. Quite apart from any risk of inflation—which might be offset by counter 
measures—an additional issue of currency to finance Government expenditures 
could be criticized as being a discriminating policy which would not ensure 
a fair distribution of the burden it would impose. In essence, therefore, Mr. 
Tucker’s proposal that the Bank of Canada should issue additional currency 
to the Government, and that any inflationary effects should be obviated by 
an increase in the legal minimum cash ratio of the chartered banks, is not a 
proposal related to monetary policy but rather to taxation. As such, it comes 
within the sphere of Government fiscal policy rather than central banking 
activity. 

I have gone into this matter at some length—perhaps the Committee will 
feel at undue length—because I am convinced that there are certain funda- 
mental misconceptions—widely held—in respect to banking operations. If 
I am right in this belief, it must often be the case that proposals for chang- 
ing the present procedure refer to a procedure which, in fact, does not exist. 
A discussion on this basis necessarily leads to considerable eonfusion. 
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APPENDIX ‘‘B”’ 
Basic Sraristics or Cumr Economic IMPoRTANCE 
(Submitted by Mr. McGeer) 


1914 1921 1929 1938 
1. National Debt ($000)— ( 
Gross funded— 
Ma eSENNT TALON TLL EM Ge TL tet ie 18 iota ar ah atts) ate iiacag dll lala ones 544,391 2,902,482 2,647,034 3,540, 784 
Ter fecoah ron eee (POU ea UIRANE AS RRR OUT LL A RR ae 120, 0001 490, 692 817,940 1,740,000 
BR PULEI TAL Be CR AAT 5 oo vty OaRNE ile win eears Apaetacalyeennes 442,615 837,370 1,193,971 1,447,000 
‘Uva? 2h Sete & Sy heme oe ARSE 7 Bt a EA cE 1,107,006 4, 930,544 4,658,945 6, 727, 784 
Net— _ 

4 TB Yereei tet bey Dee OR Eant 0-7 Gain RSE De eR TORE AM MOY 1 335,997 2,340, 879 2,225,505 3,101,668 
c PUN TN TEUN ree fees TNE ote: Cie tega as tuL ay el AN as 100, 0001 400, 0001 35, 0001 1,560,000 
VARIAN UOT doansh elo ve cn Ritage hs at neg eros ches Suskisie/ yt ceh tla tes 397, 504 753, 6001 1,160,000 1,410,000 
7 CPT ee te el creerteale SR elle NW Air = cx ia ha 833,501 3,494,479 4,120,505 6,071, 668 
2. National Income (estimated) ($000) 2,600, 0001 3,765, 0001 5, 600, 000! 4,401,500! 
" 3, National Wealth (estimated ($000)..............--. 14,658, 161 22,195,000 31,275, 814 26,000, 000 ! 
4, Trade ($000)— 

a PEE a RERAIOB US 1 ore vein a ie « Lisiah ave ynia mabe’ pin Ghai yy Blase 461, 443* 1,210, 428* 1, 208,338 956,726. 
: CTS MUTI US fie siete ky sicliehs yactri alu obeay sable ps) sists ogee ana 455, 956* 1,240, 159* 1,298,993 677,451 
: FT UaTIURS eee cee nay Adds Lista rjeeneld Aber ieanag 917,399 2,450,587 2,507,331 1,634,177 
, Padance of Trade yak db. icy Haack aussie +45, 487 —29,731 —90, 655 +279, 275 
¥ Be PTOUUGHIONS INGE VAIIC.; «1.5 asin ofsrisiotetel Sistas nieve allots 1, 625, 200 2,815, 000 3,946, 609 2,751, 6372 
6. Mineral Production— (prelim.) 
OE re PER Lem rae cslae An tien SUSE 773,178 926,329 1,928,308 4,715,480 
. 15, 983, 007 19, 148,920 39, 861, 663 165 , 867,009 
SPT Re te epee te leet oUalauet oral Micdere same ht eis 28,449, 821 13,543,198 23, 143,261 22,157,154 
15,593, 631 8,485,355 12, 264,308 9, 633, 265 
OPDE EEE a etteeie ae ole suiabeidlntelstairalisbntet ait sietn 75,735,960 47, 620, 820 248, 120, 760 586,020, 402 
10,301, 606 5,953,555 43,415,251 58,026,972 
INGE Olsen tale larerc trays Sohals stecaeconatenever eva ieuniens sana 45,517,937 19, 293 , 060 110,275,912 210,673,270 
13, 655 , 381 6,752,571 27,115,461 53,949,311 
Total Value Mineral Production 128,863,075 171, 923,342 310, 850, 246 444 824,222 
7. Bank Deposits— 
Notice or Savings. 02%... ck dest es ok ae vans 656, 760, 687 1,289,347, 063 1,479, 870,058 1,630,481, 857 
DOMmAnO OM CULTERG i). ce ier a oss ale ldieuele’s eres 346, 069, 908 551,914, 648 696,387,381 690,485, 877 


All Deposits. 


 §. Governmental Revenue: (Gross)— 


aeCeeee CO Fe reer acess sees 


1,144, 211,363 


2, 264,586, 736 


2,696, 747,857 


———— | | { 


2, 823, 686,934 


Dominion...... Meeps ciale es Sapa eers ol eye ate esetadiers 163, 174,395 436, 292,184 460, 151,481 516,692,749 

PROVIMCIG LAL Penwiae a aisles ci snatsielnece Mists sles Ondine 50,418, 000 102,030, 458 183,598,024 250, 000, 000 * 

RVD TANTOND Lefts acer letatee cls reesei elm pie diele ober sis (arsine ls 63 , 242, 000 274,000,000 337,500, 000 285, 000, 0003 
BUC) Gees ast cere Poy or cia sos alacarm ia euecssddls miei aus 276, 834,395 812,322, 642 981,249,505 | 1,051,692, 749 


1B Yera srs 0hes NO pa RRO ries OAR ONE pO a an Lea 186, 241,048 528,302,513 » 388, 805 , 953 534,408, 118 
PPOVUMOIAN. tots ajecc sie oie ia nie’ Sia sialeip only saddba een ahaha 55, 693 , 000 162,569,515 177, 452, 192 265 , 000, 000 
UMM TIL Gases relate Gente erie eccleler Mo’ orstsparalas tals 64,000, 000 334,000, 000 386, 000, 000 320, 000, 000 
SOLAN Ge Be ci estas sietare soael sige titer ela ieds 305 , 934,048 964, 872,028 952,258,145 | 1,119,408, 118 

Wholesale Prices (1926=100)............-.:e eee eee eee 65-5 110-0 95-6 78-6 
Banks LOWS (SOOO) ec ciieseis’sisiete sige iso wie vimaralele loses hates (Not known) 28,526, 000 46,670, 482 30, 924,363 
Bank Clearings ($000)) 00). 0-3. hos eee epee pes 7,909, 212 17, 443, 052 25,105, 188 17, 263,574 


er 


—_ 


(While clearings are not a satisfactory measure of business activity, debits were not collected until after the war.) 
1 Estimated from interest payments. 


2 New basis—deflated 


3 Estimated. 
*Nearest fiscal year. 
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MINUTES OF PROCEEDINGS 
Wepnespay, April 5, 1939. 


The Standing Committee on Banking and Commerce met at 11 o’clock 


-a.m., the Chairman, Mr. Moore, presiding. 


Members present: Messrs. Baker, Clark (York-Sunbury), Cleaver, Cold- 


'well, Donnelly, Fontaine, Fraser, Hill, Howard, Jaques, Kinley, Lacroix 


| (Beauce), Landeryou, Lawson, Leduc, Macdonald (Brantford City), McGeer, 


Manion, Mayhew, Moore, Quelch, Raymond, Ross (Middlesex Hast), Stevens, 


_ Taylor, Tucker, Vien, Woodsworth. 


In attendance: Dr. W. C. Clark, Deputy Minister of Finance and Mr. 


! Graham Ford Towers, Governor of the Bank of Canada. 


Mr. Towers read a statement in reply to a question asked by Mr. McGeer 


at the last meeting. 


Examination of Mr. Towers continued. 


At one o’elock, the Chairman having put the question: “Shall the Com- 


mittee sit to-morrow?”, the Committee divided, the question being resolved 


in the negative. 
The Committee adjourned to the call of the Chair. 


R. ARSENAULT, 
Clerk of the Cannings: 
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MINUTES OF EVIDENCE 


Houss or Commons, Room 277, 
Wepnespay, April 5, 1939. 


The Standing Committee on Banking and Commerce met at 11 a.m. The 
Chairman, Mr. W. H. Moore, presided. 


The CHarrMaN: We have a quorum, gentlemen. What is your pleasure 
as to procedure? Shall we go on with Mr. McGeer’s examination of Mr. Towers? 
Before doing so, the governor has a statement to make. 

Mr. Towers: Replying to questions you raised during our last meeting, 
Mr. McGeer. ! 

Mr. McGeer: If I may just put it on the record, it is a statement reply- 
ing to the question on pages 66 and 67 which reads as follows:— 

Mr. McGzrer: No, the question is this: can we not use our silver 
production as a basis for domestic currency and finance these kinds of 
development— 


EE ae I eS ee eg ee ee an 


And I was referring there to domestic enterprises such as construction of high- 
ways, payment of pensions and other purely local matters. 
—more cheaply than we can by borrowing at an interest rate. 


Then your answer was:— : 

Mr. Towers: If I might perhaps put down in black and white any 
humble opinion that I may be able to express on the subject and make 
it available at a subsequent meeting, that would certainly be best so far 
as Iam concerned. I will put in there anything that I can think of putting 
in, and then my knowledge will be exhausted. 


me ce a ae, 


_ That is the statement you are now going to read, is it? 
{ Mr. Towers: Yes. 

Mr. Chairman and gentlemen, the main proposal upon which I was asked 
to comment related to the issue of currency or central bank credit to the govern- 
ment as an alternative method to borrowing or taxation in financing govern- 
ment expenditures. 

There is no doubt, of course, that it is possible to issue currency to finance 
government expenditures and that it is within the powers of parliament to 
provide the necessary legal authority. However, I believe that this proposal 
has been made because its advocates consider it to be preferable to other methods 
of financing—not simply because it may be possible or legal. 

First of all, I think that I am correct in saying that those who give con- 
sideration to this form of procedure do not wish it, if adopted, to result in inflation. 
No doubt they fully realize the disrupting influence of inflation and the social 
injustices and other hardships which it causes. A great number of Canadian 
people would—if they understood the situation—violently object to measures 
likely to produce such unfortunate results. For example, there is no reason 
to believe that the reaction of organized labour in Canada would be any different 
than in the United Kingdom and United States. where labour leaders have 
declared vigorously against inflation. 

Other countries whose governments resorted to issuing currency in order 
to finance government expenditures, experienced very unfortunate results. With 
the committee’s permission, I shall not describe these experiences in detail, since 
the disastrous inflations of the post-war period and more recent, if less extreme, 

examples are a matter of common knowledge. 
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I believe that those who advocate issuing currency to finance government — 
expenditures, do so in the belief that in some manner inflation may be prevented 
and that it will be a cheaper method of financing than borrowing or taxation. 

I have already dealt—in a memorandum placed on the record at the last 
meeting of the committee—with a suggestion made by Mr. Tucker that the. 
inflationary effects of financing government expenditures by means of issuing 
currency should be offset by raising the legal minimum cash ratio of the chartered 
banks. It would be repetition for me to discuss this suggestion again in detail, 
and perhaps it may be sufficient to say that this proposal is, in essence, a form 
of discriminatory public taxation which is bad because it is not graduated in 
accordance with ability to pay. The adjustments which it would cause would 
be of a most unusual and disturbing character, and would create a certain loss 
of public confidence. 

When it is claimed that a proposal of this type is “costless,” I suppose 
that what is meant is that it is costless to the government. I cannot, however, 
conceive that a policy which is expensive to the people—as this proposal would 
be-—can be costless to the government which is simply the representative of 
the people. | 

Mr. McGeer: Mr. Chairman, I should like to intervene right here—I did 
not ask the governor of the Bank of Canada for a dissertation on the disastrous 
consequences of uncontrolled inflation. I did ask the governor of the Bank of 
Canada a plain and specific question, with which this statement, as far as it 
goes, has nothing to do whatever. The question I asked of him I am going 
to repeat; and I am going to read it from the record, Mr. Chairman, because 
T think I am entitled to an answer to that question. 

Mr. Towers: I have not finished, of course, Mr. McGeer. 


Mr. McGerr: I know. 

The CuatrMAn: Do you object to the governor’s finishing his statement? 

Mr. McGeer: Yes. 

The CuarrMan: He has only two more paragraphs to read. Why not let 
him finish? 

Mr. McGrrr: I want to register this objection here and now. 

The Cuarrman: All right. | 

Mr. McGerr: I want to quote from page 66, where we had that very same 
issue dealt with at the last meeting of the committee, as follows: 

Mr. Towers: Perhaps, then, the question would be this: would 
it not be best to take care of government expenditure by issuing money 
and put that money on a silver backing in preference to some other 
kind? 

Mr. McGrrer: No. The question is this: can we not use our silver 
production as a basis for domestic currency and finance these kinds of 
developments 

And I referred to armaments, the tourist trade, the payment of pensions, and 
included other purely domestic activities which would not involve importation. 
—more cheaply than we can by borrowing at an interest rate? 
That was the question. 
Mr. Towers: That is exactly what I am dealing with in my answer. 
The CHarrMAN: Go on, please. 
Mr. McGeer: Very well. 
_. Mr. Towers: Continuing: If the government wants to adopt such a policy, 
it is possible for it to do so; but the result is a levy upon the publie which 
counteracts the saving to the government. 
[Mr. Graham Ford Towers. ] 
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If the additional money which the issue of currency to finance government 


expenditures would provide were actively used—as in the other countries to 


which I referred earlier—the result would be inflation. In my opinion, the 
onus is on the advocates of this proposal to prove that the results would not 
be the same in this country as history has shown to have occurred in other 
countries. 

When the establishment of a central bank was being discussed in Canada, 
one of the chief reasons advanced against its foundation was that a central 
bank would provide such an easy way of creating money that the temptation 
to make immoderate use of it would be too great to resist. The period of four 
years during which the Bank of Canada has been in operation, has been too 
short to prove that those fears were unfounded, and the real test of our 
ability to adhere to a policy of moderation has yet to come. 


By Mr. McGeer: 

Q. Mr. Towers, we were dealing with the extent to which silver currency, 
in the form of silver money and silver certificates, was used in the United 
States the other day, and we got some figures. I am now quoting from the 
January report of 1939 of the federal reserve banking system which is known 
as the Federal Reserve Bulletin; that is the official monthly issue of the federal 
reserve banking system of the United States——A. Yes, of the Federal Reserve 
system. 

Q. At page 45 it gives the amount of the currency in circulation in the 
United States as follows: Silver certificates, $1,312,000,000; subsidiary silver, 
$356,000,000, making a total of silver backed currency and silver currency 
used in the United States of $1,668,000,000. If silver backed paper currency 
and silver currency is used to that extent in the United States, do you not think 
that proves the practical virtue of a_ silver backed currency on the North 
American continent which we can use?—A. I think if the government should 
decide to do so, it can use any form of money at all by making that money 
legal tender. 

Q. Yes—A. Of course, I realize that. [ have said that over and over 
again; I am not adding anything to what I have said before. I have said all 
I can, so it is a case of “force majeure.” 

Q. We shall just go along with the questions. You may not agree with 
the way I conduct my examination, and I may not agree with the way you 
answer questions. But we shall try to get along as best we can. If this govern- 
ment of Canada can purchase silver at less than a third of the value that it 
can give to the money in coin, that does constitute a source of placing a form 
of currency in use at a profit to the government, does it not?—A. As I said, 
before, it does represent, of course, a more expensive method than the one 
we presently follow. Perhaps I might be allowed to clarify that question of 
profit, because that did come up in an earlier meeting of the committee. One 
realizes, of course, that you can only call the difference between the 27 cents 
worth of silver in the silver dollar and the 100 cents of value which the govern- 
ment obtains when it issues and spends it a profit if you assume that the 
government takes no responsibility for the redemption of the dollar, that it 
obtains 2 dollar’s worth of value for 27 cents worth of silver but disclaims any 
future responsibility for redemption. The dollar will be in the hands of the 
people. The people may do with it what they see fit to do with it. 

Q. And that is exactly what happens when the government issues a silver 
dollar, is it not?—A. That is it. 

Q. That is it. That is, when the government takes 27 cents of silver and 
mints it into a coin and issues it for a dollar’s value in either services or material 
supplied to the government, the government gets 100 cents in value from the 
person it gives the dollar to, whether it be for goods or services, although the 
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dollar has actually cost the government 27 cents and the less than one cent of 
minting charges. That is right, is it not?—A. That is right; and that happens, 
of course, in the issue of other forms of currency. 


By Mr. Coldwell: | 
Q. Which issue, you say, is cheaper?—A. Yes. 


By Hon. Mr. Lawson: 


Q. Did I understand you, in your previous answer, to conclude that when 
somebody brings that dollar back to the government, the government has to 
redeem it at a dollar’s value?—A. No; the government does not accept any 
responsibility for that. 


Mr. Cotpwetu: No; but the people who produce have to redeem it. 

Mr. Vien: No. 

Mr. McGerr: No. 

Mr. CotpweEtu: The value in credit. | 

Mr. Vien: Would you say those who produce the silver have to redeem it? 

Mr. Cotpweti: No; those who produce the silver do not; but somebody has 
to produce goods and services to the value of one dollar. 


Mr. Towers: Oh, yes. 


By Hon. Mr. Lawson: 


Q. When the silver dollar comes back in, does it not have to be redeemed ?— 
A. No. Dr. Clark could perhaps answer that more accurately than I ean; 
but, in fact, no one will take it back. When it is once out, it has no father. 


By Mr. Donnelly: 


Q. It is legal tender up to a certain amount?—A. Up to a certain amount, 
yes; but the government would not take it back in the sense of redeeming it. 


By Mr. Vien: 
Q. But the banks must accept it, up to a certain amount, as deposits?— 
A. Yes. | 


By Mr. Landeryou: 


(). They can take it back in taxes, can they not?—A. Yes; and issue it again ~ 


By Mr. Kinley: 

(. Suppose an American bank has a thousand silver dollars which it has 
collected from the customers. What disposal will they make of them?—A. As 
matters stand, they could deposit them in one of the banks, because the issue 
is not redundant. Were the issue an extremely large one you might be unable 
to do that. : 

Q. You are liable to that foreign bank for your dollars or for that money, 
are you not?—-A. I would say that the silver dollar is only legal tender up to a 
certain figure: but, in practice, if the issue is not redundant, it is accepted in 
any amount. 

Q. For instance, suppose the bank took five silver dollars from every 
customer; they might have a thousand. Would you say they could not redeem 
those thousand silver dollars?—A. That the bank could not? I do not quite 
understand that question. 

[Mr. Graham Ford Towers.] 
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___ Q. Suppose a bank in Boston has five iiiiied customers who each bring in 
five silver dollars and they take them all. Do you mean to say that, on exchange, 
the Bank of Canada would not be responsible for the silver dollar?—-A. Not 
legally, no. 

Mr. Tucker: He is introducing the question of foreign exchange. That is 
a different matter altogether. 

The CuarrMAn: One at a time, gentlemen. 

‘Mr. McGerrr: We will deal with that later, if we may. 


By Mr. McGeer: 


Q@. But I think the fact is, Mr. Towers, that the bank receiving silver dollars 
has a dollar of assets on hand, has it not, not redeemable with the Bank of Canada 
' or with the government?—A. Yes. 

4 Q. That is correct?—A. Yes. 

| Q. And we would accept on statement of the bank’s assets, as assets, whatever 
silver coinage it has on hand?—A. That silver coinage, of course, does not come 
_ within the category of legal cash reserves, as I understand it. 

r Q@. I am not talking about legal cash reserves. I am talking about bank 
_ assets—A. Yes. 

| Q. If the Bank of Montreal had ten million silver dollars in its vaults, it 
would have $10,000,000 of Canadian assets that would have to be treated as 
assets at full value, would it not?—A. Provided the issue of silver was not so 
_ redundant that the silver dollar would sell at a large discount. 

Q. We have never come to that point yet—A. We have not, but it can be 
| done. It has been done in Cuba, and is being done there now. 


Mr. Donnetiy: When do you get enough that it becomes redundant? 


} By Mr. Tucker: 

Q. How could it be redundant when it is legal tender?—-A. You would find 
on a visit to Cuba that the over-issue of silver is so great that it sells at a 
- substantial discount as compared with the other currency which is the United 
- States’ dollar. 
. @. Because it is inconvenient to handle?—A. The people want to get rid of 
» it, yes. 


= 


By Mr. McGeer: 


Q. Did not the same thing happen to the gold backed france of France?— 
A. They left the gold standard and then it happened, yes. 

@. Yes; but they reduced their currency time and time again?—-A. Oh, 
quite. 

Q. Before they left the gold standard?—A. If you suggest one can have 
depreciation with any form of currency, either silver dollars or paper dollars, I 
quite agree. 

Q. Quite agreed. But this thing of over issuing and reducing the value of 
the currency by a redundancy of circulation is not peculiar to silver Heme see | 

any more than it is to any other currency, no matter by what it is backed?— 
_A. That is correct. 
@. That is correct. Now I put the question to you about the cost to the 
government. I had in mind that if we used silver currency within reasonable 
limits, without having the disaster of inflation through over issue and redun- 
. dancy of currency in circulation, it would be cheaper for the financing of purely 
domestic enterprises than borrowing money at interest would be. Will you not 
agree with that proposition?—A. On the basis on which you put the question, 
namely, that the action taken shall be within the limits of what the monetary 
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policy would otherwise have been, it then becomes the case, of course, that the 
‘additional silver will displace some other form of circulation, and we get back to | 
that question of one kind rather than another. On that basis, as the existing 
arrangements are cheaper than the issue of silver, the government saves nothing. 

Q. Yes, but that was the basis upon which I put the question. I will put 
it to you in another way. You know that in the last decade, that is in the last 
ten years, this dominion of ours has increased its total debt by roughly a billion 
dollars? 


Hon. Mr. Srevens: Federal? 
Mr. McGeer: Yes. 
The Witness: I think so. 


By Mr. McGeer: 


Q. So that we have been going behind in Canada by borrowing money at 
the rate of $100,000,000 a year for the last ten years? That is right, is it not?— 
A. Yes. ee 

(. And from the looks of present-day conditions, with the need for arma- 
ments looming and with unemployment not solved at all, the indications are 
that we are going to increase the quantum of that annual deficit. Is that not 
correct?—A. It looks lke that. 
~  @. Among the things that make up our annual deficit are all the public 
expenditures, are they not? Including our balance of payments abroad, our 
liquidation of debts abroad, our payments for pensions, our aid to unemploy- 
ment, and a number of other purely domestic activities. That is correct?—A. I 
did not quite understand the reference to balance of payments abroad or that in 
connection with the liquidation of debts abroad. Perhaps the latter is refunding. 

Q@. Of course, we have been trying to pay off our foreign debts?—-A. Yes. 

Q. And we have been using gold for that purpose?—A. We have been using 
general funds provided by our export trade and our tourists, and so forth, of 
which gold is a part. 3 

Q. I do not think there could be any other justification for shipping gold 
abroad than for the liquidation of foreign debts?—-A. I should think there might 
be justification for shipping it abroad to obtain useful imports that the people 
wanted. . | 

Q. Supposing we could find a way of financing some of our domestic activi- 
ties that would free us from the cost of borrowing money; for instance, supposing 
we took the actual figures which we have used here of twenty-two million ounces 
of silver purchased at $9,000,000 and issued $85,000,000 of currency, and we 
used that to meet our obligations; that would reduce our annual deficit from 
the $100,000,000, by whatever amount of currency we used,—let us say for 
purposes of argument $35,000,000 a year. Would that not be a practice more 
beneficial then borrowing and increasing our national interest-bearing debt loan? 
—A. Ido not think I can add anything to what I said this morning and what I 
read in reply to the question raised by Mr. Tucker. 

Q. All right. Then I shall put this to you: Do you think an issue of 
currency based on silver which would be purely a domestic currency, to the extent 
of $35,000,000 a year, would cause disastrous consequences through inflation in 
a country which is operating on an annual deficit of $100,000,000 a year, or 
which results in that increase in the interest-bearing debt on the taxpayer?—A. 
If my recollection is right that question was raised before; I think I could answer 
it again in the same way. Perhaps it might be best if I used the same words. — 
I do not think that anyone—I shall not use the same words—can say exactly © 
how much can be done in the way of an increase in currency before you would — 
have inflation to a substantial degree. It depends upon the circumstances during 
the time ‘that the issue is being increased. But it is possible to do so if one 
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assumes the continuation of the policy which you mentioned for a sufficient period 


of time. I would certainly say that in those circumstances the eventual result 
would be the thing which you want to avoid, namely, inflation. Of that I am 
sure. 


By Mr. Vien: 
Q. But the question, Mr. Towers, would be:. Why should it result in more 
inflation in issuing currency than in issuing bonds? Both are based on the ~ 
eredit of the country. 


Mr. Tucker: When you issue bonds you bring money into existence— 


By Mr. Vien: 

Q. But the question is this: Why should you cause any damage to the 
credit of the country by issuing currency of any kind rather than issuing bonds 
bearing interest?—A. To the extent that the requirements are met by issuing 
bonds, they are met in the first instance, under one set of circumstances, from 
the savings of the people. In other words, the people accumulate savings and 
they lend those savings to the government. There is no increase in the amount 


‘of money in existence but simply a transfer from the savers to the government 


and then from the government to the people. On Mr. Tucker’s point there are 
certain occasions when one will find that because of an easy money policy the 
banks are increasing their holdings of government securities, and to the extent 
that government borrowing is financed in that way one does get an increase in the 
quantity of money in circulation. For that reason I have never said that an 
expansionary monetary policy was per se fatal. In fact, it would be a strange 
thing if I did say so because that is exactly what we have been doing the last 
few years. I do not know whether we could go, say, $40,000,000 further or 
$50,000,000 further; but certainly the sky is not the limit. 


By Mr. Quelch: 

Q. But suppose the bonds are sold by chartered banks?—A. The point I 
was making in reply to Mr. Tucker was that during a period of monetary 
expansion, if the banks are adding to their total of loans and investments, the 
financing is done by an expansion of deposits. But whether that procedure is 
being followed or not, of course, depends upon the monetary policy of the 
central authority, because they either make it possible for that to happen or 
impossible. 


By Mr. Landeryou: 

Q. How much does it cost the banks to purchase bonds in that way by 
expanding credit?—A. It costs the banks the interest which they pay on the 
resultant deposits and the expense of operating, in the way of servicing those 
deposits and maintaining their staffs and branches. 

Q. It does not cost them any more to operate than the expense of the 
interest on the deposits?—A. I mentioned the other day 3 per cent. On the 
other hand, perhaps they are getting on those bonds three quarters of 1 per 
cent or 14 per cent. 

Q. On the average they get a good deal more than that? 
do not. 


A... No} they 


By Mr. McGeer: 
Q. What you have told us, if I am getting the meat of your answer, 1s 
that. an expansionary program if kept within reasonable limits may produce 
helpful results to the economy of the nation?—A. Yes. 
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Q. What I have suggested to you is that an expansion of silver currency 
in Canada—because we are a silver producing country and the United States 
is using it—would result in this: Silver currency within the limits of, say, 
$35,000,000 a year would not be a program that would likely induce inflationary 
or disastrous consequences because of the fact that it would greatly help to 
decrease our national increase of $100,000,000 in interest-bearing debts?— 
A. You have in mind that the $35,000,000 would serve to swell or. would be a 
net addition to the currency in circulation or the cash reserves of the bank, 
as the case may be? 

Q. Yes, I am satisfied with that, and I am quite satisfied that this country 
needs much more than that addition. 


By Mr. Cleaver: 


Q. What would the expansion be, about ten to one?—A. It would be, 
presumably, if the banks found that there were assets which they were willing 
and able to acquire. 

Q. That would be an increase of $350,000,000 annually ’?—-A. Presumably. 


By Mr. McGeer: ; 

(). Upon what basis can any merchant bank inerease its subsidiary coins 
by ten times its value?—A. You have in mind that these silver dollars would 
not be legal tender, except for a small amount? | 

Q. Absolutely——A. That is different. Then the banks could not con- 
sider that as part of the legal cash reserve. The silver coin would pile up in 
the banks. The people who received the silver coins would generally not 
want to overload their pockets and would deposit it in the banks; and other 
things being equal the banks would hold approximately $35,000,000, and 
various people who had held silver would have $35,000,000 in deposits in the 
banks. As the silver dollars would be useless from the banks’ point of view, 
I assume that they would be rather reluctant to receive them. I assume they 
would have to reduce the rate of interest on deposits in due course if that 
process continued. 

). If you would not mind confining yourself to one question— 

Mr. Vien: I think the governor should be allowed to finish his statement. 
It will make for greater clarity. There is certainly a clash of opinions between 
the governor and Mr. McGeer, but we have already covered the ground several 
times. I am quite satisfied that Mr.. McGeer should go on, but when the 
governor is asked a question and wants to develop his statement we are very 
much interested in listening to him. 

Mr. McGrer: The only thing I have to suggest, Mr. Chairman, is this: 
That if we could only deal with the questions and answers we would get 
along much better and there would not be the necessity for repetition. The 
question I put is very simple: Could a bank increase its deposits of silver 
currency by ten times its value: The answer to that is “No.” ° 

The Witness: Not worded in that way. I do not understand the word- 
ing “increase its deposits of silver currency ten times.” I am at a loss there. 


By Mr. McGeer: 

Q. All right; let me put it to you this way: If, for instance, instead of 
issuing silver currency you issued Bank of Canada notes?—A. Yes. 

Q. And paid them out for roads and pensions?—A. Yes. 

Q. And they were deposited with the banks?—A. Yes. 

Q. Then the banks on receipt of that Bank of Canada currency would 
have, under the provisions of our bank Act, the power to increase deposits not 
by ten but by twenty times the amount; is that not correct?—A. By buying 
additional investments or making additional loans, yes. 
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By Hon. Mr. Lawson: 
Q. Ten or twenty times?—A. In practice ten; legally twenty; but that 
has no great bearmg because we will not get to that point. 

Mr. CieAver: It is not the bank that increases it ten or twenty times; it is 
our system. It is the customer’s use of the money. 


Mr. McGuer: Mr. Cleaver raises this question and I shall try to explain 
it. What I am pointing out to you is that there is nothing like the danger of 
uncontrolled inflation from the issue of.a purely domestic sliver-backed currency 
that there is under our laws as they are from the issue of Bank of Canada 
notes?—-A. No, because silver currency not being legal tender becomes useless 
for any purpose of banking expansion, and, under those circumstances, one 
might say its issue constitutes a form of tax. 

@. Yes, but it does not constitute a form of tax until the cycle of inflation- 
ary activity pyramids to increase prices and wages above and beyond what 
they were before the inflation took place?—A. I was not referring to inflationary 
results when I made that last remark but only to the fact that it would be, so 
to speak, useless money, being more than is required for active circulation and 
yet not legal tender which constitutes cash reserves. It would be necessarily 
idle money— 

Q. Yes but— 


The CuHatrMAN: Let the governor finish his statement, please. 

The Wirness: It would be idle money in the hands of someone, therefore 
not productive of inflation; but being idle money in the hands of someone it 
constitutes, so to speak, a tax on that someone. 

Q. Where you have in the United States $1,686,000,000 of currency in 
circulation and have no evidence whatever of Gresham’s law coming into opera- 
tion under our system, I think we can assume that the day of Gresham’s law 
is just about as dead as anything could be—A. May I interrupt? You will 
find Gresham’s law operating at present in Cuba on the basis of the issue of 
silver. 

Q. We are not in Cuba; we are in Canada operating under probably the 
most efficient and effective system of monetary control in the world. 

The CHairMANn: That 1s a compliment. 

Mr. CoLtpweELL: You are proposing two currencies, 

Mr. McGerr: I am only dealing with possible sources of supply of Cana- 
dian money to reduce the cost of public finance, and I am developing silver as 
just one minor feature of that. We will come to the other later. 7 

Mr. CoLtpweE.u: But I think the other is what we would be interested in now. 

Mr. McGerrr: The silver miners are interested. 


Mr. Cotpwe.u: The question has been put in so many different ways and 
answered in the same way, and the answer, it seems to me, has been that there 
is a better and cheaper form of curreney than silver. Mr. McGeer does not 
agree and it occurs to me that we are not getting anywhere at all. The governor 
of the bank does not agree with Mr. MeGeer and I think it should be for this 
committee to decide later. It seems to me that that question has been pretty 
well exhausted, and I should like to hear the other point discussed because I 
am more or less in sympathy with the idea that we could issue money for 
public works, and so on, to a greater extent than we are doing. I should like 
to get on with that discussion. 


By Mr. McGeer: ; 

Q. Dealing with the question of the expansion of domestic currency, would 
you suggest that there is any difference in effect on the general economy through 
the expansion of, say, a silver-backed currency or the expansion of bank 
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deposits?—A. I find difficulty in following that question, Mr. McGeer. Might 
I ask for this clarification: Expansion due to additional issues of silver cur- 
rency or due to an increase in bank deposits? That assumes, again, I suppose, 
that the additional silver currency: is not legal tender and therefore does not. 
form the basis for any subsequent expansion of bank deposits. 

Q. But any silver currency as it is to-day? 

- Mr. Tucker: Except on a dollar for dollar basis. If you had $100 in silver 
you could make a loan on it; in other words, it would be a 100 per cent basis. 
It would not be entirely useless. 

Hon. Mr. Lawson: The bank could not hand me out one hundred silver 
dollars in satisfaction of my deposit. I would say that I wanted legal tender. 

Mr. Tucker: The governor said this silver is useless; but it is not useless 
to the extent of dollar for dollar. 

Mr. Towers: Yes, perhaps in a form that is the case; although, it is not 
legal tender and therefore cannot be used above a certain amount. For example, 
if an additional issue of $35,000,000 in silver dollars was made one might expect 
practically all of that to gravitate to the banks; let us’ say the whole of the 
$35,000,000 does. Well, under that process people deposit silver dollars in the 
banks and the banks’ deposits increase by $35,000,000; their assets in the form 
of silver increase by $35,000,000, and the situation might result where they would 
have a 100 per cent silver reserve against this new $35,000,000 on deposit. That 
finishes the thing so far as they are concerned. They cannot go further on 
that basis. 


By Mr. Tucker: 


Q. Is that quite so? It would be less than that, if they put up bonds or 
assets at the time they got that amount?—A. But they have not got any loan. 


The CuatrrMan: Mr. Tucker, if you will stand we can hear you better. 


Mr. Tucker: I did not really intend to interrupt Mr. McGeer while he was 
making his statement. It means obviously what has been said. We will suppose 
that this silver currency is put out and put into the hands of the banks; whether 
by deposit or otherwise; and supposing they get a thousand dollars and they 
purchase a government bond on the strength of having that thousand dollars of 
silver currency; and then you say we will loan you a thousand dollars against 
that bond. They will take the bond, they are not afraid of taking that bond 
because there is a thousand dollars worth of silver to support it. That being 
so, what you say with respect to this currency becoming frozen through deposit 
with the banks would hardly be correct, would it? 

Mr. Towers: I think that that line of argument is based on a very com- 
plete misconception of—and I say this, Mr. Tucker, I assure you with no dis- 
respect—a very complete misconception of bank operations; which I think was 
clearly evident in the remarks in the house on February 16 and which we tried 
to explain in that memorandum which went on the record last meeting. 

Mr. Tucker: I am prepared to discuss that with you. I think it is a mis- 
conception on your part of what I said. 

The CuarrmMan: Mr. Stevens has the floor. 

Hon. Mr. Srevens: I just wanted to ask if general questioning is going to 
be permitted at this time. I understood that Mr. McGeer had the floor. My 
understanding of the situation was that any member having the floor would 
exhaust his right and then someone else would have an opportunity. We are 
having quite a few interjections. I would like to interject also but I did not 
wish to do so if it is contrary to the desire of the chair and of the committee. 

The CHAIRMAN: That was the understanding, that Mr. McGeer would have 
the floor until he had completed. 
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Hon. Mr. Stevens: Why not let Mr. McGeer get through and then some 


of the rest of us can get the floor afterwards. 


Mr. Krnitry: Just on this point; the impression I got from that is that 


the bank could buy a government bond at 5 per cent and issue a cheque for it, 
and then draw interest on the government bond. Then, what becomes of the 


cheque? Doesn’t it go to the clearing house the next day, and must they not 
_ protect it with legals? On whatever issues they buy now they have only one way 


of doing it. 


Mr. LANpERyou: Where are you going to get the money with which to 


buy the legals with which to protect your bond purchase? 


The Cuatrrman: Mr. McGeer has the floor. Will you proceed, Mr. McGeer. 
Mr. McGerrr: Yes. Now, if we can get back to inflation. 


The CHAIRMAN: Suppose we let Mr. McGeer finish his examination without 
interruption. 


Mr. McGerer: Well, Mr. Chairman, I would like to say this: I have spent 


a good many years of my life trying to inform myself with respect to what I 


think is one of the most important departments of public administration in our 
whole scheme of government. And I want to say this, that in my opinion the 
monetary institution of the United States is the most important, or at least 
one of unquestioned fundamental importance to our whole economy and to the 
whole success of our scheme of democracy, but I would not wish any member of 
this committee to feel, if he wants information during the course of my examina- 
tion, that his request will not be welcomed by me. And I know of no time that 
parliamentarians in Canada can spend with possibilities of more value to this 
nation than spending them in committees of inquiry with the officials of the 
Bank of Canada. 
Some Hon. Members: Hear, hear. 


Mr. McGerer: And I want to say to the members that I do not wish to be 
prolix, but the things that we are dealing with are things httle understood by the 
public, and not very well understood by men who have not given a good deal 
of their own time and thought and study to. My hope is that my work in 
parliament may improve the conditions of this nation; and my only hope here 
is to co-operate with the officials of the Bank of Canada in meeting this horrible 
problem of reducing the cost of public finance and of getting to a place where 
we will have a balanced budget; and to meet the financial expenditures that are 
necessary to give to our people in this dominion some of the things that I believe 
are available if we can only organize a scheme of work and production that 
can be balanced out so that we will not have idle men and idle money in the 
midst of an abundance of resources. And I want to say to the gentlemen who 
are in this committee, I am here to clarify and to improve this situation, not to 
destroy investments, or our bank interests, or any of our institutions that are 
worthwhile. 


Some Hon: Members: Hear, hear. 


Mr, CuBAver: Are you suggesting that silver should still be restricted to a 
five dollar legal tender basis; or is your suggestion that it should be stepped up 


~to a full value basis? 


Mr. McGerr: I would say that the whole proposition of stepping it up 
would be to follow the course that has been followed in the United States. 


Mr. CuieAver: I was just asking so that I might better understand your 
question. 


Mr. McGerr: I think the question that would have to be determined there 
would be the question of value, and Canada is a silver-producing nation. I am 
not convinced in my own mind that we should adopt a dual basis of currency 
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such as exists in the United States, which would be their federal reserve funds 
plus the full legal tender silver certificates, which would give to us in Canada 
a Bank of Canada money plus a full legal tender certificate; but I do think there 
is a field of investigation that is worth while there; and I do say that the only 
real justification for the employment of that kind of money in Canada would 
depend upon its value to the silver-producing industry, as an associate industry 
with the production of gold. 

Mr. Cueaver: In order that I may understand your question, the object of 
the question which you are now directing to the Governor of the Bank of Canada 
relates to a determination of the basis of a restricted legal tender? . 

Mr. McGerr: Purely domestic. 

Mr. Vien: Not domestic; rather, restricted. 

Mr. McGrerr: It is domestic currency because it is restricted in that way; 
and because of the fact that it would be valueless outside of the country. I am 
willing to include the word “restricted” if you like. 

Mr. Viren: Is it your intention—and this was Mr. Cleaver’s question—is it 
your intention to remove the restriction as to the amount of silver that can be 
offered as legal tender in Canada? 

Mr. McGsrr: I thought I answered that question categorically. 

Mr. Vien: I did not get it. 

Mr. CLEeAvER: Your question cannot be directed to a basis of silver used as 
legal tender 100 per cent within Canada and $5 outside of Canada. 

Mr. McGerrr: I am dealing with the curreney as it is. 

Mr. Cieaver: Why restrict it to $5? 

Mr. McGensr: I do not. 

Mr. Cieaver: Copper coins are legal tender up to 25 cents; nickel coins are 
legal tender up to $5; and silver coins are legal tender up to $10. 

Mr. Vien: You want to leave it at $10? 
Mr. McGernr: I do not want to change that at all. 
Mr. Vien: Right. 


By Mr. McGeer: 

(). The question I put before this discussion broke was, would there be any 
difference in the expansion of a silver currency in result in the field of inflation 
than would come from the expansion of bank deposits? 

Mr. Towers: If I may answer that in this way; and I apologize for 
elaborating a question, Mr. McGeer; I think that question can be answered better 
if it is put this way: Would there be any difference between the situation which 
would result from expansion in silver currency restricted as it now is, or through 
the expansion of Bank of Canada notes? : 

Q. But bank deposits, I said?—A. I don’t relate those two. I am sorry, 
but the expansion of— 

Q. Now, Mr. Towers, just let me qualify my question, because I cannot see 
any confusion there. You have told us here, the other day, that bank deposits 
were the money upon which 95 per cent—or, that 95 per cent of our publie and 
private business is transacted in Canada?—A. Yes; but, of course; bank deposits 
can only expand if additional Bank of Canada notes or deposits reach the hands 
of the chartered banks; and that was why I made that comparison as compared 
with silver. 

Q. Now, I would ask you—and I would like to get my question answered if 
I can—what the result in the field of inflation would be if the inflatoin came 
through the issue of subsidiary coins, through an increase in the issue of sub- 
sidiary coins, or an increase in bank deposits?—A. An issue of subsidiary coins? 
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Q. That is, silver money?—A. Silver money can only produce an increase 
in bank deposits to the amount of the additional issue of silver coin. 


Some hon. Mremsers: Hear, hear. 


By Mr. McGeer: 


Q. The increase in bank deposits will only increase bank deposits by the 
amount of the increase of bank deposits, wouldn’t it? 


Hon. Mr. Lawson: That is obvious. 


Mr. McGerrr: You increase silver coin and necessarily that will increase 
bank deposits by the amount of that increase in the issue of silver coins; exactly 
the same thing takes place if you increase bank deposits. 


Mr. Lanperyou: No, if you increase the note issue. 
Mr. McGeer: We are not dealing with note issue. 


By Mr. McGeer: 

Q. If I increase the issue of silver coins a thousand dollars it goes into 
circulation and comes back to the bank as bank deposits, and the bank deposits 
increase by that amount, do they not?—A. Yes. 

Q. And if I increase bank deposits and they go out into circulation by the 
cheque system that cheque can be used for the purchase of bonds and the result 
is that we have an increase of $1,000 in our bank deposits whichever course we 
resort to?—A. In the case of the increase of bank deposits you mention, that 
arises from another cause; that result can only be based on as increase in cash 
reserves. 

Q. Let me put it to you this way: The government issues $1,000 in bonds 
to meet bank liabilities, we will say; and it exchanges it for $1,000 in silver coins. 
That would be an increase in the money in circulation to $1,000, wouldn’t it?— 
A. Yes. 

Q. The government issues a $1,000 bond and takes in exchange for it a 
deposit in one of our banks; that would increase the bank deposit by $1,000; 
wouldn’t it?—A. Yes. 

Q. Now, if the government exchanged that bond for a bank deposit, you get 
back your $1,000 with inerest, don’t you?—A. Yes. 

Q. If the government instead of issuing the bond met the bank liability of 
$1,000 in silver money the cost to the government would be the cost of minting 
the silver bullion into silver dollars, would it not?—A. We have got right back, © 
of course, to the remarks I made at the commencement of the meeting to-day, to 
which I can add nothing except that there is now this difference that the silver 
currency as issued could not be legal tender for us; therefore, it would not be 
eligible in chartered bank cash reserves; and therefore it could not provide the 
basis for a subsequent expansion in deposits. 

Q. Yes?—A. Therefore, that removes certain of the inflationary features. 

Q. Yes—A. We then come, roughly, back to the point which was suggested 
by Mr. Tucker on February 16, and which was dealt with by the memorandum 
which I put on the record at our last meeting. 

Q. Yes. Now, to come back to it, we now come back to the question of the 
depositor’s liability. I mean, there is no question of a doubt about it; that 
the cost with respect to $1,000 in silver money would be far less than its money 
value?—A. Right. 

Q. Yes. So that the actual mechanics of that operation of issuing the 
silver money would ‘be cheaper to the government actually than it would be 
exchanging for a bank deposit; you will agree with that? The ultimate end 
might be different, but in the end it would be cheaper?—A. Immediately, at the 
time, it would be cheaper. 
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Q. At the time, it would be cheaper. Now the taxpayer comes in; with © 
respect. to every expenditure by the government he is the person ultimately 
responsible for the repayment of any of the debts the government creates; isn’t 
that right?—A. Yes. 

Q. Now, if the government issues interest bearing bonds and exchanges 
them for bank deposits, the taxpayer must repay?—-A. And the taxpayer, of 
course, also receives the interest from the government. 

Q. Quite true; but the taxpayer must repay, both the bond and the inter- 
est?—-A. And he also receives the interest. 

Q. We will deal with that later. The question I want answered is, that the 
taxpayer must repay the face value of the bond plus the interest charges, 
whatever they are?—A. Yes, he must repay the face value of the bond plus 
whatever interest charges there are. 

Q. All right. We will deal with that a little later. If the banker takes that 
bond and exchanges it for a bank deposit and he receives all the interest paid, 
doesn’t that increase the profits of the bank?—A. Not necessarily, because pre- 
sumably he pays out again interest which he received, he pays it out in 
operating expenses and interest to the man who is the holder of the deposit. 

: Q. In any event I think we have come to the understanding that subject 
to what the taxpayer receives he must pay back $100 or $1,000 and interest 
payment; you will agree that that has to be repaid?-—-A. Yes. 

Q. And it has to be repaid by the taxpayer?—A. Yes. 

Q. Well now, if the government issues money in the form of silver the tax- 
payer doesn’t have to pay it back, does he?—A. I would think that the tax- 
payer, regarded as the people as a whole, which perhaps is a fair statement, 
gives his silver or material to the government in return for a silver dollar; and, 
considering the government and the taxpayer as one, it is very difficult to get 
ahead of the game that way. 

Q. But as a matter of fact the difference is simply this, isn’t it, Mr. Towers; 
when the government issues an interest-bearing bond the proceeds of the interest- 
bearing bond are paid out of the taxpayers for materials, services and whatever 
they give the government?—A. Yes. 

Q. So that there is no difference in what the government receives in that 
connection from what it would receive from the issue of silver dollars?— 
A. There might be this difference, of course, that in the first case we mentioned, 
presumably the ultimate holder of the deposit can get some interest on it. 
| Q. Yes?—A. In the case of the issue of silver dollars in considerable 

quantity, in a greater quantity than was needed, he might find that he could not. 

Q. But that would only come when the redundancy of silver was so 
increased in volume that inflationary tendencies would have set in?—A. It 
might not ‘be inflationary tendencies. It might simply be an effort to get away 
from silver, so to speak. 


Mr. Curaver: I do not want to interrupt your train of thought, Mr. 
McGeer, but I should like to ask you a question. 


The CuarrMAN: Please stand up so that we can hear you. 


Mr. Cuinaver: Yes. If you keep on issuing silver currency in large 
amounts, to the amount of, say, $35,000,000 which would obviously be far 
in excess of the public need for silver currency, when we restrict it to a ten 
dollar legal tender value, would you not encounter then the danger of the 
fe ee ae being deflated or discounted down to the point of its actual metal 
value? 

Mr. McGerrr: I would say that would depend, of course, upon the inflation- 
ary results. You can never have any consequences of that kind in any cur- 
rency until the volume of the currency in general circulation rises to the 
point where it disrupts the price level and brings about an uncontrollable 

[Mr. Graham Ford Towers.] | 
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inflationary condition. If you will follow what I am going through, you will 
re what I’ mean. Bank deposits are not legal tender at all. When you come 
to what I am dealing with, you will find that it is the two forms of currency 
which we use, one of which has a restricted legal tender power; the other, 
‘that is bank deposits, has no legal tender power at all. As a matter of fact, 
from the point of view of currency with legal tender power, the bank deposit 
eu is the least— . 


Mr. Lanperyou: Hear, hear. 
: Mr. McGrrr: —gifted of all our forms of currency, and yet it is with that 
| form of currency that we do 95 per cent of the nation’s business, 
. Mr. Donnetty: Would you mind telling us what happened in the United 
. States when they increased the silver currency over there? | 
| Mr. McGerrer: What is that? 
. Mr. DonneLty: What happened in the United States by their increase of 
silver currency over there? 

Mr. McGrrr: I think it has failed lamentably to increase the price 
level. I mean, notwithstanding the fact that there has been an increase during 
the Roosevelt regime of, I think, more than a billion dollars in the silver 
currency medium of exchange over there, and notwithstanding everything that 
they have done or tried to do to get prices up within the range they had been, 
the 1928 price level— 

Mr. Lanpgeryovu: 1926. 


Mr. McGerrr: Or the 1926 price level—they started with 1928 and then 
_ went to 1926—those inflationary forces have not obtained at all. 


Mr. Donneuuy: The silver dollar in the United States has not depreciated 
as compared with the other. 


Mr. McGzuer: No. 

Mr. Tucker: It has legal tender value there. 
Mr. McGerr: It is made full legal tender. 
Mr. Vien: That is the point. 

The CuarrMaAN: Order, gentlemen. 

Mr. McGererr: That is not the point at all. 


Mr. Tucker: You have stated that if the government issued a silver 
dollar and paid it out, the person it paid it out to would presumably pay 
goods and services for it, and you implied by that that in some way that was 
different from when they borrowed the money and paid it out. The difference, 
as I see it, is in real goods. If the silver dollar is paid out for goods and 
services, the taxpayer gives goods and services once. But if the money is 

- borrowed and paid out for goods and services, the taxpayer gives goods and 

- services when he gets the dollar from the bank deposit, and he has also got 
to pay it back when he comes to pay the dollar back again. So that in one 
case the taxpayer is paying twice, and in the other case the taxpayer is 
paying only once. | 

Hon. Mr. Lawson: His services are discounted 50 per cent. When he 

gives 100 cents worth of services for 27 cents worth of silver, his services were 
discounted 73 per cent. 


Mr. Tucker: He is as a matter of fact, giving services in exchange for a 
bank deposit. In other words, what Mr. McGeer is getting at is that the gov- 
- ernment, by issuing fiat money to the extent, as I understand it, of 73 per 
cent, is gaining that much on the taxpayer—or, I should say, is gaining that 
much on the person they pay the money to. 
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Mr. Towers: I cannot quite follow that, because there seems to be a 
double operation there in respect to the taxpayer, in that alternative method 
you suggest. 

Mr. Tucker: Not in both cases. 


Mr. Towers: In the case of the government borrowing the money for its 
requirements, as you say, it uses that money as it would any other money. 
Having ‘borrowed the money it, in due course, shall we say, proceeds to pay 
it back. In the meantime it has paid interest to the taxpayers, who are the 
country as a whole; and, in due course, the full debt has to be paid back and 
it will tax the taxpayers, who are the country as a whole. So that what you 
have there is a shift between various members of the community. If it were 
done by the issue of currency to a point where the currency depreciated in 
value in terms of goods, again you have that shift between various members 
of the community as a result of the inflationary process. Or if it were done 
in another way, as you suggested on February 16, by issuing money and offset- 
ting the inflationary effects, through forcing an increase in the legal minimum 
cash ratio, there again you have a tax on the people. 

Mr. Tuckesr: I should just like to state the point that I should like you 
to deal with. If you only increase your actual money in circulation—that is, 
where you issue it as I suggested—and that money you issue shall be only good 
for further bank deposits on a 100 per cent basis, so that when you issue the 
‘money in whatever way you suggested it, you only issue that much money, to 
the extent of, say, $1,000. There is no difference, in the inflationary effect, 
between the issuing of $1,000 and borrowing $1,000 and creating that bank 
deposit; that is, so far as its effect on prices is concerned. If the government 
does that, it avoids having to pay interest on that $1.000. So far as its 
being a tax on anybody is concerned, here is a point where I think your 
memorandum was incorrect, with all due deference. That $1,000 that it was 
issuing can be deposited in one of the chartered banks and used on a dollar 
for dollar basis to make loans or to make investments upon which the bank 
can earn interest. It may have to pay 14 per cent to the depositor on that 
$1,000 when it is deposited, but it should be able to earn or does earn perhaps 
5 per cent, 6 per cent or 7 per cent when it loans the money out. If you say 
that the banks cannot do business on that basis, I say to you that when they 
redeposit, when all their business is on that basis, or roughly all—because on 
all their time deposits they have to pay 14 per cent—they do not have to 
pay any more on the $1,000 that is redeposited on this basis that I suggest 
than they would on any other basis. You suggest it is an unbearable tax on 
the banks. I suggest that there is no tax there at all. There is no difference, 
except this, that you prevent the banks from doubling up to the extent of ten 
to one. That is where I think there is a misconception. 


Mr. Towers: I am very glad that you brought that up, Mr. Tucker, 
because your suggestion was that the thing might eventually be extended to go 
on, as you say, to a 100 per cent basis. On that basis, the banks, shall we say, 
would have two and a half billion dollars in deposits and two and a half billion 
dollars in cash. They could not make any loans. They could not make any 
investments. | 

Mr. Tucker: I do not understand why they could not. We will 
suppose— 

Mr. McGrrr: Mr. Tucker, may I suggest that even if we go into that now, 
it will also have to be gone into when we come to deal with the use of bank 
deposits; and that it is not helping us to deal with the question of inflation, as 
it has already been dealt with on the record. I mean, when we come to the use 
of bank deposits, then I think we would get into a full discussion about that. 


Mr. Tucker: Of course, you are dealing with bank deposits just now. 
[Mr. Graham Ford Towers.] 
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Mr. McGerrr: No. But we were dealing with bank deposits with reference 
to the question of inflation. That is what I wanted to get on the record. 
q Mr. Lanperyou: I should like to ask Mr. McGeer a question. There 
seems to be some doubt in the minds of members here as to establishing and 
maintaining the value of the silver currency which you have suggested should 
be issued. Some have suggested that it would depreciate until it was only worth 
the intrinsic value of the silver content. What is the intrinsic value of the bank 
- deposits that you have mentioned? 

Mr. McGeer: Pen and ink, plus the credit value of the going concern 
activity. 
Mr. Towers: The amount of assets of the bank. 
Mr. Kinury: The confidence of the people. 


Mr. McGerrr: I think, if you will let me say this, the basis of all banking 
in our system is this— 


The CHamRMAN: Order, please. 


; Mr. McGeer: What I should like to say is, that if the committee would 
appreciate my point of view on basic values, or basis of values, it probably 
would have a little more sympathy with my ideas. I think the value of money, 
whether it be gold, silver, bank deposits or paper currency—just as I believe 
about the value of every other thing of representative or real worth—is de- 
pendent upon the going concern activity of the nation. If the going concern 
activity of the nation ceases, there is no form of fixed values that can have, in 
themselves, any value. 

Mr. LANpERYovu: Let me put it this way— 


Mr. McGerer: Therefore, I think we have covered the point which you 
raised, Mr. Landeryou— 


Mr. Lanpgeryovu:. No. 


Mr. McGrer: —in stating this, that there can be no destruction of the 
value of silver currency or any other form of currency unless its issue, in rela- 
tion to the general needs of the going concern activity of the nation, becomes 
redundant and in excess of what is needed. The amount of currency which 
must be issued in excess of the needs of the nation before the disastrous inflation- 
ary depreciation of values of money can come, is indicated by the German 
experiment in 1923, when that nation, organized as between banker and govern- 
ment, undertook, through a process of designed inflation, to liquidate its internal 
debts. To do that, the German bank, the Reichsbank, which controlled the 
issue of the mark, was compelled to increase the issue from thousands to tens of 
thousands, to millions, to billions, and then into trillions. 


Mr. Lanperyou: You suggest it was deliberate inflation on their part? 


Mr. McGerr: Deliberate inflation and designed inflation. It is merely 
an example of what a government and a banking system, co-operating, can do, 
when they go out to liquidate internal debts by destroying the value of its 
currency. But what I should like to point out to the committee is that it was 
only when, through the deliberate action of the Reichsbank and its operator, who 
was then Dr. Schacht, it increased the issue of marks into figures which were 
such that I do not know that anyone has them, but they went into— 


Mr. Lanperyou: Trillions. 
Mr. Coutpweiu: Astronomical figures. 


Mr. McGeer: Yes, astronomical figures. But that shows you how difficult 
it is to destroy the value of currency by inflation; and at the same time the 
German program involved a deliberate raising of prices. 


Mr. LAaNpEeryou: Hear, hear. 
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Mr.. McGerr: Then, as contrasted with that experiment of 1923, we had. 


the rittenmark. Then came the controlled program of inflation whereby Germany — 
was able to put a system of regimentation and control into effect and to finance — 
a new national power. So anyone who is a student of money, and who wants — 


to get an idea of inflation, can examine that inflationary program of 1923. Let 
him examine the inflationary program of the rittenmark. Then let him examine 
the controlled inflationary program of 1933 to date. The ultimate outcome 


of that we do not know as yet, but we do know that there is such a thing as ~ 
uncontrolled inflation and controlled inflation, which can be used to destroy — 


the value of currency or which can be used to build the power of a nation. 
Mr. LanpEryovu: Hear, hear. 


Mr. McGerrr: If I might come back to the point of the difference in infla- | 
tion of silver money and bank deposits, I state as a fact that there would be ~ 


no difference in inflationary results whether the increase of the medium of 
exchange came from the issue of subsidiary coin or whether it came from an 
issue of bank deposits. 


Mr. Towers: Assuming that the increase in deposits in each case was the — 


same, the effects, I assume, would also be much the same. 
Mr. McGerer: That is all I want. 


Mr. Vien: But Mr. McGeer, must you not distinguish between silver coin, 
the legal tender value of which is fixed at $10, and a silver dollar certificate 
issue which is legal tender to the full face value of the certificate? 


Mr. McGerer: Might I just say this— 
Mr. Howarp: Could we just hear Mr. Towers’ answer? 


Mr. McGernr: He said there would be no difference providing the volume 
of bank deposits increased to the same amount. I take that to mean,—to 
clarify it for the benefit of members of the committee,—providing the volume 
of the medium of exchange in circulation increased in the same proportion 
from the issue of silver money as it did from the issue of bank deposits? 


Mr. Towers: That is true. The part that I did not deal with, of course, 
was the position of the banks, in the case of the additional issue of silver. I 
left that aside, thinking that you did not want to deal with it. 

Mr. McGerr: No. I think we are dealing with one thing. I should like to 
answer Mr. Vien’s question. If I were dealing with an issue of Bank of Canada 
notes, which is full legal tender, and were contrasting with that an issue of 
subsidiary coin, which was only part or limited legal tender money, then it 
would be necessary for me to show the difference, as you suggest; resulting from 
the use of legal tender money restricted and legal tender money unrestricted. In 
this instance I am dealing with two forms of medium of exchange, one, bank 
deposits which are not legal tender at all, and the other subsidiary coin which 
is partially legal tender. If I might get my idea before the committee, the 
issue Of bank deposits has less value to the receiver of bank deposits than issu- 
ing legal tender money in the form of subsidiary coin, because bank deposits 
need not be accepted by anybody for any amount. 


Mr. Cieaver: What do you mean by “the issue of bank deposits”? Do 
you mean a person going into a bank and making a loan and then depositing 
the money in the bank? 


Mr. McGerer: No; I mean that a bank deposit can be created in this way: 
The government can take a bond to the bank and hand that bond to the bank 
as the bank’s property and receive an exchange from the bank, an entry in 
the banker’s books, which is a credit entry, giving to the government a deposit 
value of the face value of the bond or purchase price. 


Mr. Cueaver: In other words, the government borrows the money? | 
[Mr. Graham Ford Towers.] 
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Mr. McGurr: It exchanges the bond for a credit liability in the bank which 
the bank creates on a legal reserve of $5 in cash or $100. In other words, the 
bank receives from the Bank of Canada $100 in legal tender cash. Under 
_ banking practice the bank can issue a deposit against that up to the value of 
$1,000? Is that not right? 

a Mr. Towers: I would not put it quite that way. You mentioned that the 
- bank might acquire investments or loans and as a result’ of doing so that would 
add to its deposits by an equivalent amount assuming the recipient will leave 
- the money with the bank. But may I point out two things: One is that the 
_ banks are forced to pay their depositors in legal tender if they so demand; and, 
_ two, that process of the government, so to speak, borrowing from banks or selling 
bonds to them which results in an increase in the bank’s deposits, should hardly 
4 be regarded as a continuous one or as the way in which the government normally 
does its financing. That may happen and that does happen during a period 


= 


- of monetary expansion. Whether it happens or not of course depends on the 

central bank. But regarded as a way in which the government does all its 
4 financing or as a continuous process, would get us into quite a wrong conception. 
_ As a matter of fact, by and large, that process has not taken place since the 
: end of 1936, and we are now in 1939. | 


By Mr. Landeryou: 

| Q. You say this procedure had happened before 1936; in other words, they 
have been trading that credit at the commercial banks?—A. The other way of 
putting it, is to say that the banks have added considerably to their investment 

portfolio. ? 

| Q. The credit they use to purchase these bonds is not the bank deposits 
or the savings of the people, it is a credit created by the bank?—A. No, it 1s 
that money which is now the savings of the people, so to speak. The bank in 
purchasing the bond places, shall we say, $1,000 to the credit of the govern- 
ment, if a process of expansion 1s eoing on, otherwise, the bank would not pur- 
chase additional bonds. 

Q. Do they use the people’s savings to purchase that bond?—A. I would 
put it the other way. I would say they purchase the bond by placing $1,000 
to the credit of the government. The government spends the money. The people 
who receive that money put it into their savings accounts with the banks. Those 
savings accounts then are an asset of the depositors but a liability to the banks. 
Against that deposit the bank will hold $1,000 in government bonds so that it 
can respond to the liability if need be. 

Q. Yes, but I cannot get the question over to you. I am not suggesting that 
there is not a $1,000 bond behind the deposit. It may be in the bank. But in 

. the first instance, when the government delivers a $1,000 bond to the bank what 

does the bank use to purchase it with? Is that the creation of additional money? 

 __A. It is the creation of additional money. 

Q. And it is costless to the bank the moment they create it. I am not 

talking about where they pay interest on deposits, but at the moment when 
they create it?—A. No, it is the assumption of a $1,000 liability by the bank. 

Q. In other words, what stands behind the $1,000 bond that the govern- 

- ment gives to the bank?—A. The credit of the country. 

Q. The word of the people to pay?—A. Yes. 

| Q. Then on the word of the people the bank monetizes that for $1,000?— 

A. Roughly speaking, yes. 

Q. Then the money is created by the bank upon the word of the people 
to pay in the future a certain amount?——A. 1 wonder if it would be reasonable 
to suggest that we should always refer to it as creating a liability. The bank 
assumes $1,000 liability. 
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By Mr. Tucker: 
Q. They exchange liabilities?—A. Yes. 


By Mr. Landeryou: 

Q. You say, in the final analysis, they have created a hability. It is.the 
liability of the people, though, in the final analysis—A. The asset of the bank 
is the liability of the people. The liability of the bank is the asset of the people. 

Mr. Tucker: They exchange liabilities. The bank assumes an obligation 
to pay $1,000. It has always beat me to understand why the government 
should exchange liabilities like that and pay the bank at its own creation a fee 
for monetizing its credit. 


By Mr. McGeer: 

Q. This is an argument, after all, gentlemen, and what I am trying to get 
on the record is the distinction, if there is any, between the inflationary result 
by the increase of the volume of medium of exchange through the issue of silver 
currency as contrasted with the result of increasing the volume of medium of 
exchange by increasing the bank deposits?—A. As I said before, if the issue of 
additional silver currency results in, say, an increase of $100,000,000 in bank 
_ deposits, or, comparing with the other method, if as a result of a policy of 
monetary expansion, or whatever reason you like to put, that produces an increase 
of $100,000,000 in bank deposits, the increase in each case is the same. ie 
naturally, see no difference. Although in the silver case the bank will be holding 
that $100,000,000 of non-legal tender silver,—restricted legal tender silver. 

Q. If it increases $100,000,000 of bank deposits that lie in the savings 
accounts, they are also stagnant of their own weight, are they not? If the 
increase in bank deposits, independent of the issue of silver money, results in a 
surplus of bank deposits which lie in the savings bank accounts, they also are 
dead, are they not?—A. Yes. 

Q. No deader than an excess of silver currency would be?—A. The facts 
are two; with the additional issue of silver currency you have your increase in 
bank deposits. Those may be dead. Under the other system you also have a 
similar increase in bank deposits. Those may be dead. I see no difference 
between those things under similar circumstances. | 

@. I want to come down to the expansion of bank deposits which have been 
very substantial in the last seven years; is that not so?—-A. Yes. 

Q. At the bottom of the depression our Canadian bank deposits totalled 
$2,322 ,000,000? 

Mr. Vien: What are you reading from? 

Mr. McGrrr: Page 21 of the February, 1939, statistical summary of the 
Bank of Canada. 

Mr. Lanperyou: Could you go back further than that? 

Mr. McGerr: I shall go back to 1914. You will find that figure set out in 
the statement which I had printed in the record of our last meeting. At pages 
21 and 22 in the statistical summary of the Bank of Canada for February, 1939, 
the total of Canadian bank deposits was $2,322,000,000? 


The Witness: Including foreign deposits. 


By Mr. McGeer: 
Q. Yes. Then the $312,000,000 would reduce— —A. The Canadian deposits 
in that second year—$1,958,000,000. 
_ Q. And in 1939 our deposits had increased to $2,954,000,000?—A. Or again 
using the Canadian figure—$2,514,000,000. , 
[Mr. Graham Ford Towers.] 
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Q. Which would give us a round figure increase of $600,000,000?—A. Close 
to it. | 

Q. So that we have had an expansion of bank deposits in Canada at the 
rate of $100,000,000 a year over that period. Is that correct?—A. Yes. 
: Q. Has that increase. of $100,000,000 a year produced any inflationary 
consequences? 


Mr. CurAver: No; but has it done any good? 
. Mr. McGerr: We will deal with the other feature. 


By Mr. McGeer: 

(. Has it produced any inflationary consequences?—A. The price-level is 
slightly higher than it was at the depths of the depression, but that it has 
produced any distinctly inflationary consequences, no, not so far. 

Q. In 1932 the holdings of dominion and provincial and other securities 
was $696,000,000, was it not?—A. Just about that in 1982. 

Q. That figure increased in January, 1939, to $1,454,000,000?—A. That 
includes other securities as well, apart from dominion and provincial. 

Q. Well, the total of the dominion and provincial securities in 1932 was 
what?—A. $490,000,000, and at the present time about $1,200,000,000. 

Q. This security holding is in the main dominion and provincial?—A. Yes. 

Q. Am I right in concluding, Mr. Towers, from those figures, that the 
increase in the Canadian bank deposits since 1932 resulted from the acquiring 
of dominion and provincial securities during the same period of time by the 
banks?—A. Yes. 

Q. So that we have since 1932 increased our dominion and provincial debt 
to the banks by just the amount that they have increased their bank deposits? 
Is that right?—-A. I am sorry I did not get that question, Mr. McGeer. 

Q. Since 1932 our dominion and provincial debts have been increased in so 
far as they are held by the banks by just the amount of the increase in the bank 
deposits?—A. That is approximately the case, yes. 

Q. Now, the. interest rate is paid to the banks, is it not?—A. Yes. 

Q. All that has happened in that transaction is that the banks have taken 
dominion and provincial securities into their portfolios and increased their 
credit liabilities through their bookkeeping entries, plus the liabilities on them 
that these bookkeeping entries incur?—A. Yes; I assume we take the book- 
keeping entries seriously as a liability, though. | 

Q. Oh, absolutely. Now I am going to deal with that question of 
liability, because you put quite a lot of stress on it. For instance, a few 
minutes ago you told me that a holder of a bank deposit, if he demanded it, 
could secure legal tender cash?—-A. Yes. 

Q. You told me that, did you not?—A. Yes. 


Mr. Viren: Do you agree with that? 


Mr. McGerr: I certainly do not. Theoretically that may be so. But I 
want you to just follow this kind of a proposition. 


By Mr. McGeer: 

Q. The banks’ liability to the Canadian depositors as of January, 1939, was 
$2,501,000,000 exclusive of their liability on foreign deposits?—A. Yes. 

Q. That is all convertible into legal tender cash?—A. Yes. 

Q. How much legal tender cash have the banks?—A. $269,000,000. 

Q. How much legal tender cash, under the Bank of Canada Act as 1t 
stands now, can you issue as the Bank of Canada?—-A. How much? 

Q. On your gold reserve?—A. The gold reserve provision, as you know, 1s 
25 per cent of our liabilities in the form of notes and deposits. 
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Q. Yes, but you have a certain holding of gold?—A. Yes; that is a little 
over $200,000,000. 


Q. How much is the maximum of legal tender cash that you can issue for 


banking purposes on that reserve of gold?—A. A total of $800,000,000. 

Q. That is the maximum amount that you can’ issue?—A. Subject. to the 
Governor in Council suspending the gold reserve requirements. 

Q. And if you had that issue you would have nothing but a straight paper 
currency?—A. The ratio of gold reserve would be lower. Presumably the gold 
would still be there. 

Q. Can you tell me how you can convert $2,501,000,000 of bank deposits 
into $800,000,000 which is your maximum?—A. Subject to the suspension of 
the gold reserve requirements. In the event of all the depositors in Canada 
wishing to withdraw their deposits from the banks in legal tender, and presuming 
they put it in their mattresses, because that is the only reason people do those 
things, I would say that ways and means would be found of filling their require- 
ments, by suspension of the reserve provision if necessary. 

Q. And by issuing a straight national paper currency’?—A. Right. It 
would have no effect from a national point of view because people would simply 
put it in their mattresses or in holes in the ground. } 

Q. Is this not a correct statement, that under our system we legalize a 
method of trading long in credit and short in legal tender cash and gold 
reserves as the basis of operating our present debt-claimed monetary system?— 
A. That is a phrase that I am not familiar with—it is my own stupidity, I 
am sure. 

Q. I will eliminate the ‘“debt-claimed” part—A. Right. The business of 
banking always has involved operating with a small amount of cash, what 
the bank thought was safe in relation to demands likely to be made upon it; 
and implying the possession of certain assets and the assumption of certain 
liabilities. That is the business of banking. : 

Q. Certainly—A. Properly administered, it is the business of banking; 
that is all that can be said about it. 

Q. What I want is the fact. Is it true that we have legalized a system of 
trading long in credit and short in cash and gold as the basis of our operating 
system?—A. Long in liability, if that is what you have in mind by credit—long 
in assets other than cash, and a small amount of cash. And that is banking. 

Q. When we come to the thing which we actually use for money in the 
case of a government bond, it is the credit of the bond that is selling; that is 
the money, isn’t it?—A. A bank may acquire government bonds as part of its 
assets, or it may acquire a loan; it will have a deposit liability on the other 
side. If the bond is good why it is all right; and if it is not, it is too bad 
for the bank. 

Q. Under this system, where the banks can issue a 10 per cent reserve of 
cash to credit liabilities in the form of a deposit to the full value of that bond, 
it is the value of the bond that is taken; that is banking?—A. It is the value 
of the asset that is behind the lability; yes. 

Q. Yes. So that all the banker does is to monetize the government’s credit 
when it requires a government bond?—A. Within limits imposed by law and 
by the operations of the central bank, yes. 

Q. So that the banker does not need money to buy a government bond. 


For instance, if I go to buy a government bond I have got to pay $1,000 in — 


cash, I have got to put it up in cash; the individual has got to have the required 
$1,000 and have it on deposit in the bank, or have it in his hand before he 
gets the bond—A. Unless your credit is good, yes. 


Q. Is there any way by which I can as an individual exchange my credit 


for a bond?—A. Individuals can’t borrow from the government; of course, they 
ean borrow from other sources. 
[Mr. Graham Ford Towers. ] 
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Q. No, no; I have to have cash when I purchase a bond.—A. From the 


government. 


Q. Before I can get a bond as an individual I have got to have accumulated 
the equivalent. value? | 

Mr. Vien: Or borrow it. 

Mr. Towers: Or borrow from a: bank. 

Mr. Lanperyou: You might be able to get it by way of a loan. 

Mr. McGezrr: If I borrow from the bank I have got to have something 


accumulated on which to borrow. I know a little about that. I had to acquire 


$4,000 or $5,000 of security for every dollar I want to borrow before I can get 
it from a bank. 

The CuarrMANn: Order, please. 

Mr. McGrer: Where it is in the form of assets which are convertible into 
money. I have got to have something that can produce $1,000 in cash before I 
can get a $1,000 government bond; but the banker under our system can do it 
with $100 in cash. That is our system.—A. Provided that the depositor is 


‘willing to leave his money on deposit with the bank. 


Q. And, he is?—A. He is, because the bank is solvent. | 

Mr. Tucker: That is because the government is willing to come to their 
rescue and lift the gold reserve. 

Mr. Towers: As Mr. McGeer said earlier, surely we have to regard these 
things as going concerns; the same thing would apply to any of our factories, 
or to any big merchandising establishment. They have to carry a certain 
amount of liability in order to be able to do business. I think in connection 
with all businesses, that, where they are solvent, we have to regard them as 
gvoing concerns. 


By Mr. Tucker: 


_ Q. Isn’t it true, Mr. Towers, that that is what would happen if there were 
any general run on the banks with depositors demanding their money?— 
A. Yes. | 

Q. And it was so in the United States where they operated under a system 
practically the same as our Finance Act; and when Mr. Roosevelt came out 
and said that they were willing to spend any amount of money necessary to 
pay the enormous sums on deposit the situation was cleared up?—A. Yes. 

Q. And is it not a fact that because people have complete confidence in 
the banking system they do not demand their money; just as in the United 
States they are convinced that if necessary the government through the Bank 


- of Canada, if a run of major proportions developed, would provide a sufficient 


amount of money to supply depositors with the last cent they have on deposit; 
isn’t that true?—A. I think people have not been nervous about the banks them- 
selves. I doubt very much if millions of them have ever thought about the 
subject of whether we would afford support; but, if the case arose, I cannot 
‘see why we should not. 

Q. But that remains true, that the government through the Bank of Canada 
stands behind the banking system of this country; and that is why they are 
able to do it. In the final analysis we are behind the banking system.—A. I 
would say that so long as the banking system operates in a proper way and 
maintains its solvency, speaking of all individual banks, that if one assumes 
that because of an unreasonable cause or fear that these banks are being asked 
for legal tender cash, being solvent institutions, and not being pressed through 
any fault of their own, then I would certainly say that the central bank would 
be behind them absolutely. 

Q. And do you suggest in the event of the outbreak of a war causing 
a run on the banks, with everybody wanting their money at once, with the 
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banks quite solvent, do you suggest for one moment that you would not be 
behind the banks in a crisis like that?—A. Of course, and there would be no 
difficulty in putting up security. 

Q. Would you not go into the bank and ascertain its security position?— 
A. That is being done constantly by the Inspector General of Banks, so that 
the information is available at any time. 

Q@. And provided, as you say, that they carry on in a reasonable way, the 
government will pretty well stand behind the banks. 


Mr. McGerrr: If I might return to my question, this is it: 


By Mr. Landeryou: 

Q. Even with the banks being solvent, in the case of a run of major 
proportions, what would happen if the government refused to suspend payments 
in full?—-A. You mean, if the central bank refused to come to their assistance 
in the event of a run? | 

Q. Yes, if it refuses to set aside the gold provision?—A. Assuming that 
the demands were large enough, or that the gold production was restricted— 

Q. Would they be solvent?—A. Yes, they would be solvent, assuming 
they were solvent before; but they would not be able to make payment in legal 
tender in full. 

Q. What is the case if the banks are insolvent?—A. Perhaps we meet a 
difficulty there. The bank must, of course, be able to meet all its liabilities in 
legal tender to the extent that demands are made upon it, or else close its doors. 
In that case it is, so to speak, insolvent in the sense that you mention. 

Q. Yes—A. But, assuming that there was nothing wrong with its affairs 
before, that these demands were wrongly inspired, I assume in due course it 
would be able to liquidate its liabilities, so to speak, 100 cents on the dollar. 


By Mr. McGeer: 

Q. I think you will agree with this proposition, we have never experienced 
in our modern banking system, but if it so happened that people lost faith— 
A. Fortunately that does not happen in Canada. 

Q. If it did happen in Canada, if the same thing were to happen here as 
happened in the United States—?—A. We would certainly deal with the 
situation, 

Q. And you would deal with it in one of two ways, by an adjustment of 
your legal tender, cash that would be supplied to meet the demands of the 
public to allay their lack of confidence?—A. Exactly. 

Q. If that did not allay their lack of confidence you would declare a 
bank holiday and straighten the thing out by parliament?—A. I would be 
inclined to think our recommendation would be that the gold reserve provision 
would be suspended, and the thing would be carried right to a conclusion. 

Q. And if that did not stop the people from demanding their cash and 
wrecked the bank system?—A. By the time they have taken out all their 
deposits in cash that portion of it is over. 

Q. The banking system is gone, as far as the deposit end of it is concerned, 
but in that process it is the action of the central bank and the dominion 
government that provides the cash to meet the dominion’s obligation to the 
banks?—A. Yes, against the pledges of security by the banks. 

Q. The banks would transfer their security to you and you would issue 
money against that?—A. Right. 

Q. And if there were any shortage in these assets in making up the amount 
of cash that was required, and there was an insolvency the banking system 
would lose?—A.. Right. 

[Mr. Graham Ford Towers. ] 
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Q. So that the simple proposition of our banking system today is that its 
main security is the power of the Parliament of Canada to authorize a bank to 
get an issue of money, its whole legal tender money in Canada, independent of the 
gold reserve?—A. I would say that parliament has, first of all, authorized the 
banking system to operate as it does. 

Q. Yes?—A. Secondly, they have set up an organization which would 
determine monetary policy and therefore guide the action of the banks in that 
respect; and, thirdly, they have provided a mechanism which, in case of loss 


- of confidence, would supply the safeguard you mention. 


Q. Then we get down to this proposition, increase the holdings of public 
securities—dominion and provincial. You increase the bank’s deposit, clearly, 
with the acquisition of that type of security, and the chartered banks may 
increase their deposits to the value of those securities, as this record shows?— 
A. Provided that the action of the Bank of Canada was such as to increase 
their cash reserve and enable them to do so; which, as you will see by this 
record, over the years, we have done. | 

Q. Yes. If you increase that value of cash reserve independently of what 
the banks have been doing in the way of acquiring dominion and provincial 
securities you are increasing their deposits?—-A. The first step was the increase 
in the cash reserve. Then that was followed by an increase in the holdings of 
securities by the banks, which in turn brought about an increase in deposits. 
The first step rests right here. 

Q. Yes, and that step was mainly through your purchase of gold, wasn’t 
it?—A. No; it was through our purchase of additional government securities. 

Q. But the increase in the volume of Bank of Canada notes that went into 
circulation was due to your gold purchasing policy in part, was it not?—A. No, 
because we did not add to it until very recently. We did not add to our 
original stock until December of last year. 

The CuHarrMaAN: Just before the committee dispurses, is it your wish 
to meet tomorrow morning? 

Mr. Tucker: Yes, I think we should. 

Some Hon. Mempsrrs: No. 


The Cuairman: It appears as though the majority of the members of the 
committee would prefer not to sit tomorrow. Perhaps we had better adjourn 
to meet again at the call of the chair. 


The committee adjourned at one o’clock p.m. to meet again at the call of 
the chair. 
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Members present: Messrs. Baker, Bercovitch, Clark (York-Sunbury), 
dwell, Deachman, Donnelly, Fontaine, Jaques, Kirk, Lacroix (Beauce), 


In attendance: Mr. Graham Ford Towers, Governor of the Bank of 


Canada. 
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Mr. 


In the absence of the Chairman, Mr. Ross (Middlesex East) moved that 
Vien act as Chairman. 


Motion carried and Mr. Vien took the Chair. 
Examination of Mr. Towers continued. | 
At 1 o’clock the Committee adjourned to the call of the Chair. 


R. ARSENAULT, 
Clerk of the Committee. 
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MINUTES OF EVIDENCE 


House or Commons, Room 277; 
Orrawa, April 14, 1939. 


The standing committee on Banking and Commerce met at 11 am. 


In attendance: Mr. Graham Ford Towers, Governor of the Bank of 
Canada. 

The CierK: Gentlemen, in the absence of the chairman this morning, 
would someone move for the appointment of a deputy chairman? 

Mr. Ross (Middlesex East): I move that Colonel Vien act as deputy 
chairman. 

Hon. Mr. Stevens: I second the motion. 

The CierK: It has been moved and seconded that Colonel Vien act as 
deputy chairman. Are there any other nominations? I declare the motion 
carried. 

The Deputy CuairMAN: Gentlemen, I thank you for the confidence which 
you have reposed in me. I know that I shall not be able to discharge my’ 
duties successfully except with your co-operation, but in that regard I am quite 
sure you will not fail me. 

On the 5th of April, as will appear from report. number 4 of our proceed- 
ings, Mr. McGeer was interrogating Mr. Towers. Are you quite through with 
your line of questioning, Mr. McGeer? 

Mr. McGrrr: Am I quite through? 
The Deputy CHAIRMAN: With the line of questions that you developed? 


Mr. McGeer: No. 
The Deputy CHAIRMAN: Do you desire to carry on now? 


Mr. McGerer: Yes. 
The Deputy CHatrmaN: Your last two questions were:— 


Q. Yes. If you increase that value of cash reserve independently of 
what the banks have been doing in the way of acquiring dominion and 
provincial securities you are increasing their deposits?—A. The first 
step was the increase in the cash reserve. T hen that was followed by an 
‘nerease in the holdings of securities by the banks, which in time brought 
about an increase in deposits. The first step rests right here. 

Q. Yes, and that step was mainly through your purchase of gold, 
wasn’t it?—A. No; it was through our purchase of additional government 
securities. 


We left it at that. 


By Mr. McGeer: 

Q. And your answer to that question, Mr. Towers, was?—A. The answer 
to that last question was ‘‘ No”; because we did not add to it, that is, the gold 
stock, until very recently. We did not add to our original stock until December 
of last year. 

Q. You do purchase the gold product of Canada, do you not?—A. The 
dominion government purchases the product of the mines, and they ask us 
usually to act as their agent in shipping it to the market where they can obtain 
the best price. 
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Q. How is it paid for?—A. It is paid for in Canada by dominion govern- 
ment cheques on their bank account. | 

Q. On their bank account?—-A. On their bank account. The gold itself is 
shipped to New York or London, as the case may be, wherever the best price 
is obtainable. Latterly that has always been New York. The dominion gov- 
ernment then receives in New York the purchase price of the gold in the form 
of balances in an American bank. The dominion government then uses such 
portion of those United States funds as it may require to meet its interest and 
other commitments in the United States or for the purpose of buying sterling 
to meet its interest and other commitments in London. It then has a certain 
amount of United States funds left over because’ its foreign commitments, to 
which I have just referred, are not as large as the total proceeds of gold sales. 


Therefore, some of these funds are surplus to those requirements. The dominion . 


government then instructs us to sell that surplus in the exchange market, thereby 
converting it into Canadian dollars. 

@. So that the only way, as you say, by which the Bank of Canada money 
goes into circulation is in the purchasing of dominion and provincial securities; 
is that correct? That is, outside of your advances to the banks?—A. No, that 
would not be the only way. I did mention that we have since last. December 
acquired some additional gold. It shows on our balance sheet as about 
$25,000,000. | 

Q. When you acquired that additional gold, how was it paid for?—A. We 
paid for it in the same way as we would pay for additional securities or any 
other assets which we might buy by issuing a cheque on ourselves. The net result 


of that on our balance sheet is this: our assets increase by the amount of the . 


securities or gold purchased; the cheque which we issued on ourselves is pre- 
sented at a bank by the person to whom it was given and deposited by the 
bank at the Bank of Canada. That deposit, of course, increases our deposit 
liability. So our assets in the case of a purchase of, say. $25,000,000 additional 
gold, will go up $25,000,000 and our liabilities will increase $25,000,000. 

Q. But if you issued a cheque to a gold-mining company and the gold- 
mining company deposited that cheque with its chartered bank, then that 
chartered bank would present the cheque for, payment or for deposit to their 
account which would be the same thing?—A. That is it. 

Q. But that would give the bank which received the Bank of Canada 
cheque from the gold producer a claim on the Bank of Canada for legal tender 
cash——aA. Yes. ! , 

@. And the bank could use that money which came into its possession 
through the deposit of the gold producer as a reserve for the issue of bank 
deposits and increase them under our law on the basis of twenty to one.—A. It 
would increase the, bank’s cash reserve and give the bank latitude to increase 
its holdings of dominion or provincial securities, or its loans; in turn increasing 
its deposits; yes. : 

Q. And under our Act on the basis of twenty to one?—A. Legally, yes. In 
fact, of course, we do not issue our cheques to the gold producer. 

Q. To whom do you issue them?—A. We do not buy the gold; the 
dominion government, buys the gold. When we have occasion to buy some 
gold, we buy it from the dominion government. 

Q. And you give a cheque to the dominion government?—A. And we give 
a cheque to the dominion government which goes into the dominion government’s 
deposit account. The dominion government, of course, is spending those funds 
so that eventually an increase in our gold holdings, if it is not offset by the 
decrease in some of our other assets, will result in an increase in the chartered 
banks’ cash reserve. 

@. You are conversant, I take it, with the MacMillan report?—A. The 
Canadian? 

Q. The British MacMillan report and the Canadian report?—A. Yes. 

[Mr. Graham Ford Towers.] 
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~- Q. You will recall that they dealt with the manner in which bank deposits : 
‘are created, in that report?—A. Yes. 
B Q. I draw your attention to section 74, which is at page 34 of the report:— 


“Tt ig not unnatural to think of the deposits of a bank as being 
created by the public through the deposit of cash representing either 
savings or amounts which are not for the time being required to meet 
expenditure. But the bulk of the deposits arise out of the action of the 
banks themselves, for by granting loans, allowing money to be drawn on 
an overdraft or purchasing securities a bank creates a credit in its 
books, which is the equivalent of a deposit.” 


' Do you find any fault with that statement?—A. None whatever. 
is Q. As it pertains to banking practice as it is carried on in the dominion 
_ of Canada under our banking system?—A. No. 
if Q. As a matter of fact, that ‘s a true statement of the manner in which the 
- bulk of Canadian bank deposits are created, is it not?—A. That is banking all 
' the world over, yes. aii 
Q. And the same in the United States?—A. Right. 
Q. As a matter of fact, subject to the difference in the amount of cash 
- reserve required, the method of creating bank deposits is the same in Great 
- Britain, Canada and the United States; is it not?—A. Yes. 
ga Q. Under the British banking system there is no cash reserve required at 
‘all by law, is there?—A. That is right, although the British banks operate 

usually on a 10 per cent basis, the same as the Canadian banks operate. 

Q. Did you ever hear of this 10 per cent basis before the MacMillan 
report was published?—A. Yes. | 

Q. Just carrying along with section 74 as to the manner in which deposits 
are used, or referring to the manner and use of deposits, the report says:— 

“ A simple illustration, in which it will be convenient to assume that 
all banking is concentrated in one bank, will make this clear. Let us 
suppose that a customer has paid into the bank £1,000 in cash and that 
it is judged from experience that only the equivalent of 10 per cent of 
the bank deposit need be held actually in cash to meet the demands of 
customers; then the £1,000 cash received will obviously support deposits 
amounting to £10,000.” 


That is our practice, is it not?—A. Yes. 


Q. And our law goes even further?—A. Yes. 
Q. Suppose that the bank then grants a loan of £900; it will open 
a credit of £900 for its customer, and when the customer draws a cheque 
for £900 upon the credit so opened that cheque will, om our hypothesis, 
be paid into the account of another of the bank’s customers. The bank 
now holds both the original deposit of £1,000 and the £900 paid in by the 
_ second customer. Deposits have thus increased to £1,900 and the bank 
holds against its lability to pay out this sum (a) the original £1,000 of 
cash deposited and (b) the obligation of a customer to repay the loan of 
£900. The same result follows if the bank, instead of lending £900 to a 
customer, purchases an investment of that amount. The cheque which it 
draws upon itself in payment for the investment is paid into the seller’s 
bank account and creates a deposit of that amount in his name. The 
bank, in this latter case, holds against its total lability for £1,900 (a) 
the original £1,000 of cash and (b) the investment which it has purchased. 
The bank can carry on the process of lending, or purchasing investments, 
until such time as the credits created, or investments purchased, represent 
nine times the amount of the original deposit of £1,000 in cash. 
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A. If that original deposit was in cash; yes. 
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Q. I mean that is the hypothesis—A. Yes. 


Q. And deposits are used in that way to finarice the purchase of securities 
by the bank?—A. I think that what you have read there states the contrary. 
In other words, so long as people are willing to take the cheques which it issues 
and leave the proceeds on deposit with the bank, that bank can acquire addi- 
tional assets in the form of securities or Joans until it has built up a deposit 
structure which bears a relation of ten to one to the cash heud. I think perhaps 
it is a question only of phraseology, but rather misleading to say that the bank 
uses its deposits to buy things, because, of course, the deposits are its 
habilities. 

Q. Yes, but according to this report, which I think is recognized throughout 
the world as probably being—to use Sir Josiah Stamp’s own phraseology—“ the 
best work on monetary economy in print to-day”’— —A. I ‘agree absolutely 
with what you have read from the report. 

Q. —that report states definitely that the bulk of deposits are made 
and developed by issuing credit entries in the bankers’ books against a reserve 
of cash of 10 per cent including cash deposited by depositors?—A. I do not 
quite see the latter distinction. . 

@. Let me read this again—A. A cash reserve of 10 per cent—that really 
is all that need be said about that. 


By Mr. Macdonald: 
Q. But the deposits are all a liability2—A. The deposits are a liability, 
yes. 
By Mr. McGeer: 
Q. But I am dealing with this particular statement in the report: 


A simple illustration, in which it will be convenient to assume that 
all banking is concentrated in one bank, will make this clear. 


Let us suppose that a customer has paid into the bank £1,000 in cash, that is 
£1,000 in cash which does not belong to the bank at all, according A. Excuse 
me; it does, Mr. McGeer. As soon as the customer has paid it in and has 
received a credit on the books of the bank for the £1,000, that deposit of the 


customer with the bank is the customer’s asset. The cash becomes the bank’s 


asset. 

Q. Becomes the property of the bank?—A. Right. 

. And that is because of the banking practice?—A. Yes. 

@. And all the bank gives to the customer to transfer that cash which he 
has deposited from his ownership to that of the bank is a credit entry in the 
bank’s books?—A. Do those entries by force of law and custom mean nothing? 

(). I am not saying that they do not mean anything; I am saying that that 
is what happens. You agree with me that that is a fact?—A. It must be clearly 
stated that the customer has received value. 

Q. No, no; I asked you a plain question, if it was not a fact that when a 
customer of the bank deposited £1,000. in cash that that cash became possessed 
by the bank and that what the customer received in exchange for it was a credit 
entry in the banker’s books which made the bank liable to the depositor for 
£1,000?—-A. Right. The bank had bought his cash in exchange for a deposit. 

_ Q. In other words, the bank exchanged for £1,000 in cash a credit entry 
which constituted a promise to pay £1,000 on demand?—A. Right; a promise to 
give back that £1,000 in cash whenever the depositor wanted it. 

Q. Not quite that—A. Well, £1,000 of legal tender. 

[Mr. Graham Ford Towers. | 
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By Mr. Macdonald: 
Q. Is it not more of a loan? You said it was a purchase?—A. In a sense 
you might more accurately describe it as a loan. 
Q. The bank pays interest on it?—A. Yes, often; not always. 


Q. It may or may not?—A. That is by arrangement with the customer. 

Mr. McGerrr: I do not quite follow what you mean, Mr. Macdonald, by 
saying that it is more of a loan. It is a straight transfer of one type of asset 
in exchange for another type of asset. It has no semblance or feature either in 
fact or in law of a loan. 

Mr. Macponatp: Is there not a promise to repay on demand. 
Mr. McGeer: That is not a loan; that is a bill, which is a very different 
thing. If I took a stock of goods and put them into a storehouse I could 
promise re-delivery of those goods whenever I called for them, but nobody 
would suggest that that was a loan. 


; By Mr. McGeer: ae 3 
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By Mr. McGeer: 
: Q. Now, Mr. Towers, I should like you to follow this through: The promise 
_ to paya depositor a thousand pounds on demand requires in England no security 
~ in law at all?-—-A. No legal minimum cash reserve. 
No. I mean, outside of the promise of the bank to pay, there is no 
- other liability to pay?—A. No, but, of course, I assume that they keep an eye 
- on the banks to make sure that that promise can be fulfilled. 
Q. Of course, you know that in the course of banking in England some 
- 600 have gone under where that promise to pay was not fulfilled?—A. That is 
quite true. Perhaps the experience in that respect has been much better in the 
course of our generation. 

Q. Yes, down to where it could be handled properly, that risk has gone to 
some extent. But in our parliament we call upon the banker to hold at least 
five per cent of his promises to his depositors in legal tender cash—A. Yes. 

Q. And that is all, is it not?—A. That is all that he is legally required to 
hold in legal tender cash. 

Mr. Macponatp: But the depositor can claim 100 per cent? 

Mr. McGeer: Under what section can the depositor claim 100 per cent? 

Mr. Macponatp: I am not familiar with the section. It is a question I am 
asking you; I am not finding fault. : 

Mr. McGzrr: I thought you said that a depositor could claim 100 per cent. 

Mr. Macponatp: I was asking you that question? } 

Mr. McGerr: Pardon me; I thought you stated he could, which is con- 
trary to the fact. I know he cannot. He has not the power to claim anything. 

Mr. Towers: Mr. McGeer, the depositor has always the right to demand 
legal tender from the chartered banks for 100 per cent of his deposits. 


By Mr. McGeer: 

Q. He has no right to ask the bank to hold any reserve for his deposits?— 
A. Oh; that is another matter. : 

Mr. Macponaup: I said he could demand the return of his deposits. 

Mr. McGrrr: He can demand the return of his deposits any time he 
wants to. 

Mr. Macponatp: And all the depositors can do the same thing. 
x Mr. McGerr: And all the depositors can do the same thing. But if all 
: the depositors did the same thing at the same time the promise of the bank to 
pay in legal tender cash could not be fulfilled. 
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Mr. Towers: I would disagree with that. | ; 

The Derury CuatrmMan: Mr. Dunning, I think, made a very clear state- 
ment the other day in the house on that matter. 

Mr. McGerr: I read it very carefully; I was very much interested in it. 
I am going to question that statement very definitely. . 

The Depury CHairMAN: Would it wot be better to clear it up now? 

Mr. QuretcH: That statement was contradicted by Mr. Towers the last 
time we met. 

Mr. Towrrs: Not to my knowledge. 

Mr. QuEtcH: I shall read the statement. I am referring to page 116 of 
the report of the proceedings of this committee on Wednesday, April 5, 1939: 


(. Can you tell me how you can convert 2,501,000,000 of bank 
deposits into $800,000,000 which is your maximum?—A. Subject to the 
suspension of the gold reserve requirements. In the event of all the 
depositors in Canada wishing to withdraw their deposits from the banks 
in legal tender, and presuming they put it in their mattresses, because 
that is the only reason people do those things, I would say that ways 
and means would be found of filling their requirements, by suspension 
of the reserve provision if necessary. | 

Q. And by issuing a straight national paper currency ?—A. Right. 


Now referring to Mr. Dunning’s statements on page 2879 of Hansard of 
April 11, 1939: 


Mr. Dunnina: The Canadian banks under the present laws would 
positively be able to secure the cash to meet immediately the demands 
of their depositors. 


Mr. Lanperyou: They would be able to raise it; I do not question 
that. 


Mr. Dunning: No, secure it. 

Mr. Lanperyou: How would they secure it? By going to the 
dominion government and asking them to print the money? 

Mr. Dunning: No, no. 


Mr. Lanpreryovu: Could they secure the cash without a suspension 
of the gold clause? 


Mr. Dunnine: Positively yes. 


Mr. Towers has contradicted that. 


Mr. Towers: May I suggest that Mr. Dunning perhaps can hardly be 
expected to keep in his head at all times the figures in our balance sheet. 

Mr. QuetcH: Your statement contradicted Mr. Dunning’s statement. 

Mr. Towers: To repeat that, it would be possible to provide the facilities — 
required up to a certain point without any suspension of the law in respect to 
the minimum 25 per cent gold reserve. That allows a certain latitude at the 
present time. 


By Mr. Quelch: 


Q. Up to a certain amount?—A. Up to a certain amount. 

Q. Not up to 100 per cent?—A. At the present moment it presumably 
allows latitude of some $400,000,000 of additional note issue, shall we say. If — 
the demands were in excess of that and our gold reserves at that time were no | 
higher than they are now you would come to the necessity of suspending that — 
provision for a minimum reserve of gold. | 

[Mr. Graham Ford Towers.] 


FET PAR © jae Ae i ee: 
. BANKING AND COMMERCE 127 


Q. Mr. Dunning virtually denied that—A. I would answer that by saying 
assume Mr. Dunning does not and can not carry in his head at all times the 
gures in our balance sheet and therefore realize exactly how far at any moment 
e could go without suspending the gold reserve provision. 


By Mr. Landeryou: 

| Q. Has there ever been a time in Canadian banking history when you could 

have done so?—A. The history of the Bank of Canada dates back only four 
“years. Speaking of that four years, no. 
; Q. Has there ever been a time before that when the banks themselves 
could do it?—A. Prior to the Bank of Canada, when the banks could borrow 
under the Finance Act, I do not think there was any limitation in respect to 
the amount of notes which could be issued. 
Q. On the gold basis?—A. On the gold basis there was never any provision 
because, as I recall it, the law said that the provisions in respect to any reserve 


. . 


affecting the dominion government issue did not apply in respect to notes 


‘a 


issued under the terms of the Finance Act. 
) By Mr. McGeer: | 
Q. Only providing the Finance Act in its relation to the gold requirements 
_ was suspended by Order in Council?—A. I do not think that there was any 
connection between note issue under the Finance Act and the. gold reserves. 

Q. As a matter of fact, 1f you are conversant with the Finance Act, and I 
take it that you are not——A. Excuse me, Mr. McGeer; I think I am. 

Q. You think you are. All right, then, 1 must not be, because I remember 
distinctly that the Finance Act provided that it was only by Order in Council 

that those extraordinary provisions of the Finance Act could be invoked; that 

- normally under the Finance Act the gold standard requirement was a limitation 
on the total amount of dominion notes that could be issued and after that amount 

had been reached then the issue had to be packed by 100 per cent of gold reserve. 
—A. After all, this is a question of fact which no doubt could be determined. 
Perhaps we might put that aside. 

Mr. Tucker: What Mr. Towers says is correct. It means the dominion 
‘government stood ready to back and issue a limited supply of legal tender 
cash against assets that the bank required, just as they stand behind them 
to-day. 

Mr. Towers: Right. 

The Deputy CHarrMAN: But this is only of historic interest because the 
Finance Act has disappeared. 


By Mr. McGeer: 
Q. You recall the statement referred to by the chairman, and it has been 
suggested that we had better clear it up now:— 


. Mr. Lanperyovu: Could they (the chartered banks) secure the 
cash (that is, the cash to pay their depositors in full) without the 
suspension of the gold clause? 
Mr. Dunnine: Positively yes. 


Do you agree with that?—A. If the amount required to-day was the total 
amount of the deposits and our gold holdings were what they are to-day, it 
— would be necessary to suspend the provision for a legal minimum gold reserve 
in order to supply that cash. 
} Q. These are the facts in connection with that, are they not? Just 
7 check my figures. I have taken them from your January Statistical Summary 
of the Bank of Canada.—a. Yes. 


4 


“4 
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Q. You require to pay bank depositors legal tender cash in full 


$2,500,000,000.—A. Canadian deposits, yes. 


Q. And I take it, Mr. Towers, that deposits abroad are secured not on 


your legal tender cash but upon your cash reserves of the foreign banks?—A. 


The banks to protect foreign deposits carry cash abroad which will be legal 


tender in the particular countries in which they are operating. 


@. I mean, it is not a liability against your Canadian Bank of Canada 
cash reserves, or is it?—A. No, I would say not. It is a liability of the bank — 


concerned. But the bank is expected to protect that liability by appropriate 
sources of foreign cash in the particular market concerned. And there is a duty 
on the part of the Inspector-General of Banks to see that that is done. 

(. Well, in any event, I have eliminated that amount.—A. Right. 


@. Although I believe it might be included in that statement that we have . 


reduced the amount to $2,500,000,000.—A. Yes. 


Q. That is the banks’ liability to pay legal tender cash to the depositors. | 


_ The amount held by the banks in legal tender cash in their tills and as claims 


on the Bank of Canada through their depositors with the Bank of Canada is 


$327,000,000?—A. I do not see that much. 
Q. $271,000,000 and $55,000,000, is it not? 
The Deputy CuairmMan: What page? 
Mr. Towers: $257,000,000 is the figure I have here. 


By Mr. Tucker: 


Q. In regard to these foreign obligations, is each one of these Canadian 
banks not obligated by law to meet any of these obligations in Canadian legal 


tender?—A. No; they are obligated to meet them in the terms in which they — 


have contracted with their depositors. Therefore, if they are operating in the 
United States, they have agreed to pay back United States dollars. In London, 
English sterling, and so forth and so on. 

. I suggest to you, Mr. Towers, that anyone of these depositors, if any- 
thing happened in the United States, could come right to Canada and sue these 
people right in Canada and force them to pay in Canadian legal tender cash. 
—A. No, they could not, because the terms of the original contract would have 
been in United States dollars or sterling. 

Q. Yes, but they could sue for the equivalent in Canada and collect in 
Canadian legal tender cash, and that is one of the weaknesses of our banking 
system in permitting that to go on.—A. Well, I cannot agree that it is a 
weakness of the banking system provided the bank’s foreign business is properly 
conducted. 

@. Well, a person could come right to this country and sue and absolutely 
collect that money in Canadian legal tender cash. So that when you make a 
distinction between the two, their obligation within Canada really comes down 
to this: That they owe the whole amount in Canada if the depositor seeks to 


collect in Canada.—A. I think you would find that if a depositor in a foreign — 


country who had an obligation payable to him in his own foreign currency 
were ever in a situation where he had to come to Canada and sue, you would 


then have a situation so extremely serious in respect to that particular bank — 


that he would not collect anything at all. 


By Mr. Macdonald: 


Q. That does not affect the liability, though?—A. Theoretically, I sup- 


pose he may exhaust all his possible recourses, first of all, in his foreign centre; 


later here. But I really cannot attach much practical importance to that from | 


the point of view you mentioned. Naturally, if a bank assumes an obligation, 
it has an obligation. 
[Mr. Graham Ford Towers.] 
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By Mr. Tucker: 


Q. To be assumed by the head office of the bank?—A. The bank must 
respond everywhere in the world for the liabilities which it assumes. 


4 By Mr. McGeer: ? 
i Q. You say that figure should be reduced. The amount held by the bank, 
according to your figure, is $257,000,000?—A. Yes. 

Q. $257,000,000?—A. Yes, in December. 

Q. That leaves a total cash liability of the banks to their depositors of 

- $2,293,000,000?—A. $2,243,000,000. 

{ Q. $2,243,000,000 in excess of the cash which the bank holds?—A. Yes. 

: Q. Now, the amount of gold reserve held by the Bank of Canada is 
$196,900,000?—A. The figure I have here for December last is $182,000,000. 

| Q. $182,000,000?—A. Yes. 

Q. But it runs between $182,000,000 and $200,000,000?—A. Since then it 
has gone up and it is over $200,000,000 now. 

: Q. Over $200,000,000 now?—A. Yes. 

Q. We will take that figure of $200,000,000.—A. Yes. 

Q. That gives you the right to issue legal tender cash to the extent of 
$800,000,000?—A. Yes. 

Q. And that $800,000,000 is all the legal tender cash you can issue unless 
you suspend the operation of the gold reserve clause?—A. Unless the Governor 
~ in Council does, yes, or else one may buy more gold. 

Q. But we are dealing with the situation as it is to-day.—A. Quite, yes. 

Q. That leaves a total of $550,000,000 does it not, that you have in excess 
of what you have issued to the banks and what you are liable to the banks for? 
—A. Our present notes and deposit liabilities, or at least those in December, 
were approximately $410,000,000. 

Q. So that you have $390,000,00?—A. Yes. 

Q. That you can still issue to take care of $2,243,000,000 of bank deposits? 
—A. Yes, if there was a demand. 

Q. We are dealing with that hypothesis ——A. Yes. 

Q. Therefore at the present time there is roughly $1,850,000,000 of deposits 
in excess of the amount of legal tender cash available at the bank, reserves held 
by the Bank of Canada, and under the law restricting issue of Bank of Canada 
notes on a 25 per cent reserve basis?—A. That is true, Mr. McGeer, and the 
same situation, of course, would pertain in all banking institutions around the 
world, and frankly, with all due respect, I find it meaningless. 

Q. I thing a lot of us are getting into the same boat, that it is meaningless 
from the point of view of the old tradition that we had, that gold was necessary 
as a backing for currency and of the theory long advanced that our currency 
is backed with gold,— 

Mr. Tucker: Deposits are in demand. 


By Mr. McGeer: 


Q. —and that the money which the banks are using is real money. 
Mr. LANpDERYOU: ~ Hear, hear. 


Mr. Towers: I do not think it has any meaning along these lines at all, 
Mr. McGeer. You have to assume, in order to follow through with the idea 
that you are presenting, (a) that the people are so frightened that they wish to 
withdraw their deposits from the banks; and (b) that they are not interested 
in buying government securities; for if the banks, for example, could sell their 
large holdings of dominion and provincial securities to the public they would 
redeem their deposits in that form. You have to assume therefore a situation, 
speaking of the banking system as a whole, that has never arisen in the world, 
a situation of absolute panic in which depositors do not want assets other 
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than legal tender itself to put in their mattresses. I believe anyone could take 
any business and under hypothetical conditions of that variety arrive at the 
conclusion that all businesses were in a most dangerous situation. -4 


By Mr. Deachman: 

Q. In that case you would have to assume that the dominion government 
was broke also, because if the bank could sell its bonds to the value that they 
possess they could liquidate those claims?—A. Yes, and you would have to 
assume that the people of Canada did not want dominion government bonds 
and would not buy them at any price. q 
Be 


By Mr. Tucker: d 
Q. Is it not true, no matter how you juggle it, that there is only that much 
eash there? | : 
‘ 


By Mr. McGeer: , 
Q. What we are dealing with is the custom of gold reserves. We are not 


dealing with the question which Mr. Deachman has addressed his remark to at ; 
all; namely the currency issued against asset security, which is gold, and I” 
should like to clear up the actual situation with reference to gold reserves, if I 
may, and then I will be very glad to—I want to go into the question of asset 
currency myself as well, or leave it to anybody else—give consideration to~ 
another type of reserve. The point that we are dealing with now, if we can” 
only stay with the point, is whether or not this statement made in the house of 
commons is correct or not. 

Mr. Tucker: Mr. Deachman made a statement that is made continually, - 
and which I take it Mr. Towers did not agree or disagree with. The statement 
is that given time. the banks by realizing on their reserves could, without having ~ 
the gold reserve clause lifted, somehow meet the demand of depositors. Now, I 
think Mr. Towers will agree that that is possibly a fallacy? 

Mr. Towers: Oh, excuse me, I do not. If you examine the bank state- 
ment you will see why it is not a fallacy. The banks have assets in the form 
of dominion and provincial bonds and other securities, and assets in the form of © 
loans. If they could realize on these securities by selling them, and I assume 
they could do so now as the credit of the dominion and provinces remains good, 
if they could collect their loans, that is the way in which they could repay their 
depositors. 


By Mr. Tucker: 

Q. How will they collect them; they cannot collect them in cash to the 
extent that is owing to them in order to meet the demands of depositors in cash. 
That is a fallacy that is put out continually by the banking system; if they were 
given time to collect on their government securities they could meet the demands — 
of depositors in cash.—A. So they could. 

Q. That cash could not possibly come into existence in any way, shape or 
form. How could they do it?—A. If you assume that all the depositors want - 
cash, cash only— | 

Q. Yes?—A. And will not take anything else, will not take dominion - 
government bonds or gold, or any other form of asset but only cash, if you make 
that hypothetical assumption which, I believe, is almost an exploration to the 
moon— 

Mr. Lanperyou: It happened in England and the United States. There 
was a run on the banks in the United States and the banks had to close up. 

The Drepury CHAIRMAN: Order, order. May we allow Mr. Towers to 
complete his statement, and then another question will be in order. 

[Mr. Graham Ford Towers. ] 
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_ Mr. Towers: Let us make that assumption, then. It then becomes impos- 
sible for the banks to sell any of their securities or collect any of their loans, 
and the situation then becomes one where the only way in which they can. get 
that legal tender cash would be by borrowing from us; but you have to assume 
that no depositor will take anything else, that he sneers at a dominion govern- 
‘ment bond or other asset that the bank possesses, and wants only the cash. 


By Mr. McGeer: 
i Q. May I just interject there? I think if we are ever going to get any 
place we ought to complete one subject. Now that is a most interesting feature 
of banking practice, but it has nothing to do with the point that we are con- 
' sidering at the moment; that is whether or not this statement made in the house 
_ of commons—and I want to repeat it now because the whole trend of this discus- 
sion has broken. The statement appears on page 2879 of Hansard, and is as, 
: follows: — 

Mr. Dunnine: The Canadian banks under the present law would 

positively be able to secure the cash to meet immediately the demands of 
their depositors. | 

Mr. Lanperyou: They would be able to raise it; I do not question 
that. 

Mr. Dunnine: No, secure it. 

Mr. Lanprryou: How would they secure it? By going to the 
dominion government and asking them to print the money? 

Mr. Dunnine: Oh, no. 

Mr. Lanperyou: Could they secure the cash without a suspension 
of the gold clause? 

Mr. Dunnine: Positively yes. 


4 
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Now, I am trying to deal with that particular issue of whether or not these 
_ bank depositors in Canada could be satisfied in legal tender cash without the 
suspension of the gold standard, as Mr. Landeryou said was necessary and as 
_ the Minister of Finance declared was not. | 
q The Deputy CHarrMAN: I understood that the question had been put to 
_ Mr. Towers and that he had answered it; but if any member thinks that the 
answer was not clear I think Mr. Towers could be asked to clarify his answer 

on that particular point, and then we will pass to something else. 

Mr. McGrer: May I continue the examination under the terms of the 

act? 
‘ Mr. Woopswortu: As a matter of procedure, may I say I have been 
_ prevented from being present at this committee because I have attended other 
committees which have met at the same time. I did happen to be on the 
steering committee to arrange the procedure by which we would conduct this 
committee. It was considered that in order that there might be clarity we would 
allow one member to put questions for a time, clear that up, and then others 

should put their questions, so that there would be no confusion. 
: Now, I do object to several days being taken by one member of the 
4 committee, when a great many other members have just as much knowledge 
of this matter presumably and when a great. many other members are equally 
anxious to put questions to the witness. While it was the understanding that 
we would proceed in this way, I think that Mr. McGeer is rather taking 
advantage of the arrangement provided by the committee simply to try to 
shut out—it was done this morning—three or four others who have questions 
to put on the very point at issue, just as the chairman himself suggested in 
regard to Mr. Towers answering the questions. I am only one member of the 
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committee but I believe that it is rather taking advantage of this arrangement 
of the committee for one man to seek to dominate the whole proceedings at 
this date. 

Mr. Lanperyou: It was-more or less understood at the first meeting that 
Mr. McGeer would be allowed to go ahead with his questions. That was what 
I understood. 

Mr. WoopswortH: Within limits. 

The Depury CuHatrmMan: A question arose this morning whether Mr. 
Dunning’s statement the other day in the house was correct or incorrect, The 
question was put to Mr. Towers and Mr. Towers answered it to my mind quite 
clearly; but if there is any doubt as to the clarity of Mr. Towers answer we 
should ask Mr. Towers to repeat his answer to this question, and then pass on 
to something else; because I believe that there is a lot to be said along the 
lines of Mr. Woodsworth’s remarks. When the steering committee met to 
discuss the procedure to be followed so as to enable the committee to proceed 
with order and clarity with regard to a most intricate matter, it was proposed 
we would take a question and a series of questions would then be asked and 
before leaving that subject other members of the committee might ask a 
question of the witness on the same subject. I must confess that I thought 
that we might proceed a little more rapidly than we have been doing so far. 
I am not criticizing the way the committee has been conducted by any means, 
but we probably will have very few sittings of this committee and it might be 
preferable to adopt another course so as to give other members of the com- 
mittee a chance to develop some points that they have in mind. We might 
‘perhaps allow the procedure to go on for some time this morning, but I would 
suggest on the point that we have laboured this morning that Mr. Towers be 
asked to repeat his statement as to the accuracy of Mr. Dunning’s statement 
in the house the other day, and then we shall pass onto something else. 

Mr. Taytor: ‘This has its value, but with all due deference to Mr. McGeer, 
I feel that it is very much like fighting a battle with one gun. There are a 
number of minds here approaching this thing from a different angle, and 
although we may not contribute a great deal to the proceedings it is quite 
possible that out of the lowly earth some flower may spring. : 

The Depury Cuairman: In addition to that, I think what we had in mind 
was that questions should be put to Mr. Towers or to Dr. Clark to elucidate 
the point, but there should be no controversy of policy, because they will state 
their policy and if any other policy is to be urged then it will not be out of 
these witnesses. We can ask them would not this or that or the other thing be 
better, or is this a fact or is that a fact, but it is useless to enter into a con- 
troversy because we shall continue on until Doomsday without being con- 
vinced by either side. Therefore I think that the duty of this committee is 
particularly te ask Mr. Towers or Dr. Clark as many questions on questions 
of fact as possible, to put on record the facts on which discussion in the house 
might develop further. 

Mr. Lanprryou: I believe that Mr. McGeer is asking his questions along 
that line, Mr. Chairman; I believe he is asking questions that other members 
would ask. 

Mr. McGrrer: What I have been suggesting, and I discussed it with a 
number of members of the committee and the steering committee, and I said it 
the other day, is that I thought the course of procedure of the committee should 
be developed logically and reasonably. The questions I had in mind were: 
our kind of money, the sources of supply of that money, the uses to which that 
money is being put, and the control system in operation. There was never any 
intention on my part to shut out any members of the committee in seeking 
further information. That was my suggestion this morning when we happened 

[Mr. Graham Ford Towers. ] 
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0 get into the course of the immediate examination. I was at an important 
point when an interjection came up on something that must be discussed later 
on. I do think it is important to know whether or not as the Minister of 
Finance says our banks can meet their liabilities in full to their depositors 
without the suspension of the gold reserve. 

Now, Mr. Chairman, I do not think that there can be any more pointed 
-matter going to the very root of our monetary system than a discussion upon 
that very point, and if I might refer to the Bank of Canada Act and examine 
Mr. Towers on it, I think we can clear up that point. 


—* 


—_——— 


By Mr. McGeer: 


Q. It has been clearly established on the record that the total available 
gold reserves permitting the issue of cash would leave $1,850,000,000 worth of 
_ depositors’ claims unsatisfied. Now, Mr. Towers, under section 26 of the Bank 
of Canada Act it is provided “the bank shall always maintain a reserve, as 
_ hereinafter provided, as security against its outstanding notes and liabilities. 
(2) The reserve required by this section to be maintained shall consist of 
gold coin and bullion in the unrestricted ownership of the bank equal to an 
amount not less than 25 per centum of the notes and deposit liabilities 
- aforesaid i} 
Now the provision for suspending that requirement is in subsection (3) 
which reads :— 


At the request in writing of the board, the Governor in Council may 
suspend the operation of this section in so far as it requires the bank to 
maintain a reserve of gold equal to an amount not less than 25 per 
centum of its notes and deposit liabilities. Such per cent shall be for 
such period not exceeding 60 days as may be specified by the Governor 
in Council, but on the further request in writing of the board it may be 
extended from time to time for further periods not exceeding 60 days 
each, provided, however, that no such extension shall continue for a 
period longer than one year without the sanction of parliament. 


So that under that section it is only parliament that can suspend the gold 
reserve requirement so that the depositors can be paid in full with Bank of 
Canada cash—A. Cannot the Governor in Council do it for a certain period? 

Q. Sixty days, but not for a longer period than a year——A. Not for a 
longer period than a year, after which it, requires the approval of parliament. 

Q. So that to pay the depositors in full in legal tender cash it would be 
necessary to secure the sanction of parliament to the suspension of the gold 
peels, requirement?—A. I thought that was in the power of the Governor in 
Council. 

Q. I mean to say, the Act says “providing that no suspension shall con- 
tinue for a period longer than one year without the sanction of parliament.”— 
A. If the emergency arose and the board requested action by council I would 
assume from the act that council could take that action could it not? 

Q. Council can do it for 60 days with power to extend it for a succeeding 
period of 60 days up to one year.—A. Yes. 

Q. Then parliament must act—A. If the emergency was still in force at 
the end of a year no doubt it would be laid before parliament. 

Q. It has to be under the act, and that is what would happen supposing 
everybody demanded their deposits in cash—_A. Yes. 

Q. So that Mr. Dunning’s statement is wrong to this extent, that the total 
cash that could be issued on our existing reserves would leave unsatisfied 
$1,350,000,000 of deposits on claim in the merchant banks?—A. I think that 
if the question had been put to Mr. Dunning as clearly as it has been put to me, 
and if all the surrounding assumptions, all the hypotheses had been put to him 
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as clearly as they have been to me, that his answer would have been the same 
as mine, namely that in the circumstances visualized it would be necessary to : 
suspend the gold reserve provision. 
Q. By Parliament?—A. First of all by Order in Council, I assume. 
The Deputy Cuamrman: If it extended to a period longer than one year, 
by parliament. That should be quite clear. 


By Mr. McGeer: 


Q. Just a minute. There is a certain hypothesis there. This is how the 
discussion went on in the house of commons: 


Mr. Lanperyou: I did not say that the banks did not have assets 
behind their deposits. No one is questioning that. They have over 
$1,400,000,000 worth of municipal, provincial and federal securities as 
assets behind their liabilities to their depositors. They have plenty of 
assets—I am not questioning that; but all they have in actual cash to 
meet their liabilities does not total more than $300,000,000. The question 
I ask the Minister of Finance is this: if there was a run on the banks in 
Canada, as there was in the United States a few years ago, and in Eng- 
land in 1914, would our banks under the present laws have the cash 
to pay off their depositors?” 


Mr. Lanpgeryou: That was clear enough. 


Mr. McGrsr: There is no question about the proposition being made 
there, a general demand by depositors. 


Mr. Towers: The answer is, “Yes, they would have the cash.” 


By Mr. McGeer: 


Q. They would have the cash?—A. Yes. 

Q. Well, they did not have the cash in the United States—A. My under- 
standing of that is that towards the close of that period the federal reserve laws 
were such that all member banks could have got the cash. Of course, there is 
a very variegated banking system in the United States, and not all banks are 
member banks. I think perhaps I should stick to what I know best, which 
is the Canadian banking system; but I would say in the circumstances visualized 
—and we must remember that hypothesis includes one to the effect that 
depositors want nothing but cash, no‘one will buy dominion or provincial bonds. 
Under that hypothesis I would still say that the banks could get the cash 
required by borrowing from the central bank; that in case of need the board 
of the central bank would, I assume, recommend to ‘the Governor in Council 
that the minimum reserve provision be suspended, 

Q. You know, as a matter of fact— 


By Mr. Quelch: 


Q. Mr. Dunning denied it was necessary to do that?—A. I think if the 
question had been put as clearly to him as it is to me with all these surrounding 
assumptions which a person could hardly imagine unless described, I would 
say Mr. Dunning would have answered as I have. | 

Mr. Macponatp: The assumptions we are making are pretty tall ones. 
We are assuming the banks cannot collect anything on loans and cannot sell 
government securities. 

Mr. Donnetiy: If I am doing business and I borrow $1,000 from the 
bank on a sight loan, and I go in with $500 to deposit, would they not say to 
me, yes, we will take your deposit, but you owe us $1,000 on a sight loan and 
the one would more than balance the other? 
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f Mr. Towers: The possibility of cancelling in that form is not probably 
very great because the people who are borrowing $800,000,000 from the banks 
have, I should imagine, credit balances of not more than $80,000,000 or $100,000- 
000 because naturally, having borrowed the money they are using it elsewhere. 


By Mr. Taylor: 


. Q. I should like to ask Mr. Towers if this question does not go entirely 
beyond the laws of human chance?—A. I would say, yes. 
Mr. McGeer: I did not get the statement. 


’ 

By Mr. Taylor: 

Q. These questions go entirely beyond the laws of human chance. Insur- 

ance companies have certain claims which they must pay, they are based on 

the assumption that every person insured with them does not die at once. Now, 

exactly the same with the banks. The bank is built up on the empiric custom, 

on the laws of chance, and those laws of chance operate and you cannot 
develop the hypothesis outside of that law; you cannot imagine 100 per cent 
of the depositors coming to a bank or to the Bank of Canada and demanding 
cash; it is not possible—A. If I may add something there, if the question 
were put to me as to whether the Bank of Canada could meet its liabilities if 
a foreign army were in occupation here and had seized our gold and assets, I 
would have to say no, we could not. 


By Mr. McGeer: 


Q. That would be force and not natural?—A. I think the other thing you 
mentioned would also be. 


The Deputy CuarrMan: Mr. Jaques would like to ask a question. 


By Mr. Jaques: 

Q. Before we leave this subject of depositors, may I ask this: when the 
banks grant loans to the public— —A. Loans to the public? 

Q. Yes; these loans become deposits?—A. Yes. 

Q. And these deposits are a double liability, a liability on behalf of the 
public to the banks and a liability on behalf of the banks to the public?— 
A. No, I think not, Mr. Jaques. 

Q. That is what I understood-—A. A man borrows $1,000 from the bank 
and the bank credits his account with $1,000. At that particular moment he 
owes the bank $1,000 and the bank owes him $1,000; so far nothing of particular 
importance has happened because the thing can be reversed at any moment and 
neither side would be worse off The man who has borrowed the $1,000 has 
done so because he wants to use it. He does not pay interest on it simply to 
have it lying in a bank account. He therefore pays it out for the purpose for 
which he borrowed it. His deposit then goes down, shall we say, to about $100. 
He owes the bank $1,000; the bank owes him $100, but the bank then owes 
other people to whom he has paid out the deposit, the remaining $900. 

Q. Yes, I understand that, but I was going on to say that if the banks are 
called upon or were called upon to pay all their depositors, they would not be 
able to do so; but that is a hypothetical possibility, as Mr. Taylor has said, 
but if it became a reality then the state would create the money so that the 
banks could meet their liabilities?—A. Perhaps I should say there that I 
assume the state would lend against the assets which the banks have in the 
form of dominion and provincial securities and good loans, so that the 
emergency could be met; provided the banks, in turn, could furnish good 
security. 
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Q. Quite, but that is perhaps hypothetical. If it became a reality then 
the state would provide the funds for the banks. Would you say, though, that 
a run on the banks by the depositors would be a hypothetical situation, and in 
that case does anybody come to the assistance of the borrowers?—A. You are 
referring there, of course, to a collection of loans by all banks? 

Q. I am referring, Mr. Towers, to a policy of deflation where the banks 
are calling their loans, forcing the borrowers to pay and creating a shortage of 
money so that the depositors cannot pay and because of that they lose all their 
securities. Nobody comes to their assistance—A. You are referring there 
obviously not only to the collection of loans by banks, which is justified both 
in the interest of the borrower and of the banks—I have seen those cases—but_ 
to a policy so stupidly followed that it is in the interests neither of the banks 
nor of the borrowers. That is a question of intelligent management mainly, 
and one could only say that unintelligent management and a stupid pursuance 
of the course which you mentioned would be in no one’s interest. ; 

Q. Might I observe that that policy has been pursued many times in the 
past and intelligently so on behalf of the banks and the borrowers have lost 
their securities, their businesses and everything else—A. Well, of course, if it is 
pursued unwisely it is not in the interest either of the bank or of the depositors. 
You are thinking of the circumstances between 1929 and 1932, I am sure. Of 
the decrease in loans which took place then, I would say a large proportion was 
a decrease which was inevitable both in so far as lenders and the banks were 
concerned. It represented a liquidation of stocks, and so forth. It represented 
also the liquidation of an unwise speculative position which had been built 
up in 1927 to 1929 period. One might say perhaps it never should have been 
built up so largely in the 1927 to 1929 period. One might say in the course 
of this general liquidation certain individuals were too hard-pressed due to a 
bank not taking an appropriate or more reasonable stand. Banks, like every- 
thing else, are conducted like human beings; and, in the course of what happened 
during those years, it would be very surprising to find that there were not 
individual cases of hardship. I would not as a result condemn the whole 
system, although mind you, if I may, Mr. Chairman, I should like to point 
out that so far as I know I.am not here defending anything; I have not any 
special brief for the banking system, either for the chartered banks or the 
Bank of Canada; I am here to answer the questions as best I may and to be 
utterly frank in the course of doing so. 

Mr. Lanperyou: Mr. McGeer was simply trying to clear up by his ques- 
tions a lot of misapprehension that exists in the minds of the general public. 


By Mr. McGeer: 

Q. What I am trying to is to prove the fact that to-day the security of our 
money, whatever it is, is the power of parliament. That is really what it comes 
to. Now, if our banks owe their depositors a sum in excess of the cash reserve 
available and the public are willing to accept the promises of the banks, it is 
because the public know that in the event of an emergency parliament has the 
power to create or authorize the issue of a form of legal tender currency 
independent of gold reserves. Do you agree with that?—A. I would say that 
the people depend on parliament for that in many directions. They pursue their 
vocations relying on the peace, order and good government of the country. 

Q. I do not want to repeat this point, but I do not like leaving the record 
in the way it is at the moment. You do know that, in accordance with Mr. 
Landeryou’s question to Mr. Dunning, the gold standard was suspended in Great 
Britain in 1914?—A. Yes. 

Q. And it was suspended for the purpose of permitting banks to create 
deposits in excess of those which could have been created for general use if the 
gold standard limitation had remained in effect on the issue of Bank of England 
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otes which are legal tender cash reserve for the Merchants Bank deposits in 
ngland, just as Bank of Canada notes are here?—A. Yes. One might say 
that the gold standard was suspended in the public interest with particular 
ference to the necessities of the government. 

Q. With particular reference to the necessity of having an increased volume 
of money in the form of bank deposits——A. That would come into it, and there 
‘would also be the question that at that stage the British government would not 
‘want to see its gold reserves drained away as a result of a flight of money. It 
would feel in the circumstances of the war that it would want to retain full 
‘control of it and use it as it saw fit. ! 

Q. You are also aware, as Mr. Landeryou suggested to Mr. Dunning, that 
‘in a time of peace the United States was compelled not only to suspend the gold 
‘standard but to declare a bank holiday.—A. Yes. | 

Q. And only in that way could the bank deposit. system of England, as in a 
wartime situation, and in the United States during a peace time economic col- 
lapse, be carried on?—A. I would not care to suggest whether there was any 
other policy they could have adopted. It really would not. be within my province. 
Q. I think that is quite clear; they did not abandon the gold reserve require- 
‘ments other than as a matter of grim necessity, did they?—A. They would 
have to answer that. 
Q. You are acquainted with the works of Mr. George E. Roberts?—A. 
One time of the National City Bank? ; 
Q. And one time American expert on gold with the League of Nations 
Economic Department?—A. I could not say I was very familiar with them, but 
I believe I read some of them. 
| Q. He did hold those positions, I think you are aware of that?—A. No, I 
_ was not. 
Q. In any event, this what he says:— 


: I have already said that gold has passed out of use as a circulating 
medium and venture to say that this inaugurates a fundamental change 
in the-use of gold in monetary systems. Gold is no longer required for 


| any monetary use except as the standard of value and for the settlement 
of balances. 


The last statement may be limited to international balances; you agree with 
 that?—A. Yes, I do, subject to this possible qualification which of course none 
of us can prove; that there may be a certain psychological value in the holding 
of gold, thinking of the minds of the people as a whole. 
Q. He goes on to say:— 


Take notice of what a change this signifies from our old conception 
of gold as a reserve against all currencies. In fact, business is not based 
upon gold in any such sense as that. 


_ A. Quite right. 

; Q. As a matter of fact, we have come to the time in our civilization when 
in the main our currency, in so far as internal uses within the boundaries of 

_ nations are concerned, is managed independently of gold?—A. It depends on 
the prudence and intelligence of the controllers—God help them—yes. 

Q. I mean, whatever value or benefit or power gold had in the past, the 
demands for the volume of medium of exchange required now have gone beyond 
- gold reserve possibilities? —A. Yes. 

-. Q. So that as far as we are concerned the purchasing and holding of gold 

as a reserve against Bank of Canada cash, other than some possible psychological 

value, is a meaningless activity?—A. Oh, I would say it is a very important 
one in view of the fact that we have very important foreign interests. 
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@. Oh, well, Iam not leaving gold in the realm of international affairs— 
A. In other words, if we had not contact with any other countries in the world, 
I agree, so far as a purely internal situation is concerned. Gold would not be 
necessary other than for whatever psychological value it might have. 

Q. Even when we have internal and external activity our gold is valuable 
only from the international point of view?—A. Yes. 

Q. As a matter of fact, we have now elevated our volume of bank deposits 
so far above any possibility of issuing legal tender cash—-—A. No. 

). —or a gold reserve to satisfy them in full that they are really managed 
almost independent of gold—A. Yes; almost independent of gold. 

). I quite agree with Mr. Taylor that chance does come in, but at the 
same time | think that in accepting that theory we miglit examine the possibility. 
of making our volume of medium of exchange more stable and more secure so 
that the danger of periodic collapses and expansions or booms and depressions 
might be mitigated. With that end in view I should like to ask Mr. Towers 
something about the volume of bank deposit money that is now available under 
our existing laws. Again I am taking the figures from your statement, Mr. 
‘Towers. 
The Deputy CHarrman: Which one? 


Mr. Towers: January? 


By Mr. McGeer: 

@. The Bank of Canada Statistical Report of February, 1939. 

The Deputy Cuairman: What page? 

Mr. McGrmr: The figures are on both pages, Mr. Chairman; the Bank of 
Canada statement and the statement of the chartered banks. They are the 
first and second statements in the book. Ze 

The Deputy CuHatrman: Right. 


By Mr. McGeer: 


Q. Your deposits are $2,500,000,000. The minimum cash reserve required 
according to the Bank Act, section 59, and the Bank of Canada Act, section 26, 
is 5 per cent or $125,000,000?—A. Yes. | 

Q. The cash reserve held by the banks, and I am taking the January figure 
on page 2, I think it is, or page 212—A. Page 21. 

(). That would be $257,000,000, would it not?—A. For J anuary it would 
be $269,000,000. 

Q. $269,000,000—A. Yes. 

Mr. Macpvonatp: Where is that? 

The Depury Cuairman: The last figure at the bottom of the column. 


By Mr. McGeer: 


Q. The notes in the tills are $61,000,000 and the deposits with the Bank 
of Canada are $210,000,000, are they not?—A. Yes. You are taking that from 
the figures on page 19? | | 

Q. Yes—A. That is the average of Wednesday’s figures; whereas the 
$269,000,000 that I mentioned comes from the published statement of the 
chartered banks themselves and is the month-end figure'in January. The 
figures are at different times. 

(). They vary from time to time?—A. Yes. 

Q. But the figure of $271,000,000 would be a fair figure, would it not?—A. 
Yes, or perhaps if one took the figures from page 21 it would be simpler. There 
it shows the Canadian deposits at the end of the month—$2,501,000,000 and 
cash as $269,000,000. It does not make any difference, of course. 
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- Q. The excess reserves held by the bank would be $271,000,000 less $125,- 
000 would it not?—A. Yes. 


Q. That is $156,000,000?—A. $146,000,000. 


Q. That is right—$146,000,000. And the banks could increase their deposits 
on those reserves by twenty times, under our law?—A. Yes. 


Q. That would be excess reserves available for possible increase of deposits 
of $2,920,000,000?—A. Yes. Of course, that would not happen because if we 
saw that the banks were changing their policy in respect to maintaining a 
10 per cent reserve, and that that change in policy was leading to an unwise 
expansion, if we thought it was unwise, we would reduce the amount of their 
cash so that that expansion could not take place. 
| Q. And how would you reduce the amount of their cash?—A. By selling 
- government securities, by selling foreign exchange, by selling gold, by selling 
any of our assets. 
Q. But you could not compel the banks to buy any of those things?—A. I 
think we could get the public to buy them, or, if it were a question of foreign 
exchange, we would find a ready market for that, or selling gold, we would 


- 4nd a market for that. Yes, we can find a market for enough of our assets to 


reduce the cash to an appropriate figure, without a doubt. 

Q. In any event, whether you can reduce it or not, the fact remains that 
our banks have sufficient cash reserves at the moment to increase their deposits 
to $2,920,000,000?—A. The cash reserves are there because we assume and © 
know that the banks are working to a ten per cent ratio. The moment they 
change their minds the cash will change too. : 

Q. A country which has excess reserves to permit a 100 per cent increase 
in its bank deposits should be in a fairly healthy financial condition, should it 
not?——A. I do not think that the amount of reserves matters or has the signifi- » 
cance that you mention in a case like that, because the amount of the reserves 
is determined by the central bank. They. are not accidental. It is not neces- 
sarily an indication of wealth that there should be excess reserves. In fact, the 
excess reserves—on the basis of practice, which is all that counts—were on the 
date which you mentioned some €21,000,000. Since then they are slightly 
lower. Presumably the Bank of Canada thought it was wise that there should 
be some moderate excess over the figure of 10 per cent. But | am absolutely 
certain, Mr. McGeer, and I have tried to answer as frankly as possible to 
clarify things, that there is no practical point in talking in terms of a 5 per cent . 
reserve, because in practice 10 per cent has been the reserve for quite a long 
time. Should the banks change their ideas in that respect we will change our 
idea in regard to the volume of cash which they have. 

Q. Of course, Mr. Towers, I think we are both here in the hope that we 
can meet what I think is a desperate situation in the dominion of Canada. As 
a public man I can tell you from experience with municipal, provincial and 
national government that for some reason all of .our public administrative 
authorities are desperately impoverished to-day—A. I think that 1s a slander 
on Canada, Mr. McGeer. 


Mr. LANpERYoUv: It is true. 


Mr. McGesr: I asked my friends in Vancouver to modify their claims 
- when’ I was mayor of Vancouver because the city taxation had already gone 
beyond the line of diminishing returns. 


The Deputy CHatrman: Mr. McGeer, may I draw the attention of the 
committee to the point that we are putting questions of fact to Mr. Towers 
which we want to have elucidated. What you have just stated is a speech, and 
I think we should proceed by asking questions and elucidating the facts with- 
out going into a controversy with Mr. Towers. 
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Mr. McGezer: I accept that, Mr. Chairman, but I just thought that if I 
made a statement on the point of view I have and what I am trying to develop, 
we could work together with Mr. Towers in this committee to find some way of 
improving our public finance. Now, may I put this question? 

The Deputy Cuairman: Al] right; in the form of a question, 


By Mr. McGeer: 


Q. In the event of our being called upon to defend ourselves in a world 
war, surely that $2,920,000,000 of available bank deposits on existing reserves 
would be available to finance defence?—_A. | should regret that thought. After 
all, we will recall that what is wanted in the way of defence are men and 
materials. The last war, for example, was paid for in respect to men and 
materials every day it lasted. In other words, the citizens of the country as 
a whole being the producers had the wherewithal to pay the war costs each day. 

Q. We still owe for it.—A. May I come to that? It was the case that 
although the citizens of the country as a whole. could pay for that war, and 
this is no joke, this is a fact— : 

Q. Nobody is joking about it.—A. They had. the wherewithal to pay for 
it, but it was not possible—and I do not say this as a criticism—apparently it 
was not possible to get from the people in taxation sufficient to cover the costs © 
of the war, so that a large amount was borrowed from our own citizens. It was 
therefore the case that although from a men and materials point of view the 
war was paid for by the country as a whole, it was the case that the country 
owed some of these citizens for the materials which the country had borrowed 
from those citizens during the course of the war. 

Q. Yes, but did not the bank deposits rise from $1,100,000,000 to $2,400,- 
000,000 as a result?—A. They did, and that was part of that shift as between 
certain sets of citizens and certain other sets of citizens. 

Q. It was necessary to finance the war to increase our bank deposits to at 
least. that extent?—A. If one assumes that it had been found possible by taxa- 
tion to obtain the necessary funds and the funds were only representing the 
labour and materials which were being provided, theoretically, there would have 
been no impossibility in finding all that was required in the form of taxation 
without increasing the national debt or bank deposits. 

(. But we did increase bank deposits and we did increase the national debt 
and we did impose all the taxation that the people could stand—A. I am not 
aware whether we imposed all the taxation people could stand or not. J agree 
that that system was followed. 

Q. It may be that we differ upon those points and that you say we could 
go to more taxation to finance war or finance progress.—A. I said theoretically 
it was possible. There may be a time when, in the course of the operations of 
a democratic government, it is impossible to seek out the individuals for taxa- 
tion purposes or to impose the control which would really result in producing 
the volume of taxation I mentioned. 


By Mr. Quelch: 

Q. Would you not reach the law of diminishing returns if you tried to 
increase taxation?—A. You might very well do that, unless your taxation just 
hit the right spot; unless of course, you have absolute control as they have in 
the case of totalitarian countries. You cannot always hit the right spot. You 
then have to resort to borrowing. or inflationary methods to get from people 
indirectly what you feel you cannot get directly. 


By Mr. Jaques: 
Q. Who do you borrow from; who does the government. borrow from?— 
A. From the Canadian people. : 
[Mr. Graham Ford Towers. | 
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By Mr. Quelch: 
Q. The banks lend the money to buy. 


By Mr. Jaques: 


Q. I was offered some victory bonds by the bank and I said I did not 
have the money; the bank said, “well, that is all right, we will lend you the 
money.” In other words they borrowed the bank’s money which they created 
‘out of nothing and got 8 per cent for it—A. A portion of the financing was 
- done by an increase of the security holdings of the banks with a consequent 

increase in the banks’ liabilities to their depositors; but, of course, I think it 
is too often assumed that all government financing is done through selling 
_ securities to the banks. In actual fact, however, a very moderate proportion 
of government debt in Canada is held by the banks. The balance is held by 
insurance institutions and the public. I think the banks hold approximately 


20 per cent of the dominion-provincial debt, between 20 and 25 per cent. 


’ 


. 


By Mr. McGeer: 
Q. It has been increasing from practically zero in 1914 to that amount. 


to-day and it now comes to about $1,400,000,000?—A. Yes, as a result of the 
_ easy money policy we followed. 


Q. It does not matter what policy we followed, let us have the facts.— 

A. That is a fact. 
| Q. I come back again to the fact that to-day we have under our monetary 

system as provided for by Canada, the means of increasing our bank deposits 
in Canada from $2,500,000,000 to $5,400,000,000?—A. Oh, for more than that, 
Mr. McGeer. | 

Q. I meant to say on the excess reserves of cash that the banks have.— 
A. Yes, we can add to the excess reserves at any time; the sky is the limit. 

Q. In any event, we can double, under our laws, on the reserve of cash 


the banks now hold, our bank deposits which we use as 95 per cent of our 


medium of exchange money; that is correct?—A. Providing the banks are 
willing to do it, yes. 

Q. Parliament has given them the power?—A. Yes. 

Q. And you, as the Bank of Canada, have given them the cash reserves? 
—A. Our act reads that in case of need. 

Q. But you have given them the right, I assume, when they operate on 
that 10 per cent basis?—A. Under our present situation we at least have for 
financing purposes a sum of money, a sum of possible bank deposit money, 
equal to $2,920,000,000, yes, and we could make it $10,000,000,000. 

Q. And would, if it were necessary to defend the nation?—A. It would 
not be necessary to defend the nation; it might only be necessary to cause a 
shift of assets. It would only be necessary as an internal matter in dealing 
with our own citizens. 

Q. To finance the defence of our nation against foreign aggression?— 

_ A. Assuming we decided to take it from our citizens in that form rather than 
in some other. 

Q. Parliament has created that possibility in its laws?—A. Yes. 

Q. Now, in addition to the reserves that the banks have in excess of their 
present requirements, you can issue any amount of Bank of Canada cash in 
excess of what is in demand now?—A. Yes. 

Q. How much?—A. Oh, on the basis of the 25 per cent, I think we said 
about $390,000,000. 

Q. And that could be used as reserves for our merchant banks increase 
of deposits?—A. Yes. 

Q. On the basis of 20 to 1?—A. Legally, yes. 

Q. I mean legally —A. We are not speaking of practice, but just legally. 
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Q. I am dealing with what parliament has provided—A. Yes. 

Q. So that it would be 7——A. $7,800,000,000. | 

Q. And the other amount of available deposits and bank reserves?—A. I 
think you said $2,900,000,000, didn’t you? | | 

Q. Yes.—A. Yes. We get to $10,700,000,000 now. | 

Q. In addition to that we have $1,300,000,000 in the banks saving 
accounts which is available for the purpose of purchasing—-—A. Available in 
the hands of the banks’ 4,000,000 depositors. 

. To purchase bonds, if they wish. For instance, if I have $1,000 in the 
savings bank—-A. I think, perhaps, if I may say so, the sequence would be 
better if we said a possible increase of the $10,700,000,000, I think you said, 
that is superimposed on existing deposits of $2,500,000,000, of which the $1,600,- 
000,000 that you mentioned form a part; so that at the close of this period 
of activity the total deposits of the Canadian people would be $13,200,000,000. 

Q. Now, that is the amount of deposits that are possible under the laws 
as they stand in the Dominion of Canada to-day?—A. Yes. 

Q. Now, do you recall the economic conference of 1933?—A. Yes. 

@. And are you conversant with the monetary committee’s activity in the 
British Empire conference in Ottawa in 1932?—A. From reports, yes. . 

@. Will you agree with me that in 1932 it was unanimously agreed by the 
representatives of the monetary committees and approved unanimously by 
representatives of the overseas dominions that in monetary policy the aim of 
governments should be to create low rates of interest with abundance of 
-money?—-A. Yes. | 

Q. That was the language that was used?—A. Yes. 

Q. At the world economic conference in 1933 the British representatives 
or the representatives of the Commonwealth of Nations of the British Empire 
got together and confirmed that aim, did they not?—A. Yes. 

Q. And as a result of that our Canadian parliament changed its banking 
laws, established a central bank and reduced the cash reserves for deposit 
abilities of merchant banks to 5 percent?—A. I do not know whether it was 
the result of the conference, of course — 3 

Q. But they did that?—A. There had never been a law in respect to 
minimum cash reserves of the chartered banks before that time. 


By Hon. Mr. Stevens: 


Q. In Great Britain?—A. There is not now in Great Britain, and there 
never had been in Canada; that was a new thing. 


By Mr. McGeer: 

Q. I think you will agree——A. Prior to that date; there was, of course, 
the possibility for a bank to operate on cash reserves of 1 per cent. 

Q. The English practice was then 10 per cent and had been incorporated 
in the federal reserve system with some variations?—A. Yes. 

Q. But generally speaking the cash reserve requirement in the United - 
States under the federal reserve system of federal reserve banks was 10 per 
cent? A. Yes. 

_ Q. I think it is the first time that. that ever appeared in a banking law? 
—A. In the federal reserve system in the States? 

Q. Yes——A. I rather believe it was. 

@. I never heard of it being in any other law, but knowing that our parlia- 
ment reduced the reserve requirement to 5 per cent?—-A. There had never been 
any here; so they set up the reserve requirement of 5 per cent. 

Q. Knowing that they were 10 per cent in the United States and in banking 
practice in England, our parliament fixed, if we may say for the first time, a 
reserve of 5 per cent?—A. Yes. Speaking of these reserves in the United States 

(Mr. Graham Ford Towers.] 
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‘as being 10 per cent, of course, they vary. In large cities they are such and 
‘such for demand deposits and so much for time. In medium size cities they 
are something else, and in country points they are still lower; so that Canada, 
having to legislate for banks that were scattered across the entire country would 
have the bear that in mind, that in the United States in the smaller places the 
_ reserve was much lower than the figures you have mentioned. 

: Q. Will you agree with me on this, that of the great changes that have 
- taken place in monetary practice during the last 20 years, one of them has been 
to provide a banking system that can supply an abundance of money—that is 
_ the language, not mine?—A. Yes. | 

Q. That is the language that was used in the report of the British Empire 
- conference. Now, we have certainly established a system which provides Can- 
ada with an abundance of bank deposit money?—A. Yes. 

Q. That is true— 

Mr. Tucxer: Potentially. 

Mr. McGerr: Well— 

Mr. Tucker: It does not supply it. 


By Mr. McGeer: 

Q. We have the means of supplying it. We have established the means. 
I may have left out the word “means”. May I correct that and say, as 4 
result of parliament’s action we in Canada have established the means of 
providing an abundance of money?—A. Yes. 

Q. In other words, we have provided the means of supplying considerably 
more than $10,000,000,000 of bank deposit money?—A. Yes. 

Q. And we are only using $2.900,000,000, or in round figures, less than 
$3 .000,000,000?—A. $2,500,000,000. 

Q. $2,500,000,000?—A. Yes. | 

. Now, as a matter of fact, the amount that we can use 1s over $12,500,- 

000,000 under our existing monetary and banking laws?—A. That can be created. 


Q. That can be created?—A. Yes. | 

Q. Now, Mr. Towers, would you tell me why, when parliament has created 
that abundance of money— 

Mr. QuetcH: The means. 
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By Mr. McGeer: 
: Q. Created the means of supplying such an abundance of money, why it 
- is that our national government, our provincial governments and; our municipal 
; eovernments are unable to finance the progress of the Dominion of Canada 
without resorting to burdensome and confiscatory taxation?—A. Parliament, so 
far as I know, has never said that it considered money as wealth, nor has it 
* assumed that by issuing another $10,000,000 of paper money the best interests 
' of the country would be served. Should parliament decide otherwise, parlia- 
~ ment. will do so, no doubt. 
| Q. Well, now, you are conversant with the preamble of this act which 
created the institution of which you are the governor, are you not?—-A. Yes. 

Q. And you are also conversant with the language of the MacMillan 
committee report?—A. Yes. 

Q. Upon which the Bank of Canada was created, of which you are the 
governor?—A. Yes. 

Q. Was it not one of the duties of the Bank of Canada to advise the 
government on these very matters? Let me read it to you—A. Yes, the Mac- 
Millan committee visualizes that would take place. 
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Q. I am reading from page 62, section 202 of the MacMillan committee 
report, from the top of the page down, and it reads as follows: 


If we survey the cardinal monetary problems which face the Cana- 
dian people in common with all other peoples to-day, we are immediately 
confronted with a multitude of difficult and intricate questions. To 
what extent and through what organizations should the volume of credit 
and of currency be regulated? Upon what body should lie the primary 
responsibility for maintaining the external stability of the country’s 
currency? To what institution may the government of the day most 


suitably turn for informed and impartial advice on matters of financial — 


policy? | 
_ 203. In the great, and increasing, majority of countries the answer 
to these questions has been found in the existence or the creation of a 
central bank.—A. Quite. 


Q. So surely the volume of money circulating in the country either as 
national investments or bank loans is a matter upon which the government will 
take its advice from you and your associates? —A. Oh, not necessarily. They 
will, I hope, ask for advice; they do not necessarily need to take it. 

(. But, in any event, according to the MacMillan committee report one of 
the duties of the officials of the central bank is to advise the government upon 
the volume of credit and currency to be issued and circulated?—A. Yes. 

@. Now, when we come to the preamble of the act it declares :— 


Whereas it is desirable to establish a central bank in Canada to 
regulate credit and currency in the best interests of the economic life of 
the nation, to control and protect the external value of the national 
monetary unit and to mitigate by its influence fluctuations in the general 
level of production, trade, prices and employment, so far as may be 
possible within the scope of monetary action, and generally to promote 
the economic and financial welfare of the Dominion: Therefore, His 
Majesty, by and with the advice and consent of the Senate and House of 
Commons of Canada, enacts as follows 


You are aware that, this preamble, and I think it is warranted by the powers 
vested in the Bank of Canada by the act, makes you as governor, your colleagues 
and directors in the bank, responsible for whatever influences, beneficially or 
otherwise, may be imposed on the internal and economic life of this nation. 
You approve that?—A. So far as may be possible within the scope of monetary 
action. 

Q. Agreed. We are not dealing with tariffs or a thousand and one non- 
monetary factors—A. No. 

(. We are dealing only with the creation, issue and circulation of money.— 
A. Yes. 

@. Now, that is all—aA. You, of course, would be one of the first to say that 
this was true: should the actions of the people who are responsible not meet 
with approval of the government, I have no doubt the management would be 
changed. i 

Q. You want us to discuss that?—A. I would have no objection. 

). I think we had better confine ourselves to this. I do not want to be 
anything but helpful to you, because I believe, Mr. Towers—you may not 
think so—you are just as conscientious in fulfilling the great duties and 
responsibilities that you have to this nation as I am in trying to do the humble 
work of just a common back-bencher member of parliament.—A. Thank you 
very much for that, but I did not make my remark—perhaps it might lead to 
misunderstanding—as a provocative remark. Tt really is a very serious one, 
because that is the proper remedy, undoubtedly, 

[Mr. Graham Ford Towers. | 
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Q. And you noticed the great Mr. Schacht was taken out of the bank the 
other day in Berlin?—A. Yes. 

Q. And there is some talk of Mr. Norman being removed from the Bank of 
-England—A. Oh, well, of course it is somewhat— 

| Q. I do not think we need to go into that—A. Of course, it is somewhat 
different in different countries. If I were in Germany I should probably be 
trembling in my shoes right now. 

Q. I do not think there is any question that if parliament, the country, 
and the government of the day, were not satisfied with the administration of 
_ the bank that they could change it. 


Mr. WoopswortH: Why not let Mr. Towers say so? 


: The Deputy CHarrMANn: The powers of the governor of the bank are purely 
_ advisory. 


Mr. McGerr: That is all I am saying. 


Mr. Queucu: I wonder if I may interject here, because I raised this question 
in the house. I read the statement of the deputy governor of the Bank of Canada 
in which he said that “ no respectable central bank would accept from its govern- 
ment a policy with which it differed fundamentally.” Mr. Dunning explained 
that what really was meant was this: that if the policy of the government was 

such that the bank disagreed with it, then the governor of the Bank of Canada 
would resign. 


The Deputy CHarrRMAN: Surely. 


Mr. QuetcH: Surely that statement must show the governor of the Bank of 
Canada agrees entirely with the policy. It is not a question of merely giving 
advice. The question is this: the governor to-day must agree with the policy 
that is put into operation, otherwise, as the Minister of Finance says, he would 
resign. 

Mr. Towers: Speaking now of the monetary policy, which has nothing to 
do with the government policy, I should say that in the course of the discussion 
we have gone into two’ fields: one is the function of advice in respect to govern- 
ment financing; the other is the function of operating the Bank of Canada in 
accordance with the responsibilities imposed by the act. The operation func- 
tion is the direct responsibility; the advisory function in respect to government _ 
financing and so forth, shall we say, is an advisory function. That is the only 
way we can describe it. Speaking on the speech that you mentioned, that was 
made in Ottawa a few days after I had made one to the Junior Board of Trade 
in Montreal, and in that Junior Board of Trade speech I said this—if I may 
have the permission of the committee, Mr. Chairman, to read it:— 


Instead of having the central bank functions performed by a depart- 
ment of government, the government has preferred to entrust these func- 
tions to specialized institutions. The laws under which they operate 
vary. But the banks all have one thing in common: their monetary 
policy must conform to the policy of their respective governments. No 
other conception of the situation is possible in this day and age, nor would 
any other state of affairs be desirable in view of the vital effects which 
monetary policy can have on the affairs of a country. 

Strangely enough, the supreme control of government in matters of 
monetary policy does not lessen by one iota the responsibility of central 
bank executives and directors. I{ things go wrong, in a monetary sense, 
while they are in charge of the affairs of a central bank, they are in no 
position to pass the responsibility on to the government. For it must 
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be assumed that the policies which have been followed are in substance ; 


policies which they endorsed and recommended. If they did not agree, 
they should have said so. And in those circumstances they would, no 
doubt, have been replaced by others who did not share their objections. 


It was Mr. Osborne’s intention in the speech which he made a few days later 
to say the same thing; if his wording was such as would lead to a misunder- 
standing, and I think that it was, it was an unintentional misunderstanding. 


By Mr. Quelch: 
@. The Bank of Canada to-day endorses the policy that is‘in operation at 
the present time?—A. As policy by the Bank of Canada, yes. 
The Deputy Cuairman: Now, gentlemen, it is 1 o’clock; shall we adjourn? 


The committee adjourned at 1.05 o’clock to meet again at the call of 
the chair. 
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REPORTS TO.THE HOUSE 


SECOND REPORT 
(Private Bills reported) 
THIRD REPORT 
: Fripay, April 21, 1939. 


The Standing Committee on Banking and Commerce begs leave to present 
the following as a 


Tuirp REPORT 


By Order of the House dated March 8, your Committee was empowered to 
print, from day to day, 500 copies in English and 200 copies in French of its 
minutes of proceedings and evidence. 


Your Committee recommends that the said order be enlarged to permit of 
the printing of 1,000 copies in English, and that Standing Order 64 be suspended 
in relation thereto. ! 


Your Committee also recommends that it be given leave to sit while the 
_ House is sitting. 


All of which is respectfully submitted. 


W. H. MOORE, 
Chairman. 


MINUTES OF PROCEEDINGS 
Fripay, April 21, 1939. 


The Standing Committee on Banking and Commerce met at 11 o’clock, 
a.m., the Chairman, Mr. Moore, presiding. 


Members present: Messrs. Bercovitch, Clark (York-Sunbury), Cleaver, 
Coldwell, Donnelly, Dubuc, Fontaine, Howard, Jaques, Kinley, Landeryou, 
Leduc, Mayhew, Moore, Ross (Middlesex East), Ross (St. Paul’s), Tucker, 
Woodsworth, Taylor (Nanaimo). : 


In attendance: Mr. Graham Ford Towers, Governor of the Bank of Canada. 


After devoting some time to the consideration of private bills, the Com- 
mittee resumed consideration of the Report of the Bank of Canada, Mr. Towers 
being further questioned. 


On motion of Mr. Bercovitch, 


Resolved,—That the Chairman report to the House recommending that the 
Order of the House dated March 8th, to print 500 copies in English and 200 
copies in French of the minutes of proceedings and evidence be enlarged to 
permit of the printing of 1,000 copies in English, and that Standing Order 64 
be suspended in relation thereto. 


On motion of Mr. Cleaver, 


Resolved,—That the Chairman report to the House recommending that 
the Committee have leave to sit while the House is sitting. 


Mr. Cleaver, referring to the evidence of April 5th, stated that the words 
“No; but has it done any good?” appearing on the seventh line of page 115 had 
not been used by him, and asked that the record be corrected accordingly. 


At 1 o’clock the Committee adjourned to the call of the Chair. — 


R. ARSENAULT, 
Clerk of the Committee. 


x 


MINUTES OF EVIDENCE 


House or Commons, Room 277. 
April 21, 1939. 


The Standing Committee on Banking and Commerce met. at 11 a.m. The 
Chairman, Mr. W. H. Moore, presided. 

The CuairmMan: Gentlemen, before continuing with the investigation into 
the Bank of Canada we shall take up three short bills that have been sent to 
us by the Senate. : 


In attendance: Mr. Grauam Forp Towers, Governor of the Bank of 
Canada. 
The Cuarman: Gentlemen, before proceeding with Mr. Towers, may I 


say that Mr. McGeer asked me to place certain questions before Mr. Towers 


for answer. I think I shall, in the circumstances, and in the absence of Mr. 
McGeer, give the questions to Mr. Towers and ask him to present his answers 
at the next hearing. Mr. McGeer tells me he will be present at the next hearing 
and hopes to finish his questions. Mr. Tucker has the floor. 

Mr. Tucker: I shall indicate in a sort of way the basis upon which I wish 
to question Mr. Towers this morning, and perhaps I could not do better than 
read from the minority report of the Irish Commission of Inquiry into Banking, 
Currency and Credit, 1938, at page 583, where they lay down this:— 


Stimulation of money expenditure on commodities in whose produc- 
tion there is no unemployment (of men or capital) will, of course, unless 
control is exercised, drive up the price of the existing output, for the 
simple reason that an increased output cannot be produced. Whereas the 
present position that we wish to rectify is one in which men and resources 
are left idle, so that an increased money demand for commodities will 
lead to increased output and employment rather than to a rise in prices. 
Hence a general increase in money expenditure will stimulate the pro- 
duction of a greater supply of goods, and prices will rise dangerously only 
when unemployment ceases. But if the happy day comes when unem- 
ployment—apart from inevitable transient fluctuations—ceases, nobody 
in his senses would. advocate the indefinite issue of free developmental 
credit instead of taxation. The repayment of such credit, i.e., the redemp- 
tion of the liens or bonds held against it, would be made when and as 
funds become available from the proceeds of the works undertaken. In 
view of the general attitude to financial matters, the more likely danger is 
that the rate of repayment may be excessive, i.e., deflationary in the 
sense of again causing unemployment. 


Therefore, I wish to ask Mr. Towers this:— 


By Mr. Tucker: 

- Q. If you cause more credit to be provided for development by a rise in 
general price level because of the increased demand for consumption goods, 
would not that have a curative effect on the present situation in Canada, bear- 
ing in mind that the basis on which I ask the question is the statement, which 
I think is correct, and which I have asked Mr. Towers if he does not think is 
correct?——A. I think that the idea underlying that statement can be usefully 
considered from two points of view; one would be in relation to private capital 
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spending, private spending for capital development purposes. If the purposes ~ 
for which the money is used are productive ones, in other words, if the enter- 
prises are successful and if the volume of spending which is taking place at any — 
time is not straining the resources of the community in respect to men and ~ 
materials—in other words, if one is not at a stage of boom—then the results © 
are naturally of a very satisfactory character. The fact that capital spending ~ 
is not going on in Canada in anything like the volume of the ’20’s, is one of the 4 
reasons why we find unemployment here at the present time. : 
So far, I have referred to private spending on capital development. The — 
other possibility is public spending of a similar character; spending which is | 
based on borrowing, or perhaps Mr. Tucker would say on some other form of — 
financing, but which can conveniently be referred to as deficit spending. | 
The pros and cons of that, of course, have been very widely discussed — 
around the world in the course of the last eight or nine years. It is not a sub- | 
~ ject which I think can be dealt with in any brief answer. It so happens that for 
my own.purposes I made up a memorandum on this subject, and I have it here. 
Would it be the wish of the committee that I should read that or place it on 
the record? | 
Q. If you place it on the record it will be all right with me. I do not 
want to take up too much time. | 
Mr. Kinuny: I should like to hear it. 
Mr. BercovircH: Let us have it read. 


Mr. Towrrs: It would take about nine minutes, I think, or something 
like that. The statement is as follows: 


It is only in comparatively recent times that deliberate unbalancing of 
budgets has been widely discussed, or, indeed, that fiscal policy has been gener- 
ally regarded as having anything but a passive role to play in connection 
with variations in economic activitiy. 


Formerly, the operation of dynamic factors such as rapidly growing popu- 
lation, expanding geographical frontiers, the development of new products 
which promised to fill obvious needs, and rising international trade, made it 
reasonable to assume a strong underlying demand for production and installa- 
tion of durable goods. It was, of course, clear that maladjustments between 
costs and prices could put an effective brake upon the process of expansion; 
but, it was believed, costs and prices were sufficiently flexible and the basic 
forces of growth were sufficiently strong to ensure that the check to progress 
would be only temporary. Under such conditions there seemed to be no reason 
why fiscal policy should do anything to obstruct the course of the relatively 
short-lived deflationary process by means of which the necessary adjustments 
of costs to prices took place. 

The depth and persistence of the depression which began at the end of 
1929 led to the development of a theory which challenges this view of the 
responsibility of the state in regard to economic fluctuations. The theory 
runs broadly as follows:— 


(a) The strength of dynamic factors has suffered a secular decline. 


(6) The consequent fall in the average rate of economic expansion has 
revealed the need for adjustments so great as to amount to structural 
changes. 


(c) These are so formidable, the underlying factors promoting economic 
recovery or expansion are so weak, and certain rigidities are so great, 
that the usual deflationary process, if it is not checked by government 
action, is likely to proceed so far that it will strain the fabric of the 
present form of society. 

[Mr. Graham Ford Towers.] 
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(d) In order to give idle men the opportunity of producing goods or 
services which they or others would be willing to buy if income were 
inereased, the government is justified in borrowing either idle money, 
or newly created money, and using it to make good the decline in 
spending which occurs when existing money goes into idleness. 


I should point out, that of course I am just reciting the lines of the argument 
as made by various people. I continue with the statement:— 


It would be better still if idle money could be reached through taxation, 
put the difficulty of devising taxes which would affect only money which is 
not in use, and the harmful effect of any other type of taxation during depres- 
sion, make it necessary, in the main, to resort to borrowing. 


(ec) The elimination of all but frictional or seasonal unemployment should 
be the basis upon which policy with regard to the size of expenditures 
and deficits is determined. At the point where deficits begin to have 
a purely inflationary influence, presumably increased national income 
will make possible tax revenues sufficient to eliminate the necessity 
for borrowing. 


Those who reject the case for deficits disagree with the fundamental 
assumption, which I noted under (a). In (a) I mentioned that “the strength 
of dynamic factors has suffered a secular decline.” The statement continues: 
They refuse to admit that the so-called dynamic factors are wholly or even 
chiefly independent variables, in the sense that they are unaffected by the 
actions of government. They believe these factors would regain much of their 
former influence, though perhaps with a somewhat different weighting, if only 
business distrust of governmental policies could be removed. Apart from the 
possibility of government projects competing directly or indirectly with private 
business, they feel that continuance of government spending will induce lethargy 
and dependence upon the part of business. More important, they think that 
mounting government debt gives rise to such fears of greatly increased taxa- 
tion, or, alternatively, inflation, that private initiative is stifled by the resultant 
feeling of uncertainty with regard to the future. 

One’s view as to whether or not there has been a permanent weakening 
of the dynamic factors underlying the existing type of economic organization 
must, it seems to me, be largely a matter of faith. It must depend, for example, 
upon one’s view as to the future of international relationships. Having in 
mind the economic expansion which has taken place during the past century, 
I find it hard to believe that a fundamental change in trend can have occurred 
as suddenly as the extreme supporters of deficits seem to assume. However, 
one does not have to subscribe wholeheartedly to their assumption to agree that 
their point of view is worth very careful consideration. 

In any case, the weight of events since 1930 has been such as to force the 
governments of most countries to take some degree of action along the lines 
of deficit spending, regardless of the theories of fiscal policy which they hap- 
pened to hold. The important point to consider at this stage is whether or 
not it should be continued in Canada, and if so, in what degree. 

My first comment would be that most advocates of compensatory deficit 
spending have developed their theory with tacit reference to countries which, 
to a far greater extent than Canada, produce for internal consumption. 


By Mr. Woodsworth: 

Q. May I ask if that applies to the United States, the recent experience 
of the United States?—A. This whole theory, of course, is part and parcel of 
the United States developments. My statement continues:— 

Canadian thinking on this problem is inevitably influenced by develop- 
ments in theory and practice which are taking place in the United States. In 
that country only about one-twentieth of the national income consists of 
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receipts from goods and services sold abroad. In Canada the proportion is 


about one-third. In the United States the problem of achieving full employ- | 


ment and production is mainly one of offsetting or compensating for a reduction 
in the private demand for durable goods. No one would attempt to deny the 
existence of a comparable problem in Canada; just because our growth through 
the later twenties was so rapid the drop in private demand for durable goods 
has been all the more severe. But in Canada there is superimposed upon this 
a problem which is perhaps more important and certainly more difficult, viz., 
what to do about a reduction in the demand for goods and services which we 
sell abroad. 


Deficit spending in Canada can have little direct influence upon the course 


of foreign demand for our products. It can do little to increase domestic 
consumption of things which we normally export. Again, because of the 
specialized character of the production for which Canada is suited and equipped, 
it is unusually difficult to meet a decline in foreign demand by creating domestic 
demand for new things which this country can produce at a reasonable cost. 
And the necessary shifts of man-power and equipment might be definitely 
wasteful if the fall in export demand turned out to have been only of short 
duration. 

Agriculture presents a particularly intractable problem in this regard, for 
farmers have very low industrial mobility. When demand for their exports 
falls off, the process of putting them to the production of goods or services 
which will make up for part of the fall in real national income is, at best, a slow 
and expensive one. Unless the fall in external demand is judged to be of a 
permanent character, the most that can reasonably be expected is that the 
farmer be made as nearly as possible self-sufficient during the period of. his 
disability. But this does little to restore his buying power or swell national 
income. 

There are, therefore, greater limitations upon what compensatory deficit 
spending can do to offset fluctuations in the Canadian economy than there 
would be in the case of a more diversified and self-sustaining country. There 
are also greater dangers involved, as I shall now indicate. 

An export economy is in the position of having very little influence over 
the level at which many of its most important prices are set. It should, there- 
fore, do all it reasonably can to keep its cost flexible and to avoid introducing 
elements of rigidity through borrowings on fixed terms. Otherwise its com- 
petitive position in foreign markets may be adversely affected. 

I have already indicated why I think compensatory spending is likely to 
have less influence upon the course of real national income in this country 
than it would in most others. When large government expenditures are being 
made and debts are mounting rapidly, there will presumably be relatively 
less to show for them in the way of an immediate expansion of activity, and 
the possibility of harmful reactions upon private confidence and spending will 
be relatively greater. 

The apprehension which large government deficits may arouse in the minds 
of business men and investors, even if it happens to be initially ill-founded, is 
none the less real. If it is sufficiently strong it tends to bring about its own 
realization, and is accordingly a factor which warrants most careful considera- 


~ 


tion when deciding upon fiscal policy. 


Another of the main arguments advanced by opponents of a compensatory : 


deficit policy is that it may lead to inflation. In the case of a largely self- 

contained economy general inflation is unlikely to occur so long as appreciable 

reserves of productive capacity remain in idleness. In the case of Canada, how- 

ever, one must also take account of the fact that, under present conditions, there 

are fairly definite limitations upon the range over which domestic production 

can compete with imports on a cost basis. At least part of the active spending 
(Mr. Graham Ford Towers.] 
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power created by government deficits is likely to increase imports rather than 

give work to unemployed Canadian men or machines. If the increase in imports 

is not offset by increased exports (or by borrowing abroad) the external value 
of the Canadian dollar will tend to fall and Canadian prices will tend to rise. 

Tn other words the mere existence in Canada of large amounts of unused capacity 

does not in itself preclude an inflationary rise in prices. 

Whatever the immediate and intended effects of deficit spending may be, 

‘vis-a-vis the price level, if the deficits are financed largely by banks the govern- 

“ment does to some extent surrender its power to control future developments 

in the banking system. If bank deposits are greatly increased by purchases of 

government securities they cannot be readily contracted when, at the start of 

; an inflationary movement, their velocity of turnover begins to rise. 

. I have now indicated the main factors which I think should be considered 

q in any assessment of the extent to which deficit spending should be continued 

in this country. Some of these are shifting so rapidly that only a provisional 

_ appraisal can be attempted. However, it seems to me that if rising national 

income, in terms of goods and services as well as money, is to enable us to avoid 

both horns of the dilemma of crippling taxation or inflation, then all reasonable 

- precautions should be taken to prevent discouragement of private initiative and 

expenditure. The onus should be on the advocates of any government expendi- 

ture, in the ordinary as well as in the special or capital categories, to demon- 
strate that it definitely will add to the strength and balance of our economy. 

Needless to say, deficits incurred merely for the purpose of increasing spending 
power should be avoided at all costs, particularly those resulting from needless 
expenditures which give rise to additional waste and rigidity by adding to oper- 

_ ating expenses as well as to interest charges. How far borrowing for govern- 

~ ment expenditures which definitely improve the efficiency of the country as a 

_ whole, and do not have a harmful effect upon private spending, can be justified 

- at any time, depends, of course, upon how far we are from full employment, 

upon what considerations arise in connection with the external value of our 
currency, and, incidentally, upon what fiscal policies are being pursued elsewhere. 

: Q. As a matter of fact, you have covered something that is very interesting 

~ and something I had hoped we would get into; but what I had in mind was 

- more to compare the suggestion that was foreshadowed by the Imperial Economic 

Conference and the World Economic Conference, namely, that you could go a 
long way towards restoring employment by raising the general level of prices 
within each country. Your suggestion to the effect that that would stimulate 
imports, I suggest, is not correct; because if you, by monetary action, cause a 
rise in the general level of prices, there is a tendency for your money to get 
at a premium with some foreign money, and in that way your imports will 
naturally be discouraged—A. Get at a discount with foreign money. 

Q. Yes, at a discount; and so that would have a tendency not to encourage 

~ imports but to discourage them?—A. I referred, of course, in that memorandum 

to the possibility that action such as you mention would lead to depreciation 
of the dollar and, consequently, to an increase in the internal level of prices. 
Q. Yes?—A. Not necessarily saying whether that was good or bad, but just | 

- that it was one of the factors in the situation. 

f Q. And that would tend to discourage imports?—A. If, as and when the 
depreciation cf the dollar resulted in higher costs here, as it does after a certain 
lag, then the temporary advantage vis-a-vis the foreign exporter disappears. 

Q. At that point I wish to ask a question. We will take it as we go along. 
If you increase productive capacity due to the lack of purchasing power on the 

part of your people in general, your actual costs tend to rise, not fall. That has 

~ been the main contention of the farm implement manufacturers. They sav that, 
> on account of falling demand, their burden rises and so their costs rise. That 
~ is exactly the opposite of what you say. Is there not that other feature in Canada 
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to-day, that if you stimulate production or stimulate consumption demand for 


3 


" 
” 


goods—farm implements, household equipment, necessities for building equip- 
ment—when there is actually increased factory capacity and unemployment 1 
raising the unit cost to-day, you increase the amount of production in those 


fields and decrease the unit cost? Then if your economy is functioning properly, 


you lower prices instead of raising them. Is that not correct?—A. I think, under 


the circumstances you mention, that is correct, ves. 
(). Is that not the case in Canada to-day?—A. But the question is how you 
arrive at those results. | 
Q. That is the point. That is the thing which I am very anxious for you 


to explain. The World Economic Conference recommended that by monetary — 


action we should try to return, as I understand it, to the price level of 1926. 
We have only got back to, I suppose, around four-fifths of that general price 
level; that is, the index probably is around eighty, roughly speaking. I under- 
stood you thought the possibilities of monetary action were almost exhausted. 
For the life of me I cannot see how you can say that, with the price level down 
to four-fifths of what it was in 1926, increasing the element of rigidity that you 
have mentioned; when there are idle factories, idle people and when there is no 
effective demand and when there is a tendency to raise prices all the time— 
that is, raise prices in those particular goods—if you were going to raise them— 
by monetary action as recommended at the World Eeonomic Conference?— 
A. Of course, monetary action by the banking authorities alone will not 
necessarily raise prices.. That money has to be used. If it is relatively idle, 
it has no effect on markets or on prices. 

). Let me suggest this to you, just to take an example. The farmers of 
western Canada are not in a position to-day to buy their farm implement 
requirements. If, by virtue of some bonusing scheme or something, they were 
actually given the purchasing power with which to buy their necessities in the 
way of farm implements and household equipment, in the first place, probably 
prices would not be raised. That is correct, is it not?—A. It depends upon the 
volume, of course; but probably they would not rise much. ! 

Q. No.—A. I mean if there is any reasonable assumption about the volume. 

Q. If you did that your prices would not be raised. In fact, according to 
the farm implement manufacturers, they could decrease their prices; because 
they claim the reason they have raised them in the last four or five vears is on 
account of falling demand, with rising burden owing to the decreased number of 
units produced. That is correct? You know that is the case?—A. Yes. 

Q. Mr. Towers, suppose you actually do restore the purchasing power of 
the farmers and enable them to restore their productive power in that way. 
Who in the world is harmed?—A. What do you do after having done that for one 
year, necessarily in the form of a gift? There is a certain surge of business as 
that money is spent, just as there was in the case of the veterans’ bonus in the 
United States. When that finishes, do you do it again next year? 

Q. As a matter of fact, having regard to the amount you would pay in your 
bonus, if I know anything about the needs of the people in this country—and I 
know the needs of the farmers whom I represent—I believe it is correct to say 
that they are so great: that, to get them to a standard of living comparable with 
that of the civil servants at Ottawa, for example, it would take ten or fifteen 
years.—A. I undersand that. But that does imply the necessity for continuously, 
year after year, making these grants. 

Q. Very well; who is hurt by that? That is what I want to know— 
A. The grants, of course, necessarily come from the people of the country as a 
whole. 

Q. Mr. Towers, I am assuming that you are enabling idle factories and idle 


men to go to work to produce those demands. To-day. they are idle. Is it — 


not better to have them producing those demands than to have them idle?— 
[Mr. Graham Ford Towers.] 
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A. I think you will find, nevertheless, on the basis of the grant which we men- 
tioned, that it is impossible to conjure the thing up from thin air, so to speak. 
It does not only apply, naturally, in the case of the people you mention. 

Q. It applies all over Canada.—A. It applies all over the country. You 
‘would have a proposition roughly comparable to that of the monthly dividend, 
on the theory that, if the government did hand out that much in the way of 
“money, every one would be better off, that there would be no sacrifice involved 
on the part of any section of the community. 

Q. I am not suggesting a monthly dividend—A. Well, a grant. 

Q. I am suggesting that you say to your producers in this country that they 
are as much entitled to a minimum standard of living as their labourers are— 
for example, in the railroads and other industries; I suggest that the same 
principle should apply. Having decided on that, I suggest that you provide 
them in times like these, times of low prices, with the necessary means to pro- 
duce their basic goods, I suggest that by doing so you merely put idle people 
and idle factories to work, and it really does not cost your economy any- 
‘thing—A. I think, if I may immediately answer that point, that if one sticks 
to the very simplest conceptions of the thing those are nevertheless the most 
accurate. We know that the trouble in certain cases is that people produce 
certain things for which they find no market or else a market at a very inade- 
quate price; that those things are sold in the export market and that, as I 
pointed out in what I have just read, the possibility of increasing Canadian con- 
sumption to an extent which would cure the situation is simply non-existent. 

We could not eat all the wheat that we can grow. 
Q. But that is not the point.—A. Please let me finish, Mr. Tucker, because 
I think it is the point. The trouble, therefore, is that these people have cer- 
tain things which they cannot sell and which other Canadians do not want. 
- Normally the process -of living is a production of certain things by some people; 
other things by other people, and an interchange of the two; that interchange 
being facilitated by the monetary mechanism, but not caused by it. Certain 
people, therefore, have goods which they cannot sell abroad and _ for which 
there is no demand in Canada. These people under your proposal are given 
erants of a fairly substantial character—in any event that does not make any 
difference—they are given grants of money which enable them to buy goods 
from other people. They have not got goods which they can themselves give 
in exchange, they only have money, freshly created money, shall we say, or per- 
haps money which the government has borrowed. Well, that naturally helps 
the standard of living of the people who get the grants at the time they get 
them, but it is absolutely impossible to visualize a continuing economic system 
of that type without heavy sacrifices on the part of certain contributors, for 
which people who cannot produce and sell are being enabled to buy substantial 
quantities of goods without being able to give anything in return except the 
- money with which the government has provided them. 
Q. You say it is not possible to do that without sacrifices. If you limit 
that to getting your productive machinery running at reasonable capacity, 
where are your sacrifices?—A. But, Mr. Tucker, the point is that you have got 
to get the productive machinery of the depressed people operating so that they 
will have goods to offer in exchange. 
Q. But, Mr. Towers, I will tell you something that perhaps you do not 
realize. The farmers in the west could consume twice as much of their own 
products if they were not pressed to dispose of them in order to meet obliga- 
tions. There is no doubt that in-a large section of Saskatchewan the farmers 
there could consume twice the amount of butter, eggs and cream which they 
produce if they were not trying to sell those goods in order to keep afloat under 
the present situation. Is it not true, then, that if you gave them the means 
of a minimum standard of living in this country they would create a demand 
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for your factory een as thus putting idle people to work? As it is thea 
are forced to sell their own products which they should not sell, causing their 
children to suffer from malnutrition. What I have in mind would be merely — 
putting the productive machine to work. It was the intention of parliament 
that you should study the possibility of doing that by monetary action. What 
I am interested in knowing is this: I cannot see, and I hope you will pardon | 
me if I say so, where during the last three or four years you have taken ~ 
decisive measures to meet that present appalling situation. If you have taken © 
those measures, then I should like to know. If you have not taken those — 
measures it looks as if the high hopes.that parliament had when it set up 
your institution have not been “realized —A. Before dealing with the questa 
of what measures we may have taken may I say that you have not dealt — 
at any stage with my thought as to what is needed to cure the situation of — 
these people. I am not talking about temporary measures of government — 4 
assistance, which is not within my province, and I am not minimizing the extent — 
of the problem or the extent of the hardships which are felt. Please do not — 
think that anything I say indicates indifference or lack of sympathy there. — 
But thinking of a permanent cure, you have not said anything relating to my 
expression of opinion that the only way in which you will find a permanent 
cure is to find ways and means for these people to produce something that _ 
they can sell or exchange for other goods. | 


By Mr. Landeryou: 

Q. I should like to ask Mr. Towers if he has a permanent solution to the — 
problem mentioned to increase the purchasing power of the farmers?—A. The 
way to increase their purchasing power, if you will forgive me for saying © 
something that does sound trite, is what I have said before, namely, that if they 
can produce goods which they can sell they will have that purchasing power. 
I do not think it was ever contemplated that the Bank of Canada should 
be responsible for the entire economic operation of the country. That would ~ 
be a delusion of grandeur in so far as we are concerned. What you are asking ~ 
there, Mr. Landeryou, is, have I any solution for the problem that because — 
of developments in the last ten years the Canadian western wheat farmers 
find it difficult to obtain a market for a sufficiently large quantity of wheat 
to enable them to be prosperous. 

Q. That is not the question.—A. It must be. 

Q. It is not the question. The situation in western Canada is that the © 
farmers are producing large quantities of goods. ‘There can be no question © 
about that. : 

Mr. WoopswortH: Mr. Chairman, pardon my interruption, but I thought 
it was generally understood that we were to allow one line of questioning © 
to be proceeded with. I think perhaps advantage was taken of that by one 
gentleman occupying too much time, but Mr. Tucker has not been guilty of that. — 

The CuatrmMan: I think Mr. Tucker should finish his examination, Mr. 
Landeryou. You allowed Mr. McGeer to go on, now it is Mr. Tucker’s chance. 

Mr. LanpEryovu: I am prepared to drop it if I may be given an oppor-— 
tunity later. 


The CHatRMAN: I think so. 


Mr. Lanperyou: I just had one question to ask. It is in my opinion a 
very important question. Mr. Tucker raised the point and I should like to have 
a little more light on it. There have been statements made by Mr. Tucker 
and Mr. Towers which I cannot grasp. 

The CuarirMAN: You will have an opportunity to speak later. Give others 
a chance, Mr. Landeryou. Go on, Mr. Tucker. 

[Mr. Graham Ford Towers.] 
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By Mr. Tucker: 
Q. What I wanted to get at, Mr. Towers, was this: The present inter- 
national situation is as it is, and I am not suggesting to you we should not try 
to export our surplus products in return for the things we can buy with those 
products. But we must take the situation as we find it and as we are likely to 
find it for maybe several years to come. I take it you do not think that would 
justify failure to operate on the situation by monetary action in order to ensure 
Canadian economy working at reasonably efficient capacity; that what you are 
suggesting is, I take it—I may be wrong—that unless we can do something 
which apparently we are not succeeding in doing we should be content to see 
the people of the west not consuming all they could of their own produtts, 
not consuming all they could of products that might be manufactured by idle | 
men in idle factories in all the rest of Canada; that we should be content to sit 
down alongside of that situation— -—A. No, not for minute, Mr. Tucker. I am 
not here as much to express views in regard to what the country’s policy should 
be, as perhaps to try to give explanations of the implications of this or that 
method of procedure. I stick to the simple things because they are the facts. 
I stick to it that the problem is this: If the Canadian western farmers could 
sell 300,000,000 bushels of wheat a year—I will use that one product as it is 
the most important—at satisfactory prices, most of the troubles to which you 
refer would not be under discussion here to-day. They cannot do so because 
of lack of foreign demand. Canada can do nothing about that foreign demand 
in a major way. If, then, the consumption requirements of the farmers are to 
be supplied in some other form, that is a matter of governmental policy. But 
we should not forget that the main trouble is that they cannot sell sufficient of 
_ their goods to be prosperous, and I do not think a domestic demand for those 
_ goods can be developed on any scale which will cure the situation. 
. So, we are faced with one of two alternatives: Carrying on as we are in the 
: hope that in due course the international situation will clear up and lead to a 
' return of foreign demand; or, if we believe that this is hopeless for ever and a 
_ day, then we are faced with the problem of putting a number of farmers to the 
production of things which can be consumed at home; in other words, changing 
_the whole economy of the west. 
Q. Along that line, Mr. Towers, I am not suggesting at the moment any- 
thing so fundamental as that; what I am asking yeu is whe weuld be harmed by 
this policy that you would adopt in the meantime in this emergency situation, 
which is recognized as such, and in justifying a permanent shift in our economic 
set-up? Who would be harmed by a policy of looking after those people who 
- are worth while keeping, in the economic situation, giving them. enough to 
have a reasonable standard of living based only upon the productive power of 
- themselves and the rest of the country to supply— —A. Mr. Tucker, may I 
; interject there? I am obviously very bad at making explanations because you 
_ just referred to their productive power, although a minute ago I thought we 
had agreed that that productive power to a certain extent is non-existent, 
because it is productive power in relation to products for which there is not a 
demand. 

Q. Oh, now, Mr. Towers, I have suggested to you that if it were not for the 
economic pressure on them the people of this country could consume, I am 
satisfied, twice the butter, twice the meat products and twice the cream.—A. Oh. 

Q. Well, I have no doubt about it in my mind, and I have no doubt in the 
world that to give the people of this country adequate houses to live in would 
keep our lumber mills busy for the next 15 or 20 years. The same remark 
applies to adequate household equipment, and we can do that within the four 
corners of our country. | 


Mr. Lanperyrovu: Hear, hear. 
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By Mr. Tucker: 


Q. Do you not think that if you, the leaders of economic coupe in this © 


country, do not make your economic set-up conform to what can physically 
be done something is going to happen?—A. Yes, Mr. Tucker, but I come back 
to the principal point, that is, I come back to the question of wheat, which is 
of major importance. I insist that it is absolutely impossible, for Canadians 
to consume three or four hundred million bushels of wheat, and I insist that 
there are farmers engaged in the production of that quantity of wheat. The 
actual amount of their production will, of course, be affected by weather; but 
they at least hope that that much is coming out of the ground. Ivrealize that 
they have demands for many things which they have not got now; that they 
want to consume more, and I wish to heaven that the situation were such that 
they could sell their products on a basis which would give them abundant pros- 
perity. But unless and until there is a market for what they produce, or unless 
and until they go into some other form of vocation where they can find a market 
domestically, what is done for them in the interval must be done at the cost of 
a certain sacrifice so far as the rest of the country is concerned, because you 
‘must have some goods to give in exchange. If you consume goods but are 
unable to give goods in return there is a sacrifice on the part of some one. 

Q. Do you think, Mr. Towers, it would be more of a sacrifice for the un- 
employed, for example, in the city of Windsor, to be happily at work produc- 
ing cars than to be walking the streets in idleness? Would there be a sacrifice 
for them?—A. No, but of course some one must provide the materials, and so 
forth, for the cars. 

Q. Would it be a sacrifice on the part of the people to be employed cutting 
the timber to go into those cars instead of being idle?—-A. One does, of course, 


get led down side paths in considering this and that. aspect and its effect on . 


various individuals. After all, if one could accept the main proposition that if 
A person consumes goods but unfortunately has no goods to give in exchange, 
there is a gift or a sacrifice involved there, I think we would have the answer 
to the proposition in a moment. 

Q. You are begging the question when you say there is a sacrifice involved. 
I have asked you right from the start where the sacrifice is if you merely put 
idle hands and idle factories to work? Where is the sacrifice; that is what I 
want you to answer?-—A. On that basis, a large number of people i in the country 
or half the people in the country can do nothing, and the other people would 
supply them. Would there not be a sacrifice involved there to the half which 
supplied? 

Q. I say you put unemployed 1 men to work. Where is the sacrifice there? 
I am Ten only to that question—A. I think that you would find that the 
sacrifice took this form; that the amount of consuming power which became 
available, and which did call into play certain of the unemployed factors in 
the economy would also result in a higher price level, and that is the form 
which the sacrifice would take. But may I say this: that to express views on 
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this particular point and to draw all its implications without wasting words | 


and without saying things in a way which creates confusion is, I find, very 
difficult. I think I could put it down in black and white in very brief form 
and express it best at the next meeting. 

Q. All right. You made some remark about Dr. Schacht in answer to Mr. 
McGeer’s suggestion that monetary action was not regarded as very important 
in Germany, and I suggested exactly what I am putting to you now. I sug- 

gested they followed a policy of monetary expansion until they had used up their 
Fale resources in the way of man-power.—A. I think I said everything that I 
know of, in brief form of course, on that subject in the memorandum that I read. 

Q. Well, now, along that line, I should like to read to you—I hope nobody 
will think I am approving of the attitude on ee affairs in Germany; I have 

[Mr. Grahem Ford Towers.] 
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n accused of that because I have given some suggestions with regard to the 
shings they are doing on monetary action in Germany. Dr. Schacht gave an 
‘address in New York in January of this year, and I suppose you are familiar 
with it?—A. I did not know he had been over to this continent, no. 

Q. At page 8 he says— Pat 

The CHaiRMAN: Before what body? 

Mr. Tucker: Before the Deutsche Akedemie. 


Mr. Towers: Yes, in Germany. 


1 
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By Mr. Tucker: - 


Q. It was delivered on November 29, 1938, and read before the Deutsche 
Akademie.—A. Yes, I have read that. 

e. Q. I thought you would be familiar with it. Now, here is what he says along 

ethat line:— 

4 As soon as an economy has made use of all available labour and 

: eh Nite any further credit expansion is not only senseless, but actually 

| harmful. 


I think I should read this part because it is very interesting. 
The CHarrMAN: What year? 
Mr. Tucxsr: The fall of 1988. 


The Cuatrman: They are in the midst of their armament preparations then 
as far as labour and employment are concerned. 


Mr. TucKeER: 


For then newly created money can no longer effect a further 
increase in goods production but can only bring about competition for the 
available labour and raw materials, and such a competition must neces- 
sarily lead to an increase in prices and wages, despite all measures of 
state control. Now the term “full employment” is naturally elastic. An 
economy as large as the German economy will always be able to mobilize 
some labour reserves and realize some success in rationalization. But 
there was no more room for a credit expansion in the former style, and the 
authorities drew the inevitable conclusions. On April 1, 1938, credit 
creation by the central bank was stopped, and the financing of govern- 
ment orders was shifted to taxes and loans. The period of transition was 
covered by the issue of delivery certificates. 


Now, I am putting it to you, Mr. Towers, that we can go a long way by use 
- of such credit through the Bank of Canada in putting to work our unemployed in 
producing the things we need before we would experience a situation such as he 
refers to.—A. I would be the last to deny that there are possibilities in Canada, 
even with the handicaps which we have as compared with a country such as 
Germany from certain points of view. I would be the last to deny that there is 
nothing in that, but I did try to indicate in my memorandum to-day what I 
thought were some of the limiting factors which are found in Canada. T cannot 
define here exactly how far we can go, or what direction our activities of that 
kind should take, but I agree there are certain possibilities along these lines, as I 
tried to show in the memorandum. I believe there are, also, a number of limit- 
ing factors. 
| Q. Do you think that we are following the possibilities?—A. I should not 
like to express an opinion on that. It is certainly the case that our government 
spending across the country, of a deficit type, during the course of the last eight 
or nine years, has been enormous. It is that type of spending which is visualized 
in connection with the theory which we have under discussion. Whether it was 
77047—2 6 
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all of the very best type, calculated to give the most employment, whether it was 
of a character which would strengthen the economy and therefore not be a drag 
later on, brings up too broad a subject for me to express an opinion on. In other 
words, we have done a great deal; perhaps we could do some more, but there are 
certain limiting factors and dangers which we should watch out for because of the 
character of our country as compared with one which is more ‘self-contained. 

Q. Along that line, Mr. Towers, you think we are justified in saying we 
have exhausted the limits of monetary action when we have the number of 
unemployed we have in the country, the number of idle factories and a price 
level that is about 20 per cent below what it was in 1926? Can it reasonably 
be said that we have exhausted the limit of monetary action?—A. I think, 
Mr. Tucker, that I should point out that monetary action has two aspects. 
First of all, there is the arrangement, shall we say, of the monetary situation 
which makes ample funds available. The second aspect is the activity shown 
in the spending of these funds. The first part is a question of banking policy; 
the second part, as I pointed out, is private policy in connection with private 
spending, government policy in connection with government spending. 

@. That brings up another point. I am not going to take too long, but I 
should like to follow this up for a few minutes. 

Some Hon. Members: Go ahead. 


By Mr. Tucker: 


Q. You say that our banking system must make available a certain amount 
of money, but I suggest to you that one of the things that it was supposed to 
operate on was the price level?—A. The price level is affected by spending. 

Q. Yes—A. The price level, of course, will not be affected no matter how 
large the volume of money is, if the money lies idle. 

€). That rings up another point, of course. Your only substantial control 
of the money that is in the hands of the people of Canada to-day is subject to 
the overriding control of the chartered banks of the country?—A. No; I would 
not put it that way. The volume of deposits in Canada is $2,500,000,000. No 
one has any control over that except the owners of that money. 

@. Yes; when I suggested this, for example, that the amount of money put 
out by the Bank of Canada should be increased, the answer made by someone 
is that the banks to-day are putting out as much in the way of loans—which 
create the effect of purchasing power of the people—as they can do, because 
they must have willing borrowers, and therefore no matter how much you 
wanted to raise the price level in present circumstances you could not do so if 
you raised the reserves tremendously, because the banks to-day are loaning all 
they can put out, thereby increasing deposits to willing borrowers; and there- 
fore you are taking the attitude under the present system that you cannot increase 
the amount of effective money in the country because the banks say it cannot 
be done?—A. Oh, not at all, because the amount of effective money in the 
country—that is the amount of deposits—has increased tremendously in the 
course of the last few years. 

Q. By loans to government?—A. Yes, that is by deficit spending, to which 
we just referred. 

Q. I suggest this to you: the only way that you have been able to get an 
increased amount of money in the hands of the people has been by getting the 
government to go to the chartered banks and borrow, and that is the only way 
vou have managed to increase your money supply?—A. Well, I would come 
back to the reference of “getting the government to go to the banks to borrow” 
which is not necessarily the way it operates. When the government makes an 
issue, you find the great portion of that is taken up by institutions and indivi- 
ee who have bank deposits in their hands, and they invest these in government 
oans. 7 


[Mr. Graham Ford Towers.] ¥ 
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- Q. I understand that——A. I think very frequently the assumption is made 
that all government bond issues serve to increase bank deposits. May I just 
finish that. I wanted to deal with the actual situation. 


~ Some Hon. Memepers: Let us have it. 
The CuHarrMan: Let the governor of the bank finish his statement. 


Mr. Towers: Let us assume that government debts over the past five years 
_—I am not going to use actual figures because I do not remember them—have 
' increased by $700,000,000 or $800,000,000. All of that amount, in the first 
instance, may have been bought by individuals and: institutions, but it might 
then be the case that the banks under pressure to increase their assets, 
because of the abundant cash reserves, will subsequently buy these bonds from 
_ the people who hold them, thus increasing the banks’ investments and increas- 
- ing their deposits at the same time. But that process of increasing bank imvest- 
ments and deposits could have taken place even if there had been no govern- 
ment deficit and no increase in government debt. As a matter of fact, it has 
_ taken place concurrently with certain increases in government debt. 

: @. I should like to read along that line what Mr. Dobson. said on January 
14, 1939. He is quite a banking expert, and made some reference to. that 
subject. I am reading a newspaper quotation, and it is from the Winnipeg 
Free Press of January 14, 1939. 

Mr. Krnury: He was not speaking before a committee of this house? 

Mr. Tuckxsr: No. This is what he says:— 

a Our primary business is commercial banking, but as has been pointed 
out on numerous occasions, we cannot compel unwilling borrowers to 
use our surplus funds if, because of lack of confidence or for other 
reasons, they are not prepared to expand their business; and prudent: 
bankers must of necessity guard against taking unwarranted risks. Con- 
sequently, the only way in which surplus funds can be put to work is to 
invest them in government bonds 


Mr. Towers: Just what I said. 


By Mr. Tucker: 


@. As a matter of fact, I think it has been your purpose to provide for 
commercial expansion during the last four years by increasing the cash reserves 
of the banks. That is correct, is it not?—A. I think it has been our purpose 
to provide for exactly the expansion that has taken place; in other words, to 
_ provide for an expansion in banks’ holdings of government bonds so that during 
this difficult period governments could finance as cheaply as possible, and also 
_ so that private industry could finance or refinance as cheaply as possible—that 
- money rates, in other words, should be low. Our policy has been directed or has 
_ been framed with that in mind, as well as with the idea that such increase as 
_ there has been in loans could be financed by the banks without necessitating 
~ contraction in other directions. 
- Q. So I take it that your purpose in providing these increased cash reserves 
_ was to enable the banks to increase their investments in government loans by 
- approximately $439,000,000 and at the same time decrease their loans to 
~ commercial institutions by over $30,000,000. Was that your purpose?—A. No; 
- because there has been no necessity, no reserve necessity, for them to decrease 
- their loans. 
‘ Q. But they have done so?—-A. Excuse me. I think they have increased, 
have they not? 
q Q. What is that?—-A. Of what period are you speaking? 
: @. I am speaking of the period of the last three or four years. They have 
actually decreased their commercial loans by over $30,000,000, and increased 
their government loans by four hundred and some odd millions—A. May I 
just look at the figures? 
77047—23 
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Q. Yes—A. Say, from March, 1935, or what period do you mean? 

Q. If you take the period from, say, the end of the fiscal year in 1935— 
September, 1935, to September of 1938—it will .be all right. That is three 
vears—A. September, 1935? JI have December, 1935. Would that do? 

Q. Yes—A. At that date, the total of Canadian loans—that is, of public 
current loans, which are the business loans and do not include call loans—was 


< 
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$820,000,000. In that period of comparison, you are right; yes, loans have gone ~ 


down $14,000,000. If you take the figures from December, 1936, you will 
find that the increase is $1381,000,000. The loans in December, 1936, had gone 
down to $675,000,000; and at the end of December, 1938, they were $806,000,000. 
I should point out that even at the tail end of the depression, there were 
certain substantial loans which were liquidated from time to time. I can think 
of the C.P.R. $60,000,000 loan which was liquidated by the sale of securities 
in the market. I can think of the old wheat board loans which were very 
heavy when we had accumulated that big surplus; those were liquidated. There 
were various other things of the same kind. I may say that liquidations of 
that character are not harmful. 

Q. But my statement that, during the period of the three years—that is, 
from the time that the present administration came into office until the present— 
as a result of your monetary policy (the effect of it anyway, whether it was 
the purpose of it or not) was that your loans to governments have increased by 
over $400,000,000 and your loans to commercial institutions have decreased, 
is still correct, is it not? 

Mr. Krnuey: Just the opposite. © 

Mr. Tucker: No, it is not the opposite. 

Mr. Towers: That is not a reason— 

The CHarrmMan: Order. 

Mr. Towers: That is not a result of monetary policy. 


Mr. Tucker: That is what has happened. Let us get that established, 
because some members say that is not correct. 

Mr. Towers: One must also remember, of course, that the decrease that 
has taken place during that time presumably represents a very substantial 
decrease through the liquidation of loans of the character that I have mentioned 
and an increase in other loans. 


By Mr. Tucker: 
Q. In other words, the loans to commercial institutions, in spite of your 
expansionist policy, have been decreased; there has been an increase in 
government loans accompanied by a decrease in loans to the people doing the 
business of the country ?—A. That decrease has taken place for the reasons that 
I mentioned, and I would say it is due to the liquidation of the wheat board 
loans which were at a very high figure at that initial time we are speaking of. 
Q. But if your economy is functioning properly, when one commercial loan 
is paid off it should be, if your economy is going to expand under your present 
banking system, replaced by a new loan in some other direction. You are 
contracting the amount of money available in the country unless you replace 
it by deficiency financing or government borrowing.—A. I think, in so far as 
the reduction in bank loans is concerned, that one must put in a special place, 
liquidation of heavy stagnant loans against surplus stocks. But, by and large, 
I would agree with you that a continuing decline of bank loans is a mark of an 
economy that is not doing well. I should be very glad to see these bank loans 
much higher. I am certainly not arguing in that sense. But it is not monetary 
_ policy which can make them higher. 
[Mr. Graham Ford Towers. ] 
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Q. All right. What I want to get established, first of all, is that since this 
administration has come into office, in spite of your actions as a result of your 
expansionist policy or your easy-money policy—in spite of it, we will say, 
or regardless of it, or whatever way you want to put it—the effect of what you 
have done has been that commercial loans have decreased and loans to govern- 
ments have increased by over $400,000,000. That is true, is it not? I just want 
to get the facts; because you have given an explanation, on the one hand, that 
big loans have been paid off and I answer you and say, “Yes, and equally big 
- loans that should have been made have declined.” 

; Mr. Cueaver: Would you permit a question, Mr. Tucker, in order to 
- elarify this? 

Mr. Tucker: Yes, certainly. 

Mr. Curaver: Are you suggesting, Mr. Tucker, that, as a result of the policy 
of the Bank of Canada, private banking institutions demanded or put on pressure 
- for the refunding or the redemption of these loans? Was it not on account of 
the lowering of interest rates that it was profitable to the C.P.R. and to these 
other institutions to sell bonds and stop borrowing from the banks? 

Mr. Tucker: I do not think that is the reason for what has happened. 
_ But what I want to get at, first of all, is to establish that certain things have 
_ happened; because when I ask a question a lot of people say it is exactly the 

opposite. Having once established that that is the case—if Mr. Towers will tell 
~ me that it is the case—I will go on and ask him ‘if my original statement is not 
correct, that the last word to-day rests with the chartered banks. 

Mr. Towers: I will never dissociate the figures from the underlying reasons 
for movements in them. I have given the answer along those lines. That is as 

far as I can go. There is the other feature which you mention, which is quite. 
a separate one; that is, that certain loans which should have been made have 
_ not been made. Naturally, one can never say anything about that unless one 
_ knows the specific cases. 

Q. So it is unfair, is it not, to say that because you happen to know of 
certain big loans that have been paid off, it is an unusual situation?—A. But I 
- know those loans and have named them. 

Q. But you do not know the loans that have been declined?—A. IT do not 
know the loans that have been declined. : 

Q. So, therefore, you are introducing— ——A. If you do and would name 
them, I should be glad to have a look at them. 

Q. You know very well that I cannot. You know these particular loans 
and you are introducing one feature of the situation and not the other.— 
A. Mr. ‘Tucker— «© . 

Q. What I want to do is this— 


The CHAIRMAN: Order, please. 

Mr. Tucxer: I want to ask you certain questions. 
The CHARMAN: Well, ask them. 

Mr. Tucker: Yes. 


By Mr. Tucker: 

Q. Here is the first thing. It is correct, is it not, that the banks of this 
country have decreased, in the last three years, their commercial loans by, 
you say, $14,000,000? The figures that I had were over $40,000,000. But let 

us say it is $14,000,000.—A. On those dates. 

Mr. Cueaver: They were at the customers’ wish. 

Mr. Tucker: That does not matter. 

Mr. Cunaver: If there is pressure put on by the bank calling in the loan, 
that is quite a different thing. But this is a customer coming along voluntarily 
and saying, “ Here is my money; I can borrow cheaper somewhere else.” 
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Mr. Tucker: What I am getting at is what has happened and our failure’ 
under our present system to prevent it from happening. I am not going into 
the reason for what happened. : 

Mr. Krnutry: We do not need as much money to finance 37 cent potatoes 
as we do to finance $1 potatoes. 

Mr. Donnetiy: Might I ask a question here, Mr. Tucker? 

Mr. Tucker: Yes. 


By Mr. Donnelly: 

Q. Mr. Towers, I understand that you have an easy-money policy at the 
present time; is that right?—A. That is right. 

Q. I understand that our banks have plenty of money to loan out so 
long as they can get security to loan it on?—A. That is correct. 

@. And they are anxious to put it out as long as they can get security? 
—A. Yes. 

_ Q. I have sort of agreed with that, to a certain extent, and felt that it 
was true; but certain evidence which has come to my hand lately makes me 
doubt it very much. Take the province of Saskatchewan, for example. Right » 
in the province of Saskatchewan to-day we have a problem on our hands with 
regard to seed grain. Our farmers are needing seed to put in their crops. 
This government has loaned the province of Saskatchewan $1,500,000 in order 
to assist the farmers to put in their crops. The loan companies have loaned 
them something in the neighbourhood of $400,000 or $500,000—in the neigh- 
bourhood of half a million—to help them get seed and help them to put in their 
crops. The private owners of land have loaned their renters a certain amount 
of seed to help them put in their crops. Now the province of Saskatchewan 
comes to the banks and asks the banks to loan them half a million dollars in 
order to help them to finance the farmers to put in their crops, and the banks 
say, “ Not unless you get the dominion government to back the note.’ You 
call that an easy-money policy? I do not call it an easy-money policy——A. The 
banks themselves would have to answer that. An easy-money policy, as 
you say, places the banks in a position where they are very, very keen to get 
loans, where they have ample resources to make loans. Whether or not they 
are acting properly in making or not making loans—in refusing or agreeing 
to specific loans—only they could answer. If they refuse to make them, it 
will not be for reason of inadequate resources but because they do not believe 
it is safe. 

Q. Mr. Towers, these banks have as much interest in that country as 
the loan companies have. They have their money loaned out around the 
country, and they must surely know that if the farmer does not get his crop 
in and they cannot seize his land, there is no chance of them ever getting their 
money back. Surely if they will not lend it where they have the security of 
the whole province of Saskatchewan behind it, there is something wrong. On 
top of that, the government of the province of Saskatchewan has passed legis~ 
lation this year compelling every farmer, when he brings in his wheat, to get 
the permission of the municipality before he can sell a kernel of it. The 
municipality has to sign that receipt he receives for his wheat before he can 
get the cash, and they can take the money out to pay back for the seed if 
they want to, because they are equally responsible with the banks. In the 
face of that, if you can call that an easy-money policy on the part of our banks, 
then I think the quicker we close down these banks and get a national bank 
or something of the kind to handle our money policy, the better it will be for 
us. I think this is terrible. 

Mr. LanpEryou: Hear, hear. 

[Mr. Graham Ford Towers.] 
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_ _Mr. Towers: They, of course, must answer any questions along those lines. 

You would not expect me to reply. ! 

; Mr. Donnetiy: I think it is time this was brought to the attention of 

somebody, and I think it should be brought to the attention of our Department 

of Finance. I think that our Department of Finance should take steps along 

these lines to inform our banks that unless something is done, they will take 

action. When they are opening up and asking the dominion government to 

guarantee every note and every bit of money that is borrowed, it is time we 

- got some other kind of banking system. Something ought to be done to these 

_ banks to bring them to time. 

Mr. Lanperyou: Hear, hear; that is talking. 

k Mr. Tucker: What Mr. Donnelly has said bears out exactly the position 

_ I took a moment ago. 

Mr. Lanperyou: You agree with Mr. Aberhart. 

Mr. DonneE.tLy: No. : 

Mr. Tucker: I suggest that in spite of the need of credit in this country— 

The CHAIRMAN: Order. 

Mr. Tucker: And in spite of your easy-money policy— 

The Cuarrman: Order, please, Mr. Landeryou. 

Mr. Tucker: —the only time the banks have put increased money in the 

~ hands of the people by making loans and increasing deposits has been when 

_ governments have stepped in and helped them, otherwise there would actually 

have been a deflationary movement brought about by the banks decreasing 
the amount of money in existence. 3 

Mr. Towers: What you are saying there, as I understand it, is that there 

- have been many cases of the banks refusing to make loans which they should 

- have made and for which they had ample resources, that from the point of view 

of monetary policy there was no brake to the making of these loans? 


By Mr. Tucker: 
a Q. I will go into that. I want to get the facts——A. I just wanted to under- 
stand. You think from the monetary point of view the possibility of making 
loans was there, but you believe there have been many cases where the banks 
__ have foolishly declined to make them? 
. Q. I am not putting that question to you, Mr. Towers.—A. I am just asking 
it so I can understand. 
Mr. Kinutey: That is the point. 
i Mr. Tucker: No, that is not the point. I will come to that. I can tell 
~ you in so many words of banks which called their loans; because of the defla- 
_ tionary movement they had to call them, and that deflationary movement was 
_ caused by virtue of your ten to one policy. Deflation starts, the whole thing 
; tumbles in and loans have to be called. I will come to that later. 


: By Mr. Tucker: 

Q. What I am trying to get, Mr. Towers, is a straight answer that that is 
- the case?—A. My straight answer is that it is not the case.’ 
é Q. It is not the case that during the last three years, in spite of your failure 
or as a result of it—I shall not go into that for the moment—commercial loans 
~ have decreased and loans to the government have increased?—A. Mr. Tucker, 
~ T have answered that again and again. I have given the answer which explained 
_ the circumstances. I have said that I will not dissociate the figures from the 
facts underlying them. I can say no more. 
Q. But it is the case?—A. I have answered the question time and again 
in the only way I can answer it. 
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Q. But it is the case?—A. I have answered the question in the only way | 
I can answer it. : 

Q. Figures speak for themselves.—A. And the explanations, of course. 

Q. But the figures speak for themselves?—A. If you know what they mean. 
I did not intend that disrespectfully, Mr. Tucker. 

Q. I know how it is meant. That being the case, then we come back to this: 
The fact remains that the only way you can get 90 to 95 per cent of the money 
in this country into the hands of the people is by the banks ceasing to make 
loans or to purchase government bonds? That is true, is it not?—A. Yes, and 
one must assume, of course, that the banking system operates in. accordance 
with certain well-established principles. If it does not, I suppose there would 
have to be a change. 

Q. Yes, but we are investigating that, Mr: Towers, and I am asking you 
have we to-day got control of the amount of money that the people need to do 
business with, or have the chartered banks got control of it?—-A. The funda- 
mental control lies in the central institution. The central institution can increase 
cash reserves. If the chartered banks decided that they would leave that extra 
cash idle and not increase their loans and investments on the basis of the addi- 
tional cash reserves, then it is true that the increase in deposits would be simply 
equal to the increase in cash and no more. That situation has never arisen. 
The chartered banks have so far always increased assets in proportion to any 
additions to their cash. 

Q. As a matter of fact, from 1929 to 1934 is this not what happened: That 
the banks curtailed their commercial loans to the extent of almost $900,000,000? 
—A. $540,000,000. That is public current loans in Canada. 

Q. For what period?—A. December 31, 1929, to June 30, 1934. 

Q. All right, and that meant that if the banks had not increased their invest- 
ments in government bonds the amount of money in circulation in the country 
would have been decreased by that amount? Is that not true?—A. Yes. 

Q. And is it not true that if government borrowing had not come into the 
picture and enabled those bank deposits+to be replaced such a tremendous 
reduction as that in the money of the country would have perhaps created a 
collapse?—A. That reduction would not necessarily have taken place because 
the banks might have bought existing government bonds from their holders, 
and did to a certain extent. 

Q. If the government bought existing government bonds?—A. If the banks . 
bought existing government bonds. : 

@. Yes, if the banks bought existing government bonds from their holders 
they would give, I suppose, a credit to the people from whom they bought those 
bonds for that amount? Is that not true?—Yes. 

Q. So that the buying by the banks of government bonds would not actually 
increase the amount on deposit?—A. Yes, because when they bought the bonds 
from the existing holders, the holders, instead of having the bonds, would have 
a deposit balance in their favour on the books of the bank. 

Q. All right, and that is all that would have happened. The banks could 
have bought those bonds by putting a credit to the person from whom they 
bought them?—A. Yes, and that person, of course, could use that money in any 
way he saw fit. 

Q. But you suggest then, do you, and I am asking you this because I suppose 
you threw that suggestion in to make a contribution to an understanding of the 
actual situation, that the increase by the banks in the investment of government 
bonds was due to that?—A. Was due to which? 

Q. To the thing that you suggested, the buying by the banks of existing 
bonds. Now, Mr. Towers, I know that during that time the government increased 
their loans by twice that amount, and the banks increased their holdings of 
those loans by between $800,000,000 and $900,000,000 and that the government 
borrowing during that period increased by at least that amount?—A. Yes. 

[Mr. Graham Ford Towers.] 
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a Q. Then I suggest to you that what happened was that the government— 

it does not matter whether they bought existing bonds or new bonds—the fact 
remains that the government issued in bonds $800,000,000 or $900,000,000 dur- 
ing that period.—A. Yes. 

| Q. I come back to this, Mr. Towers, that if it had not been for deficiency 

_ government financing replacing that destruction of purchasing power, you would — 

have had an actual contraction of purchasing power by that amount?—A. I 
have tried to point out that while in actual fact the developments were very 
much along the lines you suggest, it would have been possible for the banks to 
add to their government bond holdings and to increase deposits as a result of that 
even if there had been no government deficit, because I can point to a country 
where that has taken place. In other words, I am not trying to contradict your 

_ view of what actually happened, but just to point out that if deficits had not 

; been increasing it would still have been possible to buy more government bonds. 

Q. What I am getting at is this: That under the circumstances at that time 
- the government actually stepped in to replace the purchasing power that the 
: banks were cancelling out?—A. Oh, I can hardly give that interpretation to it. 

Q. But that was the effect?—A. I would say that the course of business 
and world events was producing that situation and the impact of it on the 
government caused governmental necessities in the way of expenditures to rise, 
hence the deficit. 

Q. But that is the effect of it, the effect of them calling commercial loans | 
and creating all the conditions which made government enter the picture, 
falling prices, unemployment, and so on; it made it necessary for the govern- 
ment to come in and borrow, and that they by so doing replaced the purchasing 
power which the calling of private loans wiped out?—A. As I have said earlier, 
I am not here in the capacity of some one defending the banking system. I do 
not suppose you suggest that all that reduction in loans was extracted from 
unwilling borrowers by pressure? 

; Q. I say that was the effect of what happened.—A. I would say that the 

_ well-known depression did produce those effects on business, falling prices, 

liquidation of stocks, and it also caused unemployment and all the govern- 

ment procedure to which you have referred. 

Q. And the government by coming in to look after the situation borrowed 
and replaced the purchasing power that had been wiped out by the banks?— 
_ A. Government borrowing and spending, of course, provided a certain pur- 

chasing power at a certain cost. 

Q. I am speaking of their borrowings.—A. I think they are two different 
things. Government deficit spending did support the country at a certain 
cost, but it did support it during that acute period. But as to the creation of 
deposits which came concurrently, I cannot interpret it as you say as a replace- 

ment of purchasing power by the government. But I may be astray there; I am 

a little confused on your point. 

Q. Had the government not done it there would have been a fall in the 

deposits in chartered banks?—A. Not necessarily. 

Q. You say that the banks could have purchased existing government 
' bonds?—A. Yes. 

t Q. Very well, I do not want to labour that point any further. There is 
another point I should like to epitomize in a few words. During the last three 
years the banks have increased holdings of government bonds by over 
$400,000,000? That is true?—A. During the last three years? 

Q. Yes—A. From 1935 to 1938 about $200,000,000. Those are dominion- 

provincial government bonds. 

Q. From 1936 up to the end of this present year—3 years?—A. 1936? 

Q. From the fall of 1935 until the fall of 1938. As I remember the 

figures they had increased their holdings of government securities by almost 
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$400,000,000°?—-A. I happen to have here the figures as of December, 1935, 
dominion-provincial government holdings $956,000,000. December, 1938, — 
$1,162,000,000, an increase of 206,000,000 in that particular period. 


By Mr. Landeryou: 
Q. Just one question, Mr. Towers,— 
The CuHarrMan: Order. Let us finish this statement first. 
Mr. Lanperyou: I should like to ask Mr. Towers a question. 
The CuarrMan: There are a great many questions I should like to ask and 


I am sure there are other questions which other members of the committee 
would like to ask. Let Mr. Tucker finish. 


By Mr. Tucker: 


Q. I understood you to say—I have not the figures—that in the last four 
years, I think, there has been an increase of a little over $100,000,000 a year 
in the holdings by the banks of government securities——A. Yes, that would 
be right. | : 

Q. The effect of that was that the banks traded their obligations to the 
government by giving them a deposit for the interest-bearing obligations of 
the government to pay the banks; in other words, when they took up that 
$400,000,000 the government gave its bond bearing interest at probably 34 per 
eent—. —A. Oh. ) 

Q. Well, whatever it was—A. On short-term bonds, on treasury bills, it 
might be -64 per cent. On short-term obligations it might be 1, 14 or 2 per cent. 

Q. You would say that the bulk of that $400,000,000 would bear interest at 
about what rate, approximately?—-A. I should think it would not average more 
than 2 per cent. 

Q. Then the government exchanged its obligation whereby it promised to 
pay the banks $400,000,000 at 2 per cent and the banks agreed to pay the 
government $400,000,000 without any interest? That is correct, is it not?— 
A. Yes. 

Q. In other words, it was an exchange of obligations? That is correct, is 
it not?—A. Yes. | 

Q. It is otherwise known as getting credit monetized? That is a reasonable 
expression, is it not?-A. I suppose so. 

©. I was just wondering what justification there is for a government, which 
is in control of legal tender and can make anything legal tender, paying a fee 
of 2 per cent to a private institution for making its cheque something less 
than legal tender but at the same time monetizing it——A. In the ordinary course 
of events a government borrows the savings of the people. That is quite a 
different situation from one where the banks’ holdings are increasing. 

Q. But what we are dealing with is the present situation—A. Over a 
certain number of years government debts have increased by some hundreds of 
millions. Concurrently with that the monetary policy pursued has been such 
as to urge the banks to increase their security holdings, and they have. That 
process pretty well ceased between the end of December, 1936 and December, 
1938. Well, perhaps your question would be: why should the government 
have operated in that form at this particular time? If the occasion was different 
and they were borrowing from the people and not from the banks, that would 
be a different thing. Well, I would say that the government in this case got 
funds which they wanted to use and perhaps they wanted to give the people 
from whom they were buying goods or to whom they were making payments _ 
something which they could conveniently use; in other words, a bank deposit — 
on which those people got interest. Whereas, if you operated in a different 
way you might simply give a man a form of money on which he could get no 

[Mr. Graham Ford Towers.] . 
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interest and perhaps would even have to pay a charge to the bank for keeping it. 
Q. Yes, but that brings up the other suggestion. You actually increased 
your money during that period by roughly $400,000,000?—A. Yes. 

7 Q. And my suggestion is that if you actually increased the amount of 
money emitted by the Bank of Canada to the extent of $400,000,000, and at 
the same time provided that against that special issue of money the banks 
could only loan dollar for dollar, you would not have increased the amount of 
_ money in the country any more than you did by borrowing it from the banks?— 
A. I think that goes back to the remark that you made in the House on February 
16, and that memorandum which I put on the record in reply. I remember you 
saying that you did not think it was a satisfactory reply, and I am very glad it 
came up again. 

Q. I want to go into that, but I wonder if we can do it at this stage. 

The CHarrMAN: How long will it take? : 

Mr. Tucker: Not longer than half an hour. 

Mr. CurAver: Before you adjourn there is a correction I should like to 
make. The minutes of April 5 at page 115, credits an interruption to me which 
I did not make, and I should like to make a correction. In these minutes I am 
_ reported to have said: 

“Mr.CLeaver: No; but has it done any good?” I state emphatically I 
a did not state that, and I should like to have the correction made. 

Mr. Tucker: Before we adjourn I should like to comment on a remark 
that was made in a certain newspaper about Mr. McGeer and myself. 

The Cuarrman: Do you want it on the record? 

Mr. Tucker: No. 

Mr. Creaver: Before you adjourn I should like to move that the committee 
get permission to sit while the house is in session. 

Mr. Howarp: I second that. 

Motion agreed to. 


Ed a Re Fe 


The committee adjourned at 1.05 p.m. to meet again at the call of the 
chair. 
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MINUTES OF PROCEEDINGS 
Monpay, April 24, 1939. 


The Standing Committee on Banking and Commerce met at 11 o’clock, 
am., the Chairman, Mr. Moore, presiding. ; 


Members present: Messrs. Coldwell, Donnelly, Dubuc, Howard, Jaques, 
Kirk, Lawson, Maybank, Mayhew, Moore, Quelch, Ross (Middlesex East), 
Ross (St. Paul’s), Stevens, Taylor, Tucker, Ward, Woodsworth. 1m 


In attendance: Mr. Graham Ford Towers, Governor of the Bank of Canada. 


Examination of Mr. Towers continued. 


Mr. Towers was requested to prepare a memorandum for the next meeting 
‘in reply to questions by Messrs. Tucker and Stevens. | 


At 1.05 p.m. the Committee adjourned to the call of the Chair. 


’ R. ARSENAULT, 
Clerk of the Committee. 


MINUTES OF EVIDENCE 


House or Commons, Room 277, 
Orrawa, April 24, 1939. 


The Standing Committee on Banking and Commerce met at 11 a.m. The 
Chairman, Mr. W. H. Moore, presided. 
q In attendance: Mr. Graham Ford Towers, Governor of the Bank of Canada. 


3 The CHarrMan: Order, gentlemen; we have a quorum. Mr. Tucker has 
the floor. ! 
: Mr. Tucker: Before I go on with what I said I would go on with this 
“morning, I should like to deal with a couple of things. I should like Mr. Towers 
to prepare, if he will, a statement of the present relationship between Canadian 
“money and the British pound. I should like him to indicate how much more 
pibe Canadian farmer would receive for his wheat, basis Fort William, No. 1 
‘ Northern, if our money were at par with sterling, and how much more he 
would receive if we, by monetary action, caused our money to be at a discount 
as compared with sterling, of say 25 per cent. I should like him to indicate 


4 what the farmer would receive for butter. 
», 


¢ The CuarrMAN: If sold. 


‘ 
y 


Mr. Tucker: Yes; also for cheese and bacon. Those items are the ones 
that I am most interested in. I should like Mr. Towers in that memorandum 
to indicate what reason has been influencing the bank in its policy, at least 
during the last year and at the present time, of not keeping our money at a 
par with sterling and what reason has prevented them from going further and 
causing it to be at a discount compared with sterling. I think that the people 
of Canada are very interested in that question. | 
I do not want to enter into this just in the form of a question and answer. 
~ Ido not think Mr. Towers has dealt with it. I have mentioned it in a question, 


3 


; 


but I should like a considered statement—and I think the committee would 
~ also—as to what has influenced the Bank of Canada in more or less taking 
the attitude that nothing more can be done in the way of monetary action, 
when our index figures are at their present level of around, roughly, 80 as 


y 


" 


: 
é compared with 1926. 
The CuHarrMan: The index figures of what? 

Mr. Tucker: The index figure of prices. When it is undoubtedly admitted 

that to raise the index level would stimulate employment, I should like to know 
_why the bank has been so fearful of taking definite action to restore that price 

level, or why it apparently has been so fearful. It looks like that to me, at 
- least. I should like to know the actual considerations that have moved the 
Bank of Canada in their actions so far in being so cautious about operat- 
ing on the price level at least to the extent of restoring it to the level of 
1926; bearing in mind that, apparently admittedly, no matter how much 
reserve they build up, the banks cannot increase their commercial loans as 
indicated by the experience of the last four years. So that the purchase 
of government bonds, as I take it would simply mean that it would increase 
the earnings of the banks which they would ultimately turn over to the 
receiver-general of Canada. If it be said that the banks will not reflect the 
increased cash reserves in putting out additional bank money in the way 
of commercial loans, I should like to know whether we are to submit to that 
situation or whether there is no suggested way of getting that money into 
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circulation, In other words, I want to know what the suggestion of the Bank 
of Canada officials is with regard to the situation which I suggest they have 
to-day, that the last word does rest with the banks in regard to putting bank 
money into existence. 3 
Mr. Towers: Mr. Tucker, if I may interrupt there—and this is not a 
reply to your question but just in order to try to bring up something which 
will assist us in making a reply—may I say that it is the case, that the 
increase in cash which we have caused during the course of the last few years 
has resulted in a very substantial increase in deposits; speaking from memory, — 
something of the order of $500,000,000. . ; 
Mr. Tucker: Yes. 3 
Mr. Towers: Not as a result of an increase in commercial loans because — 
of the situation in that respect; but the banks have followed the alternative © 
- method as the only one which I think was open to them, of increasing their 
holdings of securities. So that the amounts of deposits in the hands of the 
people has increased some $500,000,000, a very substantial increase, and one — 
which is as great or greater than has taken place in most other countries. 
Mr. Tucker: That brings up another point which I should like Mr. Towers — 
to deal with and that is as to the justification for a system which is such that — 
the only way you can get that extra money into existence is by having the 
banks use the extra reserves at ten to one to purchase government securities — 
whereby, in effect, the banks exchange their promise to pay for the government’s © 
promise to pay. The result of that operation has been, as I understand it— ~ 
and if Mr. Towers does not agree with me, he will say so—that, in order to 
get that money into existence, it has cost $8,000,000 in interest, assuming that — 
the rate was 2 per cent as suggested the last day we sat. I should like to know © 
if there is not some far less expensive way of getting that money into existence 
than by increasing the cash reserves so that the banks will increase their holdings | 
of dominion government securities to the extent of $400,000,000; bearing in © 
mind also—and I think Mr. Towers will agree—that the increase of bank ~ 
money to the extent of $400,000,000 does not mean anything more or anything 
less in the way of increased inflation or increasing your actual money in ~ 
existence than if you put that money out with the provision that the banks, — 
against that particular issue of money, could not loan except on a dollar for 
dollar basis. In other words, the point I am making is that as a result of your 
policy the only way you have managed to increase your total amount of money 
in existence has been by causing the banks—forcing the banks, you might say— — 
to put that money into existence by loan to the government at a cost to the 
government of $8,000,000, when you could have had that money, that — 
$400,000,000, issued directly by the Bank of Canada and you would not have 
lost that $8,000,000 in interest, providing you said, “Against that particular 
issue we are making now, in this particular series, the banks can only loan — 
against it dollar for dollar.’ When that would mean that you would save 
$8,000,000 or prevent yourselves from having to spend $8,000,000 to get that — 
money into existence in the hands of the people and would prevent any ~ 
inflationary movement at all; and if when you realize that to the extent, at least, ~ 
that the extra cash reserves are not going to be used by the chartered banks to — 
increase their loans to commercial institutions, they will be used—and the only © 
way they can be used is to buy government securities—I should like to know ~ 
whether it would not be more reasonable to use a more direct way of putting — 
that money into existence. That is the point I wish to deal with. Do I make 
myself clear? 


Mr. Towers: Yes, absolutely. 


Hon. Mr. Stevens: Mr. Tucker, I wonder if you would mind my interjecting 
something at this point? I have in mind a question right along that line. 
[Mr. Graham Ford Towers.] 
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Mr. Tucker: I do not mind at all. — 
Hon. Mr. Stevens: I have been waiting rather patiently to get it in. It is 


right in line with what Mr. Tucker has been asking. 


The Cuarrman: All right. ) 

Mr. WoopswortH: If I might suggest it, could we not have an answer to 
this question that has been asked? I find it difficult to carry so much in my 
mind. 

Mr. Tucker: What I had in mind was to have Mr. Towers deal with it in 
a memorandum. 

Hon. Mr. Srnvens: The only reason I have for interjecting, Mr. Woodsworth, 
is that I understand Mr. Tucker’s question is a request for a memorandum 
dealing with a rather long involved question. 

Mr. Tucker: Yes. 

Hon. Mr. Srevens: He will himself admit that it is a very involved matter. 

Mr. Tucker: Yes. 

Hon. Mr. Srevens: I think the question that I will ask may narrow it down 
to some facts which may be a little helpful. That is the only reason I interject 
at this time. I shall put on record a few figures, Mr. Towers, and they will 
form the basis of a question which I should like to ask and which is, as I say, 
similar to Mr. Tucker’s. 

In 1926 the banks of Canada held dominion and provincial government 
loans to the extent of $324,000,000. I am giving merely the round figures. 
In 1928, they held $334,000,000; in 1931, $396,000,000; in 1936, $1,097,000,000; 
in 1938, December, $1,137,000,000 plus, I believe, about $140,000,000 of treasury 
bills. That was the set up of holdings by the banks of government loans or 
government bonds. 

Mr. Towers: Dominion and provincial? 

Hon. Mr. Srevens: Dominion and provincial, yes. The corresponding 
figures for commercial loans were these: In 1926, $983,000,000; in 1928, 
$1,227,000,000; in 1931, $1,141,000,000; in 1936, $707,000,000; in 1938, December, 
$731,000,000. Since then they have gone up to about $850,000,000 or thereabouts, 
but I am stopping at December, 1938. It will be noted, Mr. Towers, that after 
1931—just taking that figure—the holdings by the banks of dominion and 


provincial securities Jumped about $600,000,000 or $700,000,000 at the same 


time the commercial loans dropped approximately $45,000,000 to $500,000,000. 
The point I should like to have elucidated is this: Why is it, apart from the 


\ stock answer that loans are not being asked for, that there is such a drastic 


diminution in commercial loans? I should also like to know if it is not possible 
in some way—and I should like Mr. Towers to intimate if he can and will 
show how it could be done—to materially increase the commercial loans and 
substantially, at the same time, diminish the quantity or the amount of 
dominion and provincial bonds held by the banks. Or to put it a slightly different 
way, can we not without doing damage to the market or the price level, bring 
about a partial liquidation of the fixed assets of dominion and provincial bonds 
now held by the banks and translate them into active commercial loans? 
Have I made my point clear? 

Mr. Towers: Yes, absolutely. 

Mr. Tucker: There is another thing I wish to ask along that line. I should 
like to ascertain the amount that our federal debt, cuaranteed and direct, has 
snereased since 1929. That might be in the form of a table, year by year, if 
it is available—but at any rate showing 1929 as compared with the fiscal year 
March 31, 1939, comparing the carrying charge of that debt in both years. I 
will tell you just why I am asking the question. There is a suggestion—I hope 
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it will be pardoned in the committee but it indicates very definitely what I 
have in mind—that it would be quite impossible for any idea to be contem- 
plated to the effect that, say, $50,000,000 to $100,000,000 should be spent in pay- 
ing the western wheat grower during this time of emergency, because it would 
Increase the debt. What I have in mind is the extent to which it is possible 
to go on increasing the debt while keeping our different industries solvent in 
this time of emergency, in the face of present international conditions and 
decreasing carrying charge. I have my own ideas on it, but I should like to 
have the opinion of Mr. Towers; because if it is true that the debt has increased, 
roughly, by a billion dollars and the carrying charge has not increased, it 
seems rather strange that we should suggest—assuming for the sake of argument 
that using a couple of -hundred million dollars is needed with which to get 
agriculture by, not only in the west but in the east—that for the sake of not 
increasing the debt another couple of hundred million dollars we should endanger 
the whole agricultural industry in a time of emergency, if we can go quite a 
distance yet, while we increase the debt but lower the carrying charge as we 
have done in the past. I should like to know the opinion of the governor of 
the bank on that point, because I think it is very important. That is my own 
opinion. I shall mention the reason I am asking the question, so that you 
will be on your guard; because I intend to make use of it in the days imme- 
diately ahead, providing it is helpful. Of course, if I do not agree with it, I 
intend to advance my own theory, anyway. I should also like to have you— 


The Cuairman: Do you not think you might change your mind? 


Mr. Tucker: I always bear that in mind. I might be persuaded. There 
is another thing I should like to deal with, Mr. Towers, and that is the justifica- 
tion for the idea that anything spent ir, that way is going to be paid off by 
the taxpayers; in other words, judging by past experience, the extent to which 
the increase in debt is likely to have to be paid off by the taxpayers within 
our lifetime or the lifetime of our children. That seems to be quite a great 
difficulty to get over. Some people think if there is anything done like that 
they are going to have to pay for it out of their pockets. What I want you 
to deal with is the question of debt, not only as an obligation of the country 
but as an asset of a very substantial part of the people of the country, and 
the extent to which we should look forward to trying to pay off that debt; I 
mean, as a reasonable proposition, whether we are likely to have to do it 
and to what extent the fear is justified. I should like you, bearing in mind 
that the debt was infinitesimally small, for example, in Great Britain following 
the Napoleonic wars, and that there has been a tremendous increase since then 
until to-day, to say as to what extent that fear of debt is justified, providing 
it is Owing within the country. Then I should like you, if you would, to bear 
in mind that I have made the suggestion that there was a thing that I could 
not understand. Tremendous fear was worked up in the minds of the people 
at the time the coalition government was first formed under Ramsay Mac- 
donald; the necessity for saving money at the expense of school teachers and 
civil servants to the extent of a few million pounds was emphasized. The 
very existence of England was supposed to be threatened. Yet we have the 
statement to-day that they can go into debt to the extent of billions for arma- 
ments. It indicates to me a sort of tendency to frighen people of debt when 
it serves the purpose of the leaders of finance to do so; and when it does not 
serve their purpose, to take exactly the opposite view. I should like you to 
deal in your statement, if you would, with the extent to which that fear of 
the growth of debt is justified in this country, providing it is owed internally 
and in view of our set up. I should also like you to have prepared a table, if 
you will, of the proportion of the actual money, as defined by Dr. Clark in 
Canada that is not borrowed into existence. That is, there is a very small 
part issued by your institution; I should like you to state the amount in 1867 

[Mr. Graham Ford Towers. ] 
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e f 
hat was issued by the state; the proportion then that was issued by the state 
compared to the total amount; and the proportion to-day that is issued by 
the state compared to the amount that is issued by the bank or borrowed 
into existence. I suppose you know what I mean. 

Mr. Towers: Yes; I am not sure what I can produce, but I see the point. 
| Mr. TUCKER: I am very much interested in that because there 1s the 
suggestion that the provinces at that time turned over the right to issue money 
to the government of Canada and that we have turned that right over to the 
_ banks. I am interested in knowing to what extent that is true. 


Hon. Mr. Srevens: I would suggest, say, ten-year periods. 


By Mr. Tucker: 

-  Q. Yes, if you can. You know what I am getting at?—-A. Yes. Lf there 
- is another meeting of the committee very soon I would not cuarantee to have 
' answers to all the questions ready. ) 

Q. No. I thought there was a tendency, so far as I was concerned, to 
argue with the witness rather than to get your viewpoint, and I am interested 
in having the viewpoint of the governor of the Bank of Canada. I realize that 
I cannot hope to change your mind, but I am interested in knowing what your 

viewpoint is. I think that is what I wanted to get covered in the statement 
which I have asked you to make, Mr. Towers. : 

I do not wish to take up too much time, but there is one point I should like 
to deal with this morning. There are several other points I should like to deal 
with if there is time after the others have dealt with matters which they wish 
to discuss. I should like now to deal with your memorandum starting at page 89 
of the record of the proceedings this year. As I say, this is one point I wish to 
~ deal with now and, if there is time later, there are several other points I wish 
to take up. 

This is your statement on page 91 of the record:— 


It is a proposal which, broadly speaking, involves two things: (a) 
Taxation of bank depositors, and (b) the setting up of some new form of 
banking system to make loans. Obviously, if the banks were forced to 
carry 100 per cent cash reserves against deposits their loans and invest- 
ments, in fact, all their assets other than cash would be restricted to an 
amount not exceeding their capital and reserve funds. After December 
31 last, this amount was $279,000,000—an amount which is obviously 
inadequate to finance the requirements of agriculture, industry and indi- 
viduals. As the banks would have very little in the way of earnings, they 
would be forced to eliminate any interest payments to depositors. ‘To 
cover their operating expenses they would, in fact, have to require any- 
one who wanted to maintain a deposit account to pay a substantial 


charge for that service. 
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I shall have to indicate to you, Mr. Towers, what I had in mind and then 
ask you if that statement of yours would be consistent with what I had in mind. 
I had this in mind: That as the government debt fell due it would actually issue 

through the Bank of Canada to the people who had payments coming to them 
money in denominations of $100, $500 or $1,000, in payment of their debt, that 
as that increased the requirements in the way of cash reserves should be gradually 
increased, and that when we paid off ultimately the $3,000,000,000 of debt we 
would then have issued to the banks the amount necessary to cover their cash 
reserves and we would have put into existence which would ultimately find its 
way into the hands of the banks the amount necessary to increase their cash 
reserves to a full dollar for dollar basis. That being the case, I do not see why 
it could be suggested that it would in any way curtail their ability to make 
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loans, because loans would be repaid as they are to-day. I do not see that it 
would affect their ability to make loans at all. I should like you to deal with 
that, because I do not see how it would affect their ability to make loans.—A. In 
the circumstances that you mention the combined balance sheets of the banks 


would be something of this order: Neglecting for a moment the question as to 
whether the process would increase deposits—and simply assuming that their 


deposits are two and a half billion, as they are now, although any figure could € 


be used—it could be five billion—but we will take it at two and a half billion. 


depositors for two and a half billion; they would have a liability to their share- 
holders for capital and rest funds of $279,000,000. That total is $2,779,000,000. 


: 
i 


On the liability side of their balance sheet they would have that liability to the ke 


¢ 


Now, their assets cannot exceed that. It is impossible for them to do so. Included — 


in their assets, by definition, because of the fact that it has been specified that — 


they should have a dollar in cash for each dollar in deposits, you will find 


two and a half billion dollars in cash. Subtract that from the total of their — 
liabilities and you find that their assets other than cash cannot exceed $279,000,- — 


000. Those assets, other than cash, may be various things—loans, working 
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balances with banks in other countries, bank premises, cheques in course of . 
collection—all the range of those items cannot exceed $279,000,000. So that é 
their loans and investments will obviously be less than $279,000,000 to the extent — 


that they have to have something in the other assets I have mentioned. 
). To the extent that loans are not being repaid?—A. No, because I stick 
to the point that their assets cannot exceed their liabilities. 


Q. Yes, but if somebody comes in and repays the loan? We will say that — 


they actually have $2,500,000,000 on deposit.—A. Yes. 


Q. That means that they have assets in the way of loans and investments— _ 


A. No, excuse me, Mr. Tucker, not on your figures, because they have $2,500,- 
000,000 in cash. 

Q. Yes, but when they have $2,500,000,000 in cash which is deposited by 
depositors—A. Excuse me, Mr. Tucker, I think that is where the slip comes in. 

Q. There is no slip there. I just want to retrace my steps——A. I think I 
can clear that up if I may interject. 

(). I want to make my point clear. I said that as the government loans fell 
due the Bank of Canada would issue in payment to those people, that is, by 
arrangement with the dominion government it could lend it to the Dominion of 
Canada or make any arrangement it liked, but at any rate that that money 
would be issued in payment to the people who had those loans.—A. The govern- 
ment loan falling due? 

Q. Yes, and they naturally would deposit that money in the banks of 
Canada?—A. Yes, but that increases the banks’ deposits. 


By Mr. Quelch: 
Q. How does it increase the deposits? 
The CHarrMAN: Order. 


By Mr, Tucker: 


Q. Supposing a one million dollar bond is falling due—A. Yes. 

Q. If the government pays that off it decreases the deposits by $1,000,000? 
If the making of a loan or an investment creates a deposit the paying off of 
one destroys a deposit—A. Yes. 

Q. All right. Now, that is what happens to-day, but if—A. That is if 
the government is paying off debts. 

Q. Yes. If you actually paid it in cash, as I have said, the dominion 
government, instead of actually destroying a deposit of $1,000,000, would really 
be increasing the deposit $1,000,000. Now, can the bank not loan that $1,000,000 
just the same as it loans any other million dollars that is paid off to-day? 
—A. No. 

[Mr. Graham Ford Towers.] 
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_ Why not?—A. Because you have provided for 100 per cent cash reserve. 
a Q. It has got the $1,000,000 in cash in its till and it makes a loan of 
— $1,000,000—A. This is a very vital question and it is essential that we should 
get it settled. It represents the simplest, clearest facts in the whole field of 
banking and finance, and unless we can get those fundamentals settled it will 
be absolutely useless to discuss anything else. It will be like trying to discuss 
2 algebra without being in agreement with regard to arithmetic, so to speak. 
’ In the case you mention where the government pays off in cash and the person 


deposits that cash in the bank— 
4 

; By Mr. Quelch: 

‘a Q. Wait a minute. 

4 The CHAIRMAN: Order. 

4 By Mr. Quelch: 


; Q. Is the money paid to a person or to the bank?—A. There will not be 


£ any difference in the end, but let us assume it is paid to a person who holds 


the government bond. 
Q. Then he has a deposit; that is a different thing altogether. 


The CHarrMan: Please allow Mr. Towers to finish. | 
Mr. Towers: We can take that other case if you like. If the person who 


receives the million dollars in cash from the government deposits it in his bank 


that bank’s deposits therefore rise by $1,000,000, and its cash increases by 
$1,000,000. In view of the fact that it has to maintain 100 per cent reserves 
against deposits it can do nothing further because, if it subsequently proceeds 
to make additional loans, they in turn will increase its deposits, but its cash 
will not be increased. Therefore, as it is provided that it should keep 100 per 
- eent cash reserves it cannot take any action which will increase its deposits, 
that is, it cannot take any action on its own account to increase deposits because 
by definition that would bring its cash reserves below 100 per cent. I think 
you will find that it is absolutely impossible to construct a bank balance sheet 
which would show that it was possible for the banks to make any loans or 
‘nvestments under the system you mention except to the extent that they used 


their capital and reserves for that purpose. After all, if it is possible to do 


what you suggest it should be possible to construct a bank balance sheet to 
reflect the situation. 


By Mr. Tucker: 

Q. I followed you up to that point, Mr. Towers. In other words, the 
payment by the government of its debt in a series of legal tender could only 
be used to finance loans; I mean, to back deposits to the extent of 100 per 
cent, or dollar for dollar; it could not be used as the basis for a further 
expansion of credit, naturally. But the repayment of a private individual 
of $1,000,000 of loans would enable the bank to immediately make a similar 
loan, the same as to-day?—A. No. 

Q. We will suppose that there are loans to investors of $500,000,000, to 
private investors; we will suppose that you finally are on the dollar for dollar 
basis, that is, you have cradually increased the ;ssue of money until the banks 
are on a dollar for dollar basis?—A. Yes. 

Q. Now, that is reflected, as I understand it, in $500,000,000 of deposits? 
A. You mean the present loans? 

Q. Let me work it out. We will assume that we are on the 100 per cent 
basis and that there are $500,000,000 which they have on deposit and also 
$500,000,000 owing by private ‘ndividuals?—A. Where is the cash, then? 

Q. We will assume that the government has issued enough cash to balance 
‘t_—A. It is very important to settle this as we go along. 
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@. That can be done?—A. It is important to deal with this as we go | 
along. You have on the bank balance sheet $500,000,000 in loans to individuals, 7. 
have you not, on the asset side? | * 

Q. Yes.—A. And you have $500,000,000 in deposits owing by the banks? 

Q. Yes——A. Well, the banks have no cash then. 

Q. I am assuming that you have gradually kept issuing more and more 
cash in the way of paying off your debts.—A. Yes, but a bank balance sheet 
must balance, and you have balanced it with $500,000,000 on each side and 
no cash. 

Q. I am assuming that your government has kept issuing cash until the 
banks have actually, instead of $10, $1 for every $10; that they have in their 
tills $1 for every $10.—A. You must be able to construct a balance sheet. 


Q. All right, I shall take it step by step. I thought you were following 
me that a depositor could do that. I do not think there is any possible 
suggestion that it cannot be done. Suppose you have to-day $250,000,000 owing 
depositors—A. Yes. 

Q. The banks must have in eash to-day— —A. Call it two hundred and 
fifty millions. 

Q. All right. They have to have in cash twenty-five in their tills or in 
Bank of Canada deposits. Supposing the government this year issues in 
money a further twenty-five, the government simply issues it—we are saying 
“twenty-five,” which means twenty-five whatever it is; we will say you have 
$250,000,000 owing by depositors, they must have then on hand $25,000,000 in 
cash? That is.right?—A. Yes. 


@. Then we will say that this year there is issued another $25,000,000. 
In order to prevent an increase, because the purpose is to get things in a state 
of stability, the government issues another $25,000,000, the banks must have on 
hand 20 per cent instead of 10 per cent. The only effect of issuing that extra 
$25,000,000 is that the government does not have to pay interest on that, that 
is all. The next year the government issues another $25,000,000 which raises 
it another 10 per cent, until you have it that the banks only have in their 
tills a dollar for every dollar they owe their depositors.—Yes, | 


Q. All right, we have got to that point. There is $500,000,000 owing by 
investors, represented by $500,000,000 on deposit and $500,000,000 in cash 
reserves?—A, Oh, well, they then have a billion dollars on the asset side of 
their balance sheet and only $500,000,000 on the liability side. 

Q. I am not worrying about the bookkeeping side of it.—A. But, Mr. 
Tucker, it must be possible to make bookkeeping reflect the situation. 


Q. I have no doubt your bookkeepers can figure out a way if they keep 
the books that way.—A. Should we not pause at that point? 


Q. Is there anything wrong in the steps I have taken?__A. Yes, completely. 


Q. Tell me what is wrong—A. You arrived finally at a point where the 
banks had $500,000,000 in loans to sundry borrowers; that they had $500,000 ,000 
in deposits owing to depositors and that they had $500,000,000 in cash. That 
means that they have a billion dollars on the asset side of their balance sheet 
and only $500,000,000 on the liability side. In the process they apparently got 
$500,000,000 out of thin air. In fact, that is not what would happen, because 
you would find that in the balance sheet you have constructed one last step is 
missing. They would have, shall we say, the $500,000,000 in loans; they would 
have $500,000,000 in liabilities, in the form of deposits at this stage, but then 
you would find, that is, if they also had $900,000,000 cash, that their deposits 
would be $500,000,000 higher than you have anticipated. So that you have a 
billion dollars on both sides of the balance sheet, but only 50 per cent cash 
reserves; whereas what we are striking for in this discussion is 100 per cent cash 
reserves. 

[Mr. Graham Ford Towers.] 
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~ Q. Well, now, after all, that does not affect the argument as I see it. It is 
‘true the banks in the beginning could loan their capital and they could loan 
to the extent of $10 for every dollar they had of cash reserves in one way or 
 another.—A. Yes. 
Q. Well, then, the banks managed to work out a bookkeeping system 
_ keeping track of that?—A. We must assume that represents the actualities of the 
situation, of course. | 
y Q. It does not, though?—A. Yes. 

Q. The banks did build up a tremendous amount of assets out of an original 
3 capital of around $245,000,000?—A. Yes. 
a Q. That is what they have to-day?—A. Yes. 
2 Q. They made their bookkeeping keep track of the whole thing. Now, 
R. what I am suggesting is, if they were told in the beginning that they could only 
{ 


issue a dollar for every dollar they have on credit, and whenever——A. That 
— is a 50 per cent reserve. 
Fi Q. Let it be 50 per cent—A. I think, Mr. Tucker, that it would be better 


to pursue the idea on the basis of 100, because that was the question and we 
must get that settled. 
Q. I am coming to that, but you interjected something about bookkeeping 
into which I am not particularly concerned about, because the actual machanics 
of bookkeeping would have to conform to the laws laid down by parliament. I 
do not see anything wrong with a situation whereby you would have $500,000,000 
owing to your depositors and the banks required to have $500,000,000 of cash 
against it—A. Yes. 
. Q. Because you say when people have these loans paid for they fetch the 
money in and deposit it and that would increase the deposits by that amount.— 
om A. Yes. 
§ Q. You would not have 100 per cent reserve by virtue of doing that, but 
» you would have 50 per cent reserve or whatever it might be, so that it would be 
quite obvious that some other way would have to be adopted of creating 100 per 
cent reserve. One of the ways that could be adopted to create the 100 per cent 
reserve might be for the government to buy back from the banks all the bonds 
and securities of the government which they hold.—A. Yes. 
a Q. And that would cancel off the extra $500,000,000 of deposits——A. No, 
because the government would be issuing new currency to do that. It would 
~ mean the banks, instead of holding $1,200,000,000 of government securities, would 
hold $1,200,000,000 in cash, which they received from the government; their 
deposits would be unchanged. 
Q. But you are worried about the bookkeeping part?—A. No, the facts. 
pi Q. Well, all right. We will just take the actual suggestion that I made. 
~ We will suppose to-day that the amount on deposit is $2,500,000,000, and the 
amount owing to depositors is the amount of—to make it simple we will say it is 
the same, and that the government follows the policy I have suggested of paying 
it all off—A. Yes. 
r Q. In the form of new money. Then the amount of deposits would go up to 
$5,000,000,000?—A. No; in that case it would remain the same. 
Q. The amount on deposit would remain the same?—A. Yes. 
Q. If you used new money to pay off the old?—A. Could it use that money 
to pay off bonds which were held by the banks? 
« Q. I am suggesting we use new money which would ultimately be rede- 
 posited—A. I thought we were speaking of the government buying back 
securities now held by the banks. 
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Q. Yes—A. In that case the bank sold some $2,500,000,000 which they had — 
on the asset side and they received from the government $2,500,000,000 in — 
cash; so that in that event their balance sheet would then read $2,500,000,000 — 
on deposit and $2,500,000,000 in cash. a 

Q. That is not the line I wish to follow. | 

Mr. WoopswortH: I am going to say that your bookkeeping cannot defeat 
~ your arithmetic. 


By Mr. Tucker: ; 

Q. There is another suggestion there. I am taking the situation as you have 
it to-day, in round figures, $2,500,000,000 owing to depositors.—A. Yes. 

Q. And $2,500,000,000 owing by the government.—A. Yes. 

Q. The government merely pays off the $2,500,000,000 under an issue of 
money. That money will presumably be deposited—-A. Well, but these are 
securities which are owned by the banks. . 

Q. Some of them are owned by the banks and some by other people.— 
A. I say it is both. . 

Q. Yes. To the extent to which they are owned by the banks they would 
not be reflected in the increase?—A. No. 

Q. And to the extent to which they are owned by other people they would 
be reflected in increased deposits?—-A. Yes. 

@. Suppose they are owned half and half?—A. Yes. 

Q. Well, then, there would be an increase of deposits by $1,250,000,000?— ~~ 
A. Oh, perhaps $2,500,000,000. 

Q. No. You say half of them are owned by the banks.—A. Oh, well, in that 
case you would have to change your balance sheet because as you had it 
originally it was $2,500,000,000 on deposit in the banks—that is, $2,500,000,000 
they owed their depositors, and they had $2,500,000,000 in securities, but the — 
other assumption— | 

Q. No, I did not say that. I said $2,500,000,000 owed by the government 
and $2,500,000,000 on deposit in the banks—A. Well— 3 

Q. Half of that $2,500,000,000 owed by the government is owing to the 
banks and half to the people?—-A. Well, in that case the balance sheet that we 
are discussing— 

Q. I am not interested in the bank’s balance sheet; I am interested in this 
situation. If you introduce that I cannot follow the line. I wish now to follow ~ 
up. You raise a distinct new point, the point of the bank balance sheet, but I 
am assuming the government goes ahead and does these things—A. We are 
talking about banking, and the bank balance sheet will reflect the facts, the 
bookkeeping is a minor matter; but this reflects the facts of the case. We must 
deal with the facts. 

Q. All right, we will deal with the facts if you are bound to have them. 
We will take them as they exist to-day, if we cannot take hypothetical fleures. 
What are the deposits in Canada to-day?—A. $2,500,000,000; that is the 
liability. 

Q. Deposits in banks?—A. Yes. 

Q. Is that what they are?—-A. That is what they are. F 

Q. $2,500,000,000; and what is owing by the dominion government — 
to-day ?—A. The bank holdings of securities are, shall we say, $1,200,000,000 
of dominion and provincial securities— 

Q. Owing by the dominion government to the banks?—A. Dominion and 
provincial. 4 v4 

. I am just talking about it from the dominion government standpoint.— 
A. It is just as good, but I thought we were taking it all. 

[Mr. Graham Ford Towers.] ; ] 


~~ 


oy ah pO eet Sos aR A oie tk le A ae SYN te Ae hy toe 
> Por ya ve Rak 0D ~ Pa } ie Op, 


BANKING AND COMMERCE 3 179 
 Q. Allright. You want the facts, that is all. I would rather have it, if you 
are going to have the facts, just for the dominion government alone.—A. Well, 
jt is not separated in the banks’ balance sheets, but let us say it is $800,000,000 
—I am just guessing, I do not know. 

Q. That means there is owing to other people— —A. $1,700,000,000; that 
is, I believe, other assets of the banks in the form of provincial and municipal 
and other securities and loans. 

Q. I am not concerned about that. What I am getting at are the deposits 
in the banks to-day and they are $2,500,000,000?—A. Yes. 

Q. I want to know how much is owing by the dominion government to 
the banks? And how much is owing by the dominion government to others? 
I want the total dominion government debt; I want you to give me the figures. 
I wonder if you can supply the figures since you want to put them in?— 
A. Well, it was not the exact figures I was so much concerned about as the facts 
- of the situation. . 

4 Q. What are the facts?—A. I wish you would put down there the other 

assets of the banks which are $1,700,000,000 in the form of loans, provincial 

and other securities. 

e. Q. But it does not affect what I have in mind; however, I will put it 
down. Other assets——A. $1,700,000,000. That makes $2,500,000,000 on the 

- other side. 

= Q. All right, but this is what I am interested in. There is owing by 

the Canadian government to the banks $800,000,000, and there is owing to other 
people the balance of the dominion government debt. What is that? 


Hon. Mr. Lawson: Subtract that from $3,200,000,000. 
Mr. Towers: At’ this point I would be willing to say $3,000,000,000 or 
 $4,000,000,000; I do not think it matters. 


iy. 
4 By Mr. Tucker: 
< Q. I wanted to take arbitrary figures, but you said you wanted facts.. Now, 
- let us have them, because it has either got to be one thing or the other. I am 
not going to be hung up at one time because I am stating facts and the next 
- time because I am taking arbitrary figures—-A. What I referred to was the 
factual basis for the discussion, rather than exact figures. Suppose we take 
$3,500,000 ,000. : | 
; Q. Then the difference would be $2,700,000,000. Now, then, I am assuming 
~ the dominion government over a period of years issues $3,500,000,000 of new 
> money.—A. Yes. 
Q. And pays off that debt. There would be an increase in deposits of— 
—A. $2,700,000,000. 
Q. $2,700,000,000. That is an increase in deposits, and that would make 
the deposits $5,200,000,000?—A. Yes. 
| Q. There would be an increase in bank cash or reserves of $3,500,000,000? 
—-A, Yes. } 
Q. All right. Now, then, they must have by our hypothesis in respect 
of that $3,500,000,000, dollar for dollar against the increase in the deposits. 
- In other words if they have the increase, they could loan out $800,000,000 
~ and still have dollar for dollar?—A. No. . 
| Q. Well, the deposits have only gone up $2,700,000,000, and they have 
got an increase in bank cash of $3,500,000,000; you cannot get away from 
that; that is all there is to it—A. Just half a second. We were discussing 100 
per cent cash reserves for all their deposits. 

Q. I said in the beginning in respect of this new series money that they 
had issued, they could only loan against it dollar for dollar—aA. But they could 
not loan anything against additional cash they received because you set out 
there there must be 100 per cent cash reserve in respect to the additional 
deposits. 
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@. I said they could only use half the actual money that is issued; they 


could only use half of that particular money which they are issuing that way. 


That is what I mean. I realize to simply say you would upset the whole bank- 


ing system would introduce other elements that could not possibly be gone > 
into in this committee; but I am assuming that for every dollar of this money — 


that is used to pay debts is a special type of money which is legal tender for 
all purposes except——A. Against the increased deposits the banks must have 
dollar for dollar in cash. 


Q. Let me complete that statement. All the money issued in that way | 
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would be legal tender for all purposes except that the banks could not use it , 
to increase the reserves 20 to 1 as they can to-day, but in respect of that — 


particular series, if they had it in their cash reserves, they could only make 


a loan to the extent of dollar for dollar against it—A. It is not 100 per cent — 


cash reserve. 
Q. I am taking the suggestion that I actually made to you at the beginning 


of my remarks this morning; that is what I am taking, and to actually get — 


to the technically complete 100 per cent reserve would introduce other con- — 
siderations. I am taking the thing that I am suggesting to you.—A. It was _ 


your suggestion made in the House of Commons on February 16 that there 
should be 100 per cent cash reserves— 

(. To work towards that——A. It said we should get there in the end. 
Unless we can come to some agreement on the effective 100 per cent ratio 
reserve, there will be the same difficulty on the facts, 60, 50 or 40. _ 

Q. Do you suggest that if the banks had done what I suggest here they 
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could make loans for a further $800,000,000?—-A. They could not increase their 


loans and investments beyond what they are now. 

Q. They have on hand the increase in cash reserves on the basis which 
I have suggested $3,500,000,000; obligations to depositors have gone up only 
$2,700,000,000.—A. The total deposits are $5,200,000,000; their cash 
requirements are $2,700,000,000 against the new deposits. They have about 
$800,000 ,000— 


Q. They have about $3,500,000,000 in cash; on the old deposits of — 


$2,500,000,000, their cash requirements would be just as they are required 
now.—A. Yes. 

Q. Ten per cent. Therefore they require $2,950,000,000, and actually 
they have $3,500,000,000.—A. Yes. Assuming that the 100 per cent applied 
only to these new deposits there-would be expansion powers arising on the 
assumption of the cash, which would mean that in effect the cash reserves which 
they would have to maintain would be—it would vary to the amount of the 
deposits, but at this particular stage of 50 per cent or less— 

Q. Yes—A. So we are getting into quite a different field, we are not on 
the 100 per cent basis. 

Q. All right; that would be quite possible, and the banks could still have 
the chance of making loans to the extent of the difference that you have just 
mentioned, it would be a difference of $800,000,000; that is correct?—A. Well, 
I have not figured out what the expansion powers are in that. 

Q. Now, if at the same time they had the rediscount rights they could take 
in any of their securities which they have the right to do, and if they are 
reasonable securities they can get dollar for dollar against them, and why 
could not the banks carry on their financing business exactly as they did at 
the time of the Finance Act?—A. Well, I should remind you, of course, that 
we have moved away completely from the— 

Q. I will suggest the way in which we could get on with the 100 per cent 
system if you want to get on that basis—A. It would be very satisfactory to 
close up the 100 per cent discussion. 

[Mr. Graham Ford Towers. ] 
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Q. In order to get on the 100 per cent system, as I understand it, all that 
would be necessary for the government to do would be to purchase from the 
anks individually the other securities to give them the 100 per cent reserve. 
That is correct, is it not?—A. Yes. 

-  Q. That is possible?—A. And loans, perhaps. 

Q. The only difference is that the government would get the interest from 
these securities instead of the banks?—A. Yes, and you would then come to 
the point where the banks had, shall we say, $5,000,000,000 of deposits and 
$5,000,000,000 in cash, and where their loans and investments and earning 
assets were represented, as I said in this memorandum, by the amount of their 
capital of $279,000,000. 

Q. Just the same as they were— __A. In these circumstances, of course, 
‘+f that is what the government did do, you would find the banks practically 
speaking with no earnings. They would have, practically speaking, no power 
to finance agriculture or industry beyond the $279,000,000. 

Q. I will come to that. I do not agree with that. 


The CHamrMAN: Let him finish. 


By Mr. Tucker: 
Q. I suggest to you— 
The Cuamman: Let him finish. 


By Mr. Tucker: 
Q. I am asking the question—A. They then have $5,000,000,000 deposits— 
Hon. Mr. Lawson: You must take the answer whether you like it or not. 


Mr. Towers: $5,000,000,000 in cash and practically. no earning assets. 
Their earning assets would be restricted to the $279,000,000 of capital and 
reserves. Now, that necessarily means (a) they cannot possibly pay depositors 

any interest; (b) in order to pay the expenses of operation they must get 
almost all those expenses of operation from their depositors in service charges, 
because their earnings on the basis of $200,000,000 odd invested in earning 

assets would be negligible. I do not say for a moment that that cannot be 
done, but all I am supposed to point out are the results. 


By Mr. Tucker: 
Q. All right; now, I want to deal with that. In other words, the situation 

is this: the banks then would be what they are deemed to be by the people, 
to-day, the custodians of their money. In other words, when a person has 
money on deposit, the bank will be assumed to have the ability really to pay 
that deposit. That is correct, 1s it not?—A. It has now. 
4 Q. No; to-day the bank owes money which it cannot pay—A. Not at all. 
The banks can pay. 
| Q. They can pay if the government comes to their rescue in the event of 

a crisis—A. No. They can pay if it is possible for them to realize on their 

assets. 

Q. Yes, but they cannot pay in legal tender cash without the government 
intervening and lifting the gold requirement—A. We have gone over that 
before. 

Q. Yes; all right. I do not want to go into it—A. And we have said that 
it assumes a situation such as has never been seen on sea or land. 
Q. As a matter of fact, that was not the point at all. The point was that 
the reason the situation such as has never been seen on sea or land, of the 
people wanting their money, has never arisen is because they know the govern- 
ment stands behind it—-A. We must remember, of course, that they not only 
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wanted their money but they wanted their money in only one form, legal tende 
cash. They did not want government bonds or any other of the assets that the 
banks possessed. 

(. Is it not true that the thing which prevented the people of United Stat 
in 1933 from demanding legal tender cash from the banks was the fact that 
the president said, “We will issue enough cash against the assets of the banks 
that if necessary they can pay every cent to their depositors”? Then the 
depositors did not want their money any more. Is that not true?—A. When 
people get into the frame of mind where they only want cash and want no 
other assets, you do come to a situation where practically the whole shop is_ 
closed up right across the country. e 

@. Yes.—A. All business, public and private. That fantastic—not fan- 
tastic but desperate fear which causes the people to do these things, can only 
be satisfied in the form of legal tender cash. | y 

Q. The thing that saved the banking system in the United States was the 
fact that the government stood behind the banking system to provide the 
necessary cash for the depositors——A. The thing that saved the banking system | 
as against that insane fear was what you mentioned. The thing that enabled 
the banking system to continue was that they had assets that would respond 
to those habilities. If they had not, they had to close up. . * 

Q. It was the willingness of the government to monetize those assets on 
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a dollar for dollar basis, if necessary— ( 
Mr. Howarp: Because they were mortgage assets. ¥ * 


Mr. Tucker: Yes; but it is the willingness of the government, if necessary, 
to do this which underlies the whole thing. : 

Mr. Howarp: Because they were mortgage assets. f 

Hon. Mr. Lawson: Frozen. 

Mr. Tuckmr: That is not so. 

Mr. Howarp: Yes, it is. 

Mr. Tucker: All right. The point I am trying to make is not that the : 


banking system is not solvent, but that underlying the whole thing there is 
the fact that the government, if necessary, will come to the backing of these 
deposits with a dollar for every dollar, if necessary. 
Mr. Towers: As I said before, the fact that the government is there to. 
promote peace and good order underlies the functioning of all business in this 
country. 7 | : 
Mr. Tucker: Yes. The banks know they can rely on that; and the people — 
that that is the case, that they can rely on getting dollar for dollar, if necessary. | 
The banks then are able to loan to the extent of $10 for every dollar in reserve. 
Mr. Towers: That is right. In effect, what the depositors say now or what 
their government says for them is this. They say—the depositors—that. they © 
want the service of carrying these accounts. They also would like, to the — 
extent that they can, to get some interest on their money. The depositors could | 
not get interest on their money and, in fact, would have to pay the bank a 
substantial service charge for carrying their accounts if you expect the banks 
to maintain 100 per cent in cash. ; 1 
By Mr. Tucker: 
Q. That is the assumption that the banks make?—-A. The depositors say, 
or I will assume that they say, “We prefer that the banks should be able to have i 
earning assets against the major portion of these deposits so that they can cover 
operating charges and pay some interest.” 
Q. Yes?—A. Now there is absolutely nothing to prevent the parliament 
of the dominion of Canada from saying, “The banks must have 100 cents in _ 
[Mr. Graham Ford Towers.] 
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legal tender for each one dollar of their deposits.”” But when the parliament 
of Canada says that, we assume they say so in the knowledge that that means 
that no more interest can be paid on deposits and that the depositors must 
pay a service charge to cover operations. 

Q. That is the point. 

Hon. Mr. Lawson: Or the banks would all go out of business. 
: Mr. Tucker: All right. Just a minute. After all, I think Mr. Towers can 
_ handle the thing without assistance from the members of the committee. 
Hon. Mr, Lawson: He is very, very efficient. . 
Mr. Tucker: Allright. It would help me if there were not so many remarks. 
“f Mr. Woopswortu: Mr. Tucker, after all, the rest of us are trying to follow 
- this; and I think we are right in saying that Mr. Towers should have an 
_ opportunity of finishing his statement. 
K, Mr. Tucker: I am not objecting to his finishing his statement. But I do 
object to three or four people helping finish it. As a matter of fact, I can help 
him finish it as well as other members of the committee. 
Hon. Mr. Lawson: Maybe he thought it was a hindrance rather than a help. 
The CuarrMAn: Order. 
Mr. Tucker: As a matter of fact; I should like to finish this up, if I may. 


By Mr. Tucker: 
é Q. There is an assumption put out by the bankers’ association of this 
~ country, to which you have just given expression, that if the banks had to have 
a dollar for every dollar that they owe their depositors, they could not loan 
- money as they are doing to-day. Now I suggest to you that that is not correct, 
and I shall give you my reason. The credit unions—to take one example—or 
_ the commercial mortgage companies take in money at 2 and 23 per cent and 
loan it out at 6 and 7 per cent. They do not charge their depositors a service 
charge for looking after their money. To-day the banks have to pay 24 per cent 
on their deposits to their depositors——A. One and one-half per cent. 
‘ Q. One and one-half per cent?—A. Yes. 
f Q. All right. Suppose you get the situation which we have just outlined, 
~ $500,000,000 on deposit and $500,000,000 that they have got in cash—A. Yes. 
Q. And somebody—we will say the C.P.R.—comes along and says, “ We 
~ want to borrow $1,000,000.” The bank says, ““ We have got to have dollar for 
dollar. We will have to go and discount an asset that we have for $1,000,000 
in order to get the money.”—A. But they have not got any assets other than cash. 
Q. Oh, yes. Just a minute. They have their original capital. We are 
assuming that we are starting out with this situation. After all, I want you to 
be logical. 
The CHairMAN: Do you want the governor to give you a reply now? 
Mr. Tucker: Well, he is going along. We are going along very well. They 
have $245,000,000 of capital and they have $500,000,000 of deposits and 
$500,000,000 in cash. The C.P.R. comes along to borrow some money. 


Mr. Towers: Well— 


By Mr. Tucker: 


Q. That is all right, is it not?—A. No. 

Q. What is wrong with it?—A. There is something badly wrong. What 
have they got on the asset side of their balance sheet against capital? Have 
they already loaned that out? 

Q. They have that in cash; they have $500,000,000 in cash against deposits 
of $500,000,000; and they have the money they put in themselves of $245 ,000,000. 
A. If that was put in in cash, they must have $745,000,000 in cash. 
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Q. All right; they have that. Suppose the C.P.R. come along and they say, 
“We want to borrow $1,000,000.” All right, they have the $1,000,000 to loan. — 
They loan them the $1,000,000. They enter up a deposit of $1,000,000.—A. Yes. 

Q. The C.P.R., presumably, is paying them, say, 6 per cent on that loan. © 
The deposits then go up by $1,000,000. That is correct, is it not?—A. Yes. 

Q. The C.P.R. is paying 6 per cent, and they are paying their depositors, — 
just as they are to-day, 14 per cent on their deposits. Where is the difference?— — 
A. But I did say that they could make loans and investments to the extent of — 
their capital and reserve. 

Q. All right. Then we will assume that they make loans and investments — 
to the extent of $245,000,000.—A. Yes. : 

Q. On which, just as to-day, they are getting, 5, 6 and 7 per cent and paying © 
the depositors 14 per cent. That is correct, is it not?—-A. They are getting © 
5 and 6 per cent in connection with such loans as they have; but, as you know, — 
those are rather moderate. 

Q. All right; that is on the capital. Now we will assume that they want to — 
borrow some more money; perhaps they want to loan some more money.— ~ 
A. Yes? 

@. Somebody comes to them. Suppose the C.P.R. comes and says, ‘We 
want to borrow $10,000,000” and they have already loaned out all their capital?— 
A. Yes? 

Q. They must then go to the Bank of Canada. We will say that under this 
system the Bank of Canada provides that money, and does so, we will say, at 
a lower rate of interest, in order to stimulate enterprise in this country, loaning 
it at 4 of 1 per cent to the banks, we will say. The bank can take that 
$10,000,000 and loan it at 5 or 6 per cent, the same as they can to-day, and 
they will pay those depositors 14 per cent just the same as to-day. What is 
there to prevent, on that basis, the legitimate expansion of credit that you 
want, on the situation that I have outlined here?—A. The system that you 
propose amounts to this; and if you will forgive me I will refer to the figures 
again: Shall we say that the banks would have two and a half billions in 
deposits and two and a half billions in cash? They would have in loans and 
investments the $245,000,000 of their capital. You say, recognizing of course 
that that is absolutely inadequate to finance the general requirements, that 
they would take that $245,000,000 of loans and investments and rediscount them 
or sell them to the central bank and then be able to make a further $245,000,000? 

Q. Yes——A. It is something of that kind that I meant when I said you 
would have to set up an entirely new system for loans; because it would mean 
that the central bank was, in effect, doing all the loaning business which the 
country required to have done. Then you assume indirectly that the banks, 
so to speak, act as agents of the central bank— 

Q. They do that to-day-—A.—in making their loans. 

Q. They do that to-day—A. Which they do not do to-day, no. 

Q. You have control over it. The only thing is you do not control them 
absolutely; you to-day give them a dollar on which they can loan ten, and 
you absolutely control the expansion of their loans to that extent. The only 
difference would be, I assume, that the time will come when they are going 
to have to rediscount under the terms of the Bank of Canada Act?—A. I 
eee say for moderate amounts and for temporary purposes; not as a steady 
diet. 

Q. Unless you supply them with more and more in cash?—A. Yes. 

Q. Yes.—A. Which we would do if the requirements were such as would 
make it necessary. 

Q. Yes; so that the government could supply more and more new cash on 
a dollar for dollar basis?—A. Yes. 

|Mr. Graham Ford Towers.] 
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 Q. As it paid its expenses and so on?—A. The banking system in effect 
ceases to be in the loaning business except possibly as an agent executing 
ertain loans on behalf of the central institution, which then becomes the loan- 
ing institution of the country. lt still remains true that the banks would have, 
in the in instance, no earning assets other than what they had, the $245,000,000 
invested. 
ie Q. The same as other people—A. And_ the depositors would therefore 
_ receive no interest and would have to pay a service charge. The fresh element 
that you introduced there is that the banks could sell or rediscount those loans 
and investments with the central bank and proceed to make fresh ones; if there 
was a differential between the rate charged by the central bank and the rate 
earned on their new assets, there would be a certain margin of profit in there 
as well. What the earnings would be would depend on that margin and on the 
volume. But I would certainly say that it would be a peculiar system and that, 
under those circumstances, you would have a central bank rediscounting practi- 
cally the total of the loans and investments of the banks. It would be far 
better, in that case, to have a nationalized banking system; because that 1s, 
in effect, what it would be. 

Q. That is what you have to-day, except that the banks have a. much 
better position than they would have under this system. In other words, the 
~ banks under this system could expand to the extent that you were willing to 
~ allow them to expand, could they not?—A. To the extent that we were willing 
to buy or rediscount their loans and investments, yes. 

; Q. Yes; you would have absolute control. That is true?—A. Yes. 

: Q. In respect to the extent of their capital?—A. That is right. 

F Q. That is all they could handle?—A. That is right. 

Q. There would be no limit to the expansion any more than there is any 
limit to-day, would there?—-A. No. But it would be completely in the hands 
m of the vovernment and the central bank. The banks would be a loan agency, 
~ really. 

i Q. They would supply the means whereby they could make their loans 
~ as they do to-day?—A. No, not as they do to-day. If you are doing that on 
a large scale, permanently, then I would say you are in the business and you 
might as well say so. 

i Q. When you stand ready to go to the rescue of the banks to meet their 
depositors’ demands as against the assets of the banks, to the extent of dollar 
- for dollar, if necessary, are you not actually letting the bank handle your 
credit just the same?—A. We stand ready in the case of an extreme emergency ; 
and only then if the banks have assets which will respond to those liabilities. 

Q. Yes, you only give them the assets on the dollar for dollar basis if they 
have good propositions?—A. Presumably, yes. 

Q. So what is the difference in essence?—A. There is a major difference in 
essence, I would say, because in the situation you mention you have the 
permanent responsibility for the activity of the banks in connection with making 
loans or investments, because the whole thing practically is in the central bank 
portfolio. I have not, as you will remember, said that there is anything 
impossible in doing this; I have only tried to trace the implications. 

Q. You said that they could not pay anything to the depositors —A. They 
could not on the basis that was first mentioned. If, on the other hand, they are 
acting as agents for the central bank in handling a large number of loans and 
investments, and if the central bank allows them a margin as between what 
the central bank charges and what they get from their borrowers, there is that 
additional earning. 

: Q. In other words, you could give them a margin which they absolutely need 
to handle the banking business of the country?—A. To cover their operating 


expenses. 


a 


4 PA e “- 
i ag Mies. Bs opi et 
= ; 


hin xy yee POMS tes Wd SS; io eke ai aa WS Chen) ws " 
bh are 5 Pe SS wake Wi ake BANE Teele PrN 
=! ig, he 3 ‘ , tf ‘“ 4 ; Pal r 


186 STANDING COMMITTEE 


Q. Then assuming it is possible for them to pay a reasonable amount of the 
depositors you would have the same control over it or more than you have to-day, 
would you not? Then has it not this advantage, and this is one thing which I — 
think is most important; that you could then prevent the booms and depressions 
that have been a feature of our present banking system for the last 100 years — 
to a great extent? Is this not the case; that when banks have expanded their © 
loans and investments to the extent of ten to one anything that affects the price & 
level within the country endangers the value of the securities which the banks 
hold, affects their liquid position, makes them begin to call loans, and that still 
further depresses the price level and they have got to call even more loans in 
order to keep in a liquid position, and as they call more loans they cancel our 
purchasing power and it is like a snowball running downhill, the faster they call 
loans the faster they have to call them? Is that not one of the main causes of — 
the rolling up of depressions?—-A. You have not changed that situation in any — 
way by the new proposal. There is a certain shift in the place where responsi- x 
bility les. For example, on the side of expansion, provided the central bank x 
will keep on re-discounting or buying their assets, there is no limit to the loan 2 
and investment expansion which could take place. If it’ is a re-discount and the — 
banks are responsible for the repayment of the amount involved then it still — 
remains the banks’ responsibility to see that those loans and investments are q 
good, or to try to collect them if they think they are bad. Therefore, from that — 
point of view, the possible contraction is just the same as it is now, the possible — 
expansion is also unchanged, and all you will find that has happened is that the — 
responsibility which now rests on the central bank has changed the responsibility 
is now one in respect to the total of loans and investments outstanding without a 
responsibility for just how much is loans, just how much is investments or what ~ 
the other assets are. Under the system you are proposing I think the central — 
bank would be responsible both quantitatively and qualitatively; in other words, — 
you should have in that case a completely nationalized banking system. : 


(. Well, that is not necessary—A. My opinion is that it would be. 

Q. All that the banks to-day have risked in the thing is their original capital 
invested plus their double liability, and all they would have invested under the 
system I propose is the same amount; if you trust them in one case why would 
you not trust them in the other?—A. I think you are suggesting that there would 
be a major difference in operation; in other words, you are suggesting that it is 
a better way to prevent booms and depressions. 

Q. No, what I am suggesting is this, that you stand ready to-day if 
necessary actually to redeem every dollar of the banks’ assets in cash. That is 
what it means. You would not be doing any more under the system I suggest. 
Why, then, would you have to have so much more control?—-A. Why would there 
be any difference in the results? . 

Q. There would be this difference: The banks to-day, as you know, are 
always worried about their actual cash liquid position—A. No. 

Q@. They are not?—A. No. I think you are working there on the experience - 
of 1929 and 1934. That cannot be repeated in this way that it happened at 
that time. On that previous occasion, the banks arrived at the year 1929 with 


_ rather heavy borrowings under the Finance Act. 


By Mr. Howard: 


Q. And heavy loans?—A. And heavy loans. When the depression started, 
when prices started to fall, there was naturally a collection of a substantial 
volume of those loans. I suggest we should not go at this moment into exactly 
how much of that reduction of loans was purely in the interests of the bor- 
rowers and for their own good, and how much was undue pressure. The banks 
were rather keen to repay their advances under the Finance Act. We were in 

[Mr. Graham Ford Towers.] 
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ct off the gold standard. There was no way in which cash could be increased 
ther than by borrowing under the Finance Act; in fact, the banks wanted to 
educe those borrowings. wf 


By Mr. Tucker: 

 Q. Because they were paying 23 per cent interest?—A. I do not think 1t 
was the interest rate, but they wanted to reduce them, realizing that those | 
_ borrowings should be temporary. Now, that meant a reduction in the volume | 
of their cash reserves and it meant a certain pressure in regard to contracting | 
and pulling in. That situation cannot arise again, Incidentally, I will back- 
track for a minute and say that the Finance Act transaction of $35,000,000 in 
November, 1932, was designed to relieve that pressure, and it did. It accom- 
plished a very great deal, much more than people realized, I think. 


ber, 1932, when Mr. Bennett asked the banks to borrow $35,000,000. They | 
said, “We do not particularly want to, but we will do it since you ask that it be 
” That was what you might call a central bank action with the only 


4 Q. You suggest, Mr. Towers, do you, that when the banks owe $10 for 
every $1, as they do to-day, they have got away from worrying all the time 
about keeping the loans liquid and keeping in a liquid position—A. | would 


have 10 per cent cash reserves and certain other assets, short-term government 
bonds or whatever it may be, which will be readily available in case of need. 
“I do say this, that in circumstances such as we have been talking about, if 
their worry were translated into a desire for 15 per cent cash instead of 10 per 
cent, we would soon take steps to see that 15 per cent was there. 

4 Q. In other words, you stand behind them, as I have said—A. We stand 
to see that the banking system of the country operates properly so far as it 
lies in our power so to do. Mind you, Mr. Tucker, when I say we would add 
- to their cash, that does not necessarily mean discounting anything for them. 
™. (Q.-No, I understand —aA. We can buy bonds from Tom, Dick and Harry 
~ and add to their cash in that way. 

be Q. They are under constant supervision by the Department of Finance?— 
BA. Yes. 
+ Q. If there is a tendency for certain types of their securities to freeze up 
is there not an expectation on the part of the Department of Finance that they 

- will actually at all times preserve a certain definite proportion of liquidity in 
regard to their position which means the collection of loans that they can 
~ collect?—A. No, I do not think so; at least, certainly not necessarily. If a bank 
had greatly over-expanded its loans, in the opinion of its own officers or of 
~ someone who inspected them, then the inspector might very well say, “Look, 
your loans used to be $100,000,000 and your cash and securities were $100,- 
~ 000,000; you had about 50 per cent of one and 50 per cent of the other; now 
_ you have let your cash and securities run down to $25,000,000 and your loans 
have run up to $175,000,000. Not only is that a tremendous expansion but it 

~ is too much in certain places, it is not good looking stuff, it looks too specula- 
tive, it looks poor, you have overdone it, you ought to pull in.” In that case ° 
_ you do get a pulling in and presumably the bank will pull in its most specula- 
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tive loans. That is a most unfortunate situation, and it would be far bette 
if before that situation arrived someone had said, “We think you are going a 
little too far; I do not suggest pulling back, but don’t go further, because you 
will be getting into an unsound position.” Once you have allowed the banking ~ 
structure to get into a tremendously over-expanded speculative position it is 
pretty hard to avoid unfortunate repercussions. But naturally the idea would — 
be, do not let it get there. g 

Q. By your giving them the right to use your money at 10 to 1 are they 
not more likely to go too far if there is a chance to make profit, and are you not — 
going to have to check them even more than if they could only use it on the 
basis of a dollar for dollar? 


By Mr. Taylor: 

(. I am constantly hearing the statement that we are loaning 10 to 1 
and that we are working on a 10 per cent basis. If we are working on a 
10 per cent basis we can only loan 9 to 1 because 10 per cent of the cash money 
must be reserved against the cash deposited. Am I right?—A. That is true. 

Mr. Taytor: Thank you. 


By Mr. Tucker: 


@. We will assume that that correction is right. But we are trying to get 
at principles and not exact figures—A. Yes. I should say that the maintenance 
of a reasonable degree of stability depends on the actions of the executives 
of the banks, depends on the views in regard to those actions which may be 
expressed by the inspector-general of banks, and depends finally on the 


_ expansion power which they have as the result of the amount of cash they have. 
_ Of course, we control that amount of cash. If we saw to-day that the banks 
_ were becoming too exuberant in the making of loans I assume that we would 


do two things: We would say to the banks that we thought they were going too 
far and we would probably cut down their cash so that they would not have 
difficulty in going any further. 

(). After all, you are giving evidence and you are stating on your respon- 
sibility as governor that we are no longer faced with the danger of the banks 
having to unduly call loans to preserve their liquid cash position any further.— 
A. That there is no necessity for that because the machinery which we have 
enables us to increase the cash in those circumstances. ; 

(J. On the basis of Mr. Taylor’s interruption, if they are permitted to 
make loans of $10 for every $1 they have, is it not true that they do loan on a 
basis of 10 to 1?—A. With the distinction which he made in regard to the exact 
figure, yes. 

Q. As a matter of fact, if they have a dollar on hand they can loan out $10? 

Mr. Taytor: No. 


Mr. Towers: No, because they have to have, shall we say, $100,000,000 of 
deposits which call for $10,000,000 in cash and therefore the other assets, loans 
and investments, can only be $90,000,000. ; 


By Mr. Tucker: 


Q. If you actually had $10,000,000, you could loan out $100,000,000?— 
A. No, because originally $10,000,000 will be represented by a deposit, no doubt. 

Q. As a matter of fact, they are loaning out to-day, and you restrict them 
to loans and investments, to the extent of $10 for every $1 they have on hand?— 
A. No, not quite. It is perfectly true that it is 9—9 for 1 on that basis. A 10 
per cent cash reserve implies by simple arithmetic a 9 for 1 expansion. 

Q. At the time of the British MacMillan report it was 11 to 1—A. It varies 
from 9 to 1 to 11 to 1. , 

Q. I thought that report referred to 11 per cent cash reserve——A. No; it 
was 9 per cent cash reserve. 

[Mr. Graham Ford Towers.] 
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By Hon. Mr. Stevens: 
Q. The 10 per cent cash reserve is not an arbitrary figure?—A. No. 


By Mr. Tucker: - | 
Q. That is what I am getting at.—A. It might be 8 to 1 at times in the case 
of some banks; it might be 9; it might be 10. 


By Mr. Taylor: 
Q. Has that not been a constantly decreasing percentage due to the increased 


use of the cheque?—A. You mean that the ratio of cash reserves— 


Q. Cash and till money on deposit? A. —of cash reserves, that is both 
till and money deposits. No, I would say not. But in the years 1931, 1932 
and 1933, it tended to be 8} per cent to 9 per cent, whereas 10 per cent is the 
figure now. 

Q. I remember clearly in the nineties—that is a good memory—it was 
about 22 to 23 per cent—A. Ah, yes, it was higher in those days. 


By Mr. Tucker: 

Q. Then, Mr. Towers, to complete the statement, you would say that the 
only advantage in this system would be, first of all a tremendous saving of 
interest that the government pays?—A: I would say that there is a tremendous 
saving in interest which the eovernment pays, but that the government has 
extracted that from the depositors. 

Q. No; I am assuming that the depositor still gets the 14 per cent.— 
A. I do not see how they could. 

Q. Well, I am suggesting to you that they could get. the money they need 
from the central bank for half a per cent?—A. For what? 

Q. Yes, half a per cent, and I do not see any reason why it should not be 
that low to stimulate business, and they should pay 14 per cent to depositors. 
If they did that they would not be able perhaps to build the large buildings that 
they build to-day and pay the salaries that they pay to-day and make loans 
to their subsidary companies and all that sort of thing; but they should be 
able to finance on a margin of 4 and 5 per cent and therefore they could pay 
their depositors. The government would get half a per cent, on the financing, 
and it would not be paying the interest on the public debt. There would be no 
harm done because you would have even more control over the system than 
you have to-day. That is what I suggest to you, and | suggest. that your 
memorandum did not deal with the advantages in the suggestion. When I was 
speaking in the house of commons I was not setting out a meticulous bookkeep- 
ing proposition, I was laying down a suggested line of action—A. Of course, 
I do not think, so far as I recall your remarks, that you did suggest that the 
loaning activities should then be entirely dealt with by the central bank. 

Q. Naturally I realize we would have to go on using the banking system. 
If your memorandum did not deal with that subject, and speaking of the 
suggestion that some other member may ask some questions along that line, 
I would ask you to deal with the suggestion I have now made.—A. Yes. 


The Cuarrman: Mr. Mayhew has the floor. 

Mr. Mayurw: I have a suggestion to offer if the committee will permit me. 
Apparently, we are discussing banking systems and there are at least two and 
probably three different systems that have been mentioned here to-day. I 
would suggest that we reverse the order probably at our next meeting, and ask 
those who are propounding the various systems to answer the questions rather 
than have Mr. Towers answer them. In that way we would probably get the 
‘nformation we want. I am quite serious about that, because I think we should 

robably look at any of these systems to get what vood there is in them. T am 
afraid that I would not be able to ask questions on any one of them, but I would 
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probably get the information I want by some other members asking questions. 

With the services of our good friend Mr. Towers we might be able properly 

to understand the systems propounded by Mr. McGeer and Mr. Tucker and 

anybody else. 
The CuarrMan: That is an excellent suggestion. 


By Mr. Tucker: 


Q. I should like to ask you one other thing before I resume my seat. The 
suggestion has been made that. this country needs to have new credit from 
abroad. I suggested, with the financial set-up we have to-day under our Bank of 
Canada Act, that new capital should not be brought from abroad to develop 
our natural resources, but that some means should be found to use our present 
opportunities for expansion of credit rather than selling our natural resources 
into a sort of bondage to other countries——A. As a matter of fact, in the last 
five years we have repatriated foreign debt on an enorraous scale. 

@. Yes. I dealt with that situation in the first speech I made in the 
house of commons this year. We hear the cry that we want foreign capital to 
come in to help us develop our mining fields in the north, this and that and 
the other thing. To-day we find our prospectors in this situation: they are 
looking around for foreign capital to come in to develop the things they 
find. They can only get that capital at the very exorbitant price of turn- 
ing over substantially large portions of the mining areas to the owners of the 
capital. I suggested in the House of Commons some sort of a system—and it 
applies also to what Mr. Donnelly raised the other day, where the banking 
system to-day has got into the attitude of mind that it wants a rate of interest 
that municipalities and provinces would ordinarily pay, and yet they won’t 
loan that unless they get a government guarantee. Although they are handling 
our credit on all big transactions they can absolutely strangle everything in 
the way of development if they wish to do so. I do not want to take up any 
more time than I have taken up, but I made a Suggestion there in regard to 
using our credit and seeing to it that instead of having the country’s natural 
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resources turned over to foreign control, something be done in the way of setting — 


up some control from the standpoint of providing credit to big enterprises. I 
wish you would glance over my speech and make a short memorandum upon 
what you think of my proposal—A. I think T can answer it right here, but 
perhaps not to the extent that I could do it in a memorandum. My answer 
is this: (a)we are cutting down our indebtedness to people in other countries 
very substantially, and have been doing it for the last few years; (6) I under- 
stand mining enterprises can finance themselves pretty satisfactorily in Canada, 
and have been doing it during the last few years. I believe that there are 
certain American investors in our gold stocks, and we cannot stop them having 
those. 

Q. Do you think that we can go on without American capital, and get. lots 
of it here in Canada?—A. I think that they have been able to get lots of it 
here in Canada. I would say this: if they cannot, it must mean, of course, 
they cannot sell the Canadian people the idea of making these investments. 

@. No; the banks are not providing the long-term loans—A. The Cana- 
dian people have the savings. 

Q. Suppose the Canadian people have not got the savings?—A. They have; 
they have got $2,500,000,000 in the banks right now. 

Q. What I wish to deal with is this point: suppose the Canadian people, 
through their nervousness about the situation, will not loan their savings, the 
banks themselves cannot enter the picture because they are not supposed to 
make long-term investments like that. Is not there something we can do in 
the way of providing for that financing of the developing of our own resources 
instead of having to go abroad for the capital?—A. In fact, I think that we 
are doing it from our own resources right now. 

[Mr. Graham Ford Towers.] 
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 Q. Are you satisfied with the situation?—A. That is an awfully diffcult: 
thing to answer, because one gets put in the position if one says that certain 
things are so-and-so, of someone else saying: are you satisfied with the pros- 
perity of this country; do you believe everyone is employed? And so forth 
‘and so forth. Of course, I do not; but that does not prevent me from thinking 
that certain propositions which are being made would not, in fact, result in 
‘improvement. In any event, the ‘proposition is one which involves a change 
an the Bank Act and the banking system, so that the banks will be enabled 


1 
to finance in equity form presumably, because that is where money is needed, 
‘and will be able to finance new developments, mining or whatever they may 
be. I am thinking of functions which hitherto have been considered ones 
‘which should be dealt with by individual investors; functions which the 
investor has performed on an enormous scale. Your suggestion is, shall that 
- function be performed by the banks, particularly when the individual investor 
_ is frightened to take the risk? That is an extremely broad subject; it relates to 
the Bank Act and to the banking system and I just question whether I should 
try and deal with it at this stage. 
q Q. There is just one other question— 
The Cuamman: Mr. Tucker, Mr. Quelch has the floor. 


By Mr. Tucker: 
. Q. In the past the mortgage companies have been making vast amounts 
of loans in Canada from moneys obtained from abroad, and the interest goes 
' out of Canada. I suggest that there should be some form devised to prevent 
this great amount of interest money going out of the country. I suggest there 
- should be a separate system—if you do not want to tie it in with the banking 
system we have to-day—to provide that capital within the country for mortgage 
loans and everything else, instead of having it going abroad. In other words, 
_ we can supply that capital in Canada, can we not?—A. And in fact, in the 
last few years we have not only been supplying such capital as has been required 
for development going on within the country, but we have gone very far beyond 
that; we have supplied all that has been required during these years and we 
have brought back five or six hundred million dollars which had previously been 
borrowed from the foreigner. 
Q. What I am getting at is this: in the line of further devolpment there will 
be a demand for more money and so on.—A. Yes. 
| Q. We should provide that capital and have the interest stay in the country 
by virtue of a change in the Bank Act by setting up a loan bank, a bank to 
supply capital on long terms, or something of that nature. 


By Mr. Quelch: 

Q. I understand that Mr. Towers is going to prepare a statement referring 
to the 100 per cent system.—A. And expanding my reply at the third meeting 
to include the further suggestion that the financing of loans and banking 
investments should, under the 100 per cent system, be managed by dis- 
counting or selling obligations to the central bank. 

Q. There are a few more points I should like to make on that. If you 
would include one or two other points in your reply you would show that the 
powers which you can exercise in increasing or decreasing the currency, would 
exercise effective control over the chartered banks at the present time —A. That 
is a quantitive control, yes. - 

Q. You are probably familiar with the statement that the Minister of 
Finance made in the house on March 8, 1938. Perhaps I had better read it. 
It is in reply to a suggestion of the member from Rosthern in regard to the issue 
of certain money. Mr. Dunning states:— 

An increase of, say $350,000,000 in chartered bank holdings of Bank 
of Canada notes would increase their cash reserves from the present figure 
of about $250,000,000 to $600,000,000, and their cash ratio from about 
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10 per cent to roughly 24 per cent. . . If the banks use their increased — 
cash in the normal way, as a basis for the extension of roughly ten times 
as much in loans to the public, or for the acquisition of ten times as much 
in investments, bank deposits would expand by approximately an equal 
amount until the cash ratio was brought down again to approximately 10 
per cent. This would mean an increase in bank deposits from the present 
level of about $2,387,000,000 to something like $6,000,000,000, or more 
than 2-6 times the level of December 31, 1929. Am I merely old 
fashioned or orthodox when I say that this would mean a colossal measure 
of inflation? 


The suggestion was that a certain amount of money might be needed in circula- 
tion—I am not going to say whether it is too much or not enough. 

The only reason that the minister gave against that was that if that money 
was issued, then the chartered banks might be expanding their loans up to ten 
_ times the amount of cash, which would bring about inflation. It seems to me 
very strange that, on the one hand, we say that we have effective control of the 
issue of currency and credit on the part of the chartered banks; and then on 
the other hand the Minister of Finance gets up in the house and says we cannot 
issue a certain amount of money when that much money is needed in circulation, 
for fear of inflationary action on the part of the chartered banks. It seems to 
me that in itself gives the lie to the statement that we have effective control of 
the issue of currency and credit—A. On the contrary; because if that money 
was issued, we would be responsible for the result. 

Q. We could not prevent the banks——A. The moral is that if the expan-. 
sion on the part of the banks is not desirable, do not issue the money. 

. Yes; but on the other hand if it is desirable to finance employment to the 
extent of $100,000,000—we consider $100,000,000 is the amount of money needed 
in circulation—the idea is that when that $100,000,000 is put into circulation 
the chartered banks may or may not—we do not know—expand their loans by 
$1,000,000,000 instead of $100,000,000. Is that not true?—A. Yes. The moral 
is, “Do not issue additional money unless you want bank expansion.” If money 
is required for government financing, but cash expansion is not desirable, then 
borrow the money from the Canadian people. You may say, “Then, would it 
not be much better to issue new money and finance government expenditures in 
that way without interest charges?” We have, as you know, put down in 
memorandum form, our view that such government financing is not costless. It 
may be costless so far as the government is concerned, but expensive so far as the 
people are concerned. . 

Q. By increasing the price level?—A. By increasing the price level and 
various other disruptions and changes which may take place. Some one pays 
the shot. The government may evade it but the people get it; the people 
pay it; and as the government and the people are one, you will not be very far 
ahead. . 

Q. In order to get more money into circulation, you maintain that it would 
be necessary or desirable that we go into debt to that extent?—A. T beg your 
pardon? 

Q. You would maintain that in order to get more money into circula- 
tion— -—A. I do not suggest that that money should necessarily be obtained 
by borrowing. 

Q. By taxation?—A. It might be by taxation. But what I am suggesting 
is that whatever you do there is a sacrifice ; and government policy consists 
in deciding which is the best sacrifice to demand. Any thought that you can 
pull yourself up by your boot straps and put this great additional quantity of 
money into circulation without cost or sacrifice by the people is what I would 
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‘object to. But naturally I do not express any opinion in regard to govern- 
‘ment policy; I only state that there is sacrifice involved, and the wisdom of 
government policy consists in choosing the best form of sacrifice. 

| Q. In addition to that, I notice in a recent issue of a letter of the Bank of 
Montreal a statement quoting Reginald McKenna in which he states that until 
~ you have full employment there is really no danger of inflation, and that the 
government could borrow money rather than increase taxation until you have 
full employment. Of course, we have not full employment in Canada to-day. 
It should be possible to issue more money without any danger of inflation?— 
_ A. I tried to deal with that in the memorandum I read at the last meeting. I 
do not think there is anything I could add to-day. In response to a question 
_ which Mr. Tucker raised at the last meeting, which I perhaps should have 
brought up before, I have a memorandum of reply here. Perhaps at this stage, 
_ with the committee’s permission, it will be best to put it on the record. 
— Would it? 

7 The CHAIRMAN: Yes. © ; 

Mr. Tucker: With the consent of the committee. 

Mr. Quetcu: I wonder, before you do that, if you would— 

Mr. Tucker: He is not going to read it now. 

Mr. Quetcu: There is one point I want to bring out regarding the 100 per 
cent system. Personally, I should like to see the whole banking system 
nationalized; but, on the other hand, there are many people who are opposed to 
that idea. Personally, I think that so long as we have directors on the chartered 
banks who are also directors of large industries, you have rather an undesirable 
situation. But in so far as the 100 per cent system is concerned, surely it would 
be possible to amend the Bank Act so as to control it so as to increase your 
cash reserve up to 100 per cent of your demand deposits, not deposits; just 
restrict that to demand deposits alone and then have a distinct split as between 
demand deposits and savings deposits. 

Mr. Towers: I know that that suggestion has been made in the United 
States. My own view is that it has no features which make it worth while. 
The distinction as between demand and savings is’almost impossible to make. 
It is true that on the books of the banks you will see certain things in the 
savings category. Are those real savings or are they deposits of another kind 
which depositors have put into the savings department? 


—-? a a a 


By Mr. Quelch: 


Q. Exactly, but there would be nothing to stop that clear-cut definition 
being made. At the present time, I can write a cheque out on a savings 
account and draw it out, but the banks have the power to refuse to do that; 
they can demand that I give certain notice before I draw a cheque on a savings 
account, although they do not exercise that right.—A. No. 

Q. But they have that power?—A. I do not think it could be exercised. 

Q. If you drew a line between savings accounts and current accounts then 
you would need to have only 100 per cent cash reserves against the current 
accounts?-—A. Yes. I know that proposal is being discussed. Frankly, I do not 
see anything in it so far as Canada is concerned. I think what has brought it 
to their minds in the United States is this: A desire for some formula which 
will imply greater control. 

Q. It would give greater control, would it not?—A. Perhaps with their 
15,000 banks and considering the great difficulties they have always experi- 
enced they are seeking a formula for control. My own belief is that a formula 
will never get you anywhere; that you cannot legislate good management. 

Q. The only thing is that it would give us far greater control than we have 
at the present time. We would not have the Minister of Finance getting up in. 
the house and saying that we cannot issue this money for fear the chartered 
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banks will expand their loans to that extent.—A. You still would have that — 
situation. It is true that in the first jump you would be able to issue additional - 
currency which would be frozen through the banks’ need for increased cash 
reserves. At that stage all that you have done is to impose a form of tax or 
reduction of earnings. Once you had reached that point it would again become 
true that any substantial increase in currency would permit banking expansion 
based on— ; 

Q. Savings accounts?—A. —based on the ratio between the average cash 
reserves and deposits. 

Q. If you drew a line of distinction between savings accounts and current 
accounts in reality you would have 50 per cent éash reserves in savings accounts 
and 100 per cent in current accounts. If, for instance, you had deposited money 
in a Savings account for a certain length of time, three months or six months, 
during that period that money would then belong to the bank and they could 
loan it out for that period of time. 


The Cuarrman: Gentlemen, it is now 1 o’clock and we have lost our quorum. 

Mr. Tucker: Mr. Chairman, what about that memorandum which Mr. 
Towers prepared? 

The CuHatrmMan: The governor’s statement will go in the record. 


MEMORANDUM SUBMITTED BY MR. TOWERS 


Submitted in reply to the suggestion made by Mr. Tucker on April 21, 1939, 
that as long as there is unemployment in Canada it would be feasible to issue 
additional money in depressed areas without causing inflation or material harm 
to other sections of the country. 


The question to which I shall attempt to reply is not how much assistance 
should be given to depressed areas—because that is a matter of government 
policy—but is whether assistance to such areas in the form of additional money, 
~may be made without involving sacrifice by other sections of the country. 

I shall assume that the state of depression which this particular suggestion 
is proposed to alleviate, is considered or hoped to be temporary—not a 
permanent feature which would justify the costly procedure of revamping the 
whole economy in order to make ourselves a more self-contained country. 
I believe Mr. Tucker indicated at last week’s meeting that he was thinking of 
a temporary problem. 

In order to clarify the discussion by relating it specifically to Canadian 
conditions, it may be assumed that a large payment is made to western wheat 
growers to restore their income to normal pre-depression levels. 

The first results of such a policy would be an increase in western purchasing 
and consequently some degree of stimulus to industrial activity elsewhere in the 
country—although for reasons which will be mentioned later such an increase 
in activity would be less than proportionate to the amount of the payment to 
western wheat farmers and would be of a temporary nature. , 

If the increase in purchasing by western wheat farmers were confined to 
goods produced wholly in the domestic market and if the increase in domestic 
industrial activity were accompanied by a corresponding increase in demand 
for the products of western wheat farmers, then the basis would exist for a 
continuous exchange of goods and for a general improvement in economic 
conditions. 

To suggest that actual developments would follow this pattern is to lose 
touch completely with the realities of the Canadian situation. It is an 
assumption applicable only to relatively self-contained economies such. as 
Germany and the United States to which we have referred at previous meetings. 


(Mr. Graham Ford Towers.] 
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By; By far the major problem in western Canada is wheat and as it is quite 
impossible that an increase in Canadian demand would absorb a large part of 
the decline in foreign demand for this product and almost equally improbable 
that the increase in western buying would be satisfied chiefly in the domestic 
- market, such a payment to western wheat farmers as we have envisaged, would 
undoubtedly entail sacrifices for other sections of the country. 

Increased purchases both by, western farmers and resulting from the 
stimulus to domestic industrial activity, would increase the demand for 
imported goods—partly in the form of finished products and partly in the 


nature of raw materials for Canadian industries. Imports in general would tend 


to rise to about the same level as if Canadian wheat exports were of normal 
value and the income of wheat growers derived from foreign trade rather than 
to a large extent from an internal payment. 

In the absence of the normal receipts from. foreigners in payment for our 
wheat, such an increase in imports would bring pressure on the balance of 
payments and depreciate the Canadian dollar in relation to other currencies. 

The effects of currency depreciation have been covered in some detail 
by an earlier memorandum which has been placed on the record. I believe that 
+t would involve an undue amount of repetition for me to go over that ground 
again and that it would be enough at this time to mention the major results 
of such a policy—which are the increased cost of all payments abroad and a 
general rise in the level of internal prices and later of costs. Bearing these 
developments in mind, I believe that the existence of a sacrifice by important 
sections of the country becomes clear. 

In concluding, I would like to emphasize again that what I have said has 
not been related to the amount of assistance which it is desirable to give to 
depressed areas in our economy because that is a matter of government 
policy and is entirely outside my province. I have simply attempted to show 
that the suggestion made by Mr. Tucker would not be, under existing Canadian 
conditions, a method which would not involve sacrifices on the part of other 
sections of the country. 


The CuarrMaN: The committee will adjourn to meet again at the call of 
the chair. 


(At 1.05 p.m. the committee adjourned to meet again at the call of the 
chair.) 
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MINUTES OF PROCEEDINGS | 
Fripay, April 28, 1939. — 


am., the Chairman, Mr. Moore, presiding. 


Members present: Messrs. Baker, Deachman, Donnelly, Dubuc, Fontaine, 
Hill, Jaques, Kirk, Landeryou, Macdonald (Brantford City), Manion, Moore, 
Ross (Middlesex East), Ross (St. Paul’s), Taylor (Nanaimo), Stevens, Tucker, 
Vien, Ward, Woodsworth. - 


In attendance: Mr. Graham Ford Towers, Governor of the Bank of Canada. 


After considering a private bill to incorporate Universal Eucozone Limited, 
the Committee resumed consideration of the Report of the Bank of Canada. 


7 Mr. Towers read into the record several statements in answer to questions 
asked by members at the previous sitting, and was further examined. 


_ At 1.05 p.m., the Committee adjourned to the call of the Chair. 


4 R. ARSENAULT, 
3 Clerk of the Committee. 
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The Standing Committee on Banking and Commerce met at 11 o’clock 


hey 


MINUTES OF EVIDENCE 


Housr OF COMMONS, | 


Room 277. 


April 28, 1939. 


The Standing Committee on Banking and Commerce met at 11 am. The 
Chairman, Mr. W. H. Moore, presided. 

) The CuarrMAN: Order, gentlemen. We have a private bill to deal with 
first this morning, bill G2, passed on to us by the senate. 

¥ The committee thereupon dealt with the private bill. 

. The CuarrMan: Having dealt with this private bill we shall now proceed 
_ with our regular order of business. 


In attendance: Mr. GraHam Forp Towers, 
Governor of the Bank of Canada. 


i The Cuatrman: Mr. Tucker, I think you have the floor. Mr. Towers has 
_ a statement prepared. Is it your pleasure to have Mr. Towers read the state- 
> ment. 
4 Mr. Tucker: I think probably the committee would like to have it read. 
That was their attitude at the last sitting. 

4 Mr. Towers: Mr. Chairman, and gentlemen, I should like to make these 
remarks before replying to Mr. Tucker’s question. During the meetings of 
_ the committee many of the questions which have been put to me have been 
- really questions on matters of government policy. In such instances I do 
not believe that it is proper for me to state that certain policies should or 
~ should not be adopted. I have tried to indicate, therefore, the various implica- 
- tions of those policies, the nature of sacrifices involved and generally the pros 
and cons of the situation. I mention this method of reply at the present time 
because it affects the treatment of some of the questions to which I shall 
attempt to reply today. 

I shall deal first of all with the 100 per cent cash reserve proposed by Mr. 
Tucker. During the course of the last meeting Mr. Tucker suggested that the 
maintenance of 100 per cent cash reserves against bank deposits would not 
involve a restricted loaning policy by the banks, if such loans were eligible 
for rediscount at the central bank in return for a charge of 4 per cent. Mr. 
Tucker stated that a plan of this kind would offer certain advantages over the 
present procedure: 

(a) Government debt charges would be reduced. 

(b) Bank depositors would continue to receive interest. 

(c) There would be more control over banking operations. 


In my opinion the only way to discuss this proposal and at the same time 
avoid utter confusion, is to relate it directly to its effect upon the financial 
statements of the institutions concerned. With that in mind, I should like to 
place upon the record summary balance sheets of the Bank of Canada and 
the chartered banks in millions of dollars as at December 31, 1938. 


BANK OF CANADA 


Assets Liabilities 
RS ee Ali io. aw aa Pea id pel apa 186 Banks’ Cash Reserve .. .. «+ «+ «s 257 
Securities .. .. ve sd 186 A otro NOUR ciioisielo @stnctee oes 118 


All other (net) . MRT Erde 
375 375 
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CHARTERED BANKS* 
Liabilities 
Canadian Deposits . neh Grote ek 
Note. Circulation (net) "sy iteer ws 


Asseis 


Cast SResenve ie) craks yuo euler ete 257 
C2OV E:T GOUEELIOR.. Ne Niece Nieik cae Smee tier Case 


MDE Atk RES R case hie th eae ae eet UR eee OO Shareholder Equity .. .. 
PET GOR WE MOG Fo pugcds tel he a cen Pe 44] 
2,865 


*Canadian business only. 


Since an important feature of the proposal under discussion is its effect 
upon the income position of the banks, I should like to indicate roughly their 
earnings and expenditures on the basis of such approximate rates as I men- 
I would repeat that these are my own guesses, but I 


tioned the other day. 
believe they are accurate enough for this purpose. 


Harnings are about as follows: 


on $1,162 mm. Government Securities A Tiare “adie aon ade $25 mm. 
Pvenveo mm. ‘Canadian: Loans. iy aie iin vile iia Weal OY mole Rraras 50 mm. 

“Earnings on all other Canadian assets, totalling $441 mm. plus 
earnings from exchange dealings and all other services Als 12\ mm. 
Totah Wapprosx imately) oN Coie on ere eas Metae Pe 87 mm. 

Hependitures are about as follows: 

Operating costs (including taxes) at least $50 mm. 
Hrberest) paid) tos Wepositors: ida eit owen untae Gun Meese coe Nap uuamay he MUM Wea tae 25 mm. 
Muvidends :HSid ho,” SHALreHOldersy) Mimic seen Hee ee eee BORE Hee negh tan Crna MERE 12 mm. 
Total (approximately) ties i Nee mie MEN | pr ua 87 mm. 


Let us suppose that Mr. Tucker’s plan were adopted, government securities 
being redeemed in cash and the banks obtaining sufficient additional cash to 
provide a 100 per cent reserve against deposits, by rediscounting loans or other 
I believe it will be easier if we assume as a 
first stage that only government securities held by the banks have been 


investments at the central bank. 


redeemed in cash. 


At this point I should like to place on the record the summary balance 
sheets as of December 31, 1938, adjusted for the effects of the assumed trans- 


eee eee: 


actions. 
BANK OF CANADA 
(At December 31/38—100% cash reserve for banks) 
Assets— Liabilities— 

USTO U0 LAs a HMR RAN a a 186 Banks’ cash reserve’... 20. 2,498 

POULT EASY 6 tN Ger BREE: Active notes... .... 118 

Government advance.. .. 1,348 

COUR ey Chichi oho sven el 1,079 

Pui other: (net) ee.) Mee e 3 

2,616 2.616 
CHARTERED BANKS 
(At December 31/38—100 per cent cash reserves) 
Assets— Liabilities— 

Cash reserves, of which Canadian deposits... 1°), . =. 4.8 ae ae 
Loans rediscounted, . 1,005 Note circulation, (net). 3y) 22) ue 88 
Other rediscounts .. ... 74 Shareholders’ equity .. .. 279 

SUDWET ASD i7 i Melek aks 1,419 

PSBAL SR alg Ae, he Ne CANO RD A 
Other assets (net)... .. 2... 367 
2.865 2,865 


The amount of chartered bank deposits would still be $2,498 millions but 


against those deposits the banks would be holding cash of the same ‘amount. 


[Mr. Graham Ford Towers.] 
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The effect of the assumed transaction upon government finances would be 
a reduction of $25 millions in debt interest formerly paid to the banks and an 
increase in revenue of $5 millions from the 4 per cent charge on rediscounts at 
the central bank—a total improvement of about $30 millions. 

The banks, on the other hand, would not receive the $25 millions formerly 
paid on their government security holdings and would have to pay $5 millions 
‘on the rediscounts at the central bank. Other operating expenses would remain 
‘at about $50 millions and the banks would be forced to make a choice between 
‘increasing their charges on loans and services and reducing their payments to 
‘the public in deposit interest and dividends, in order to offset a net decrease in 
‘income of $30 millions. 

If we assume that the redemption of government securities by payment in 
-eash, were extended to include the $3,000 millions government securities held 
by. the Canadian. public, the effect upon the balance sheets of the Bank of 
Canada and the chartered banks would be that shown in the tables which I 
now place on the record. 
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BANK OF CANADA 
(At December 31/38—100% cash reserves—all internal government debt redeemed) 


Assets— Liabilities— 
ESTA Mat cits ao aL ered sy ica, eet as 186 Banks’ cash reserves .. .. ...-- --. 5,498 
a BETTE Te Moir iece heat 2 bch. oe way cokin'a te) ai en ite A CEL VE TOBE Te eee ew ra ty alte aad in In 118 
{ Government advance.. .. ...... 4,348 
PEMA COUIUS eae ates es Gant 1,079 
OU EMAT GUO L ) losis an iagqvarec reins sie sye 3 


5,616 . 5,616 


CHARTERED BANKS 
(At December 31/38—100% cash reserves—all internal government debt redeemed) 


Assets— Liabilities— 
Cash reserves, of which Canadian deposits... .. 2... op) 3) 9,498 
u Loans, rediscounted .. ..... .. 1,005 ~ Note axculation (net) oo 42 aie 88 
Oren Veuiscounts? ek es 4 Shareholders) "CQuity ooo 60. eee 279 
OU BOIRA ike sah teint ian nen oa ee 
Other agsets (Met)... a. ee). 367 
5,865 5,865 


The cash given to the public in payment for the $3,000 millions govern- 
ment securities held by them, would be deposited at the chartered banks 
increasing deposits from $2,498 millions to $5,498 millions and raising cash 
reserves by the same amount. 

| On the assumption that all internal government debt would be converted 

into cash, the reduction on government interest .charges would be about $150 
millions, of which $125 millions would represent. a reduction in security 
‘interest received by the Canadian people and $25 millions a reduction in 
interest received by the banks which decline as I pointed out a few moments 
ago would be passed on to the Canadian people in one form or another. 

. Variations in the detail or scope of the proposals which in general may 
be referred to as 100 per cent Money, will naturally effect the magnitude of 
the changes involved, but it remains true in every case that for each dollar by 

' which the government reduces its interest charges there is a corresponding 

- decline in the income of the public, in the form of a smaller return on invest- 

ments, a reduction in interest on bank deposits and probably through increased 
charges on bank loans and banking services. 

I can only repeat what I have already said on several occasions, namely, 
that I do not see how a proposal of this kind can be “costless” to the country 

as a whole nor how it can fail to cause widespread inequality of sacrifice. 
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In regard to the other argument which is advanced in favour of the 100 
per cent cash reserve plan, that is, its value as a method of monetary control, 
I should like to make a few comments. 

The first point is that if the redem»tion of government debt in cash is 
applied to the publicly-held debt, there is an increase of about $3,000 millions — 
in the volume of bank deposits—approximately doubling the existing volume ~ 
of money in Canada. If this large increase in the amount of money remained ~ 
idle, there might be no serious effects beyond the inequitable taxation which 
has been discussed. But if the additional money were used by its owners 
there would be very marked effects—effects which the Bank of Canada does not 
believe would be favourable or it would have taken steps under the existing — 
system to provide the basis for such an expansion. ; 

Secondly, in regard to the suggestion that 100 per cent cash reserves would © 
provide more control over the lending activities of the banks, I would point 
out that if the central bank merely rediscounted whatever loans the banks 
chose to present, there is no reason to believe that bank’s loaning policy would 
be any different than it is to-day. If, on the other hand, the central bank were 
to assume the responsibility for deciding what loans should or should not be 
made, I believe that to perform such a task efficiently would require a huge 
organization. As to whether the results would be better than under the present 
system, I could not say, but I believe the determining factor would be the 
experience and judgment of the persons involved. 

The next question of Mr. Tucker I have paraphrased slightly, perhaps, — 
and the question is approximately as follows: Why has the Bank of Canada 
maintained the exchange value of thé Canadian dollar in terms of other cur- 
rencies rather than following a policy of keeping the dollar at a discount? 

During the last few years the exchange value of the Canadian dollar has 
been maintained in terms of other currencies by the naturally strong position 
of the Canadian balance of payments—not because of support derived from 
the Bank of Canada. To have produced a discount in terms of other currencies, 
it would have been necessary to take some positive action in the exchange 
market or to have created such an internal situation as to have weakened the 
balance of payments position. 

As to the factors, which should be taken into consideration before deciding 
upon a policy of this kind, I do not believe I can add anything to what I 
said in the memorandum contained in the minutes of proceedings and evidence 
of the meeting on March 31, pages 84 and 85. From that memorandum I 
should like to quote the following passage:— 


Currency depreciation would increase the dollar value of the Cana- 
dian national income by creating a higher level of prices, but its effect, 
upon real national income would depend on the degree of stimulus given 
to economic activity by the internal realignment of costs and prices. An 
increase of export income in Canadian dollars achieved at the cost of 
paying a correspondingly larger amount for imports, debt charges and 
other: foreign obligations would not per se raise the real income in 
Canada. 

The degree of stimulus imparted to domestic economic activity by 
an increase in prices relative to costs would depend upon the reaction of 
public confidence to the policy of currency depreciation, which would 
vary according to the circumstances under which the depreciation 
occurred; upon whether it was a correction of an existing maladjust- 
ment or the creator of new maladjustments. It is important to remem- 
ber that there are very few instances of a country depreciating its cur- 
rency unless subject to considerable pressure because of an unfavour- 
able balance of trade or an outward movement of capital. Deliberate 
currency depreciation by a country enjoying a strong balance of pay- 

[Mr. Graham Ford Towers.] 
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ments position, in order to gain competitive advantage or to adjust 
price relationships, might react so unfavourably upon public confidence — 
as to cause an actual fall in economic activity and a decline in real 
national income. 


} A further question of Mr. Tucker’s was: How much more would be received 
by Canadian farmers for wheat, butter, cheese and bacon if the Canadian dollar 
were at a 25 per cent discount below the pound sterling instead of at par? 

4 Currency depreciation is a measure so far-reaching as to affect almost 
every aspect of the economy and it would be impossible to present a statistical 
analysis of its effects on any particular group. It is equally impossible to 
ascertain a priori exactly what the effect of such a policy would be and to say 
, afterwards what the effect has been, because inevitably there are a great many 
~ unknown factors which cannot be measured. 

As I mentioned in the earlier memorandum “Monetary Policy and the Price 
Level”, currency depreciation tends to raise the level of export prices in terms of 
- Canadian dollars; but the actual increase in price which takes place may vary 
considerably from the amount of depreciation. 

It is important to remember that several of the commodities named by Mr. 
Tucker, have an important domestic market as well as export markets. There 
is no way of forecasting the exact effect of currency depreciation upon the price 
which Canadian consumers are willing to pay. 

Even if it were possible to calculate the extra dollar income which Canadian 
farmers might receive as a result of a 25 per cent currency depreciation, it would 
be very misleading to regard the result as being the benefit received by farmers 
from that policy. “ ... when allowance was made for the rise in prices of im- 
ported goods and goods made from imported materials and the increase in interest 
_ charges payable in foreign currencies, the net benefit by export industries would 
be very much less than the amount of depreciation. Any net benefit that might 

be retained would be temporary, existing only during the period in which other 
- costs lagged behind the general rise in prices. Some benefit in relation to debt 

might be retained, but an improvement in this respect could be obtained by 

means of internal adjustments either of a monetary or non-monetary character.” 
I quote from the earlier memorandum to which I referred. 

The major effect of a policy of currency depreciation is an internal transfer; 
but it may involve a net loss to the country as a whole by giving something 
away to other countries, particularly if adopted under the conditions which have 
existed in Canada during the last few years. 

It is with regret that I have to state that it is impossible to give a specific 
answer to Mr. Tucker’s question, because it is one of a number of questions to 

- which such an answer would simplify the problems of monetary management. 

The next question is : Why does the Bank of Canada believe that no more 
monetary expansion is necessary when the level of prices remains so low? 

Before replying to this question I should point out that while I have referred 
to the probable results of certain extreme policies which have been under dis- 
cussion, I have not expressed any opinions as to what the future policy of the 
~ Bank of Canada should be. I have expressed the belief that a more substantial 
degree of monetary expansion in recent years would not have aided the country, 
nor would it have raised the price level unless it had been so extreme as to 
inspire lack of confidence and a flight from money. What the future policy 
should be can only be determined in the light of circumstances of the time. 

My answer to the thought underlying Mr. Tucker’s question is as follows:— 
; The importance in the Canadian price structure of export and import prices 
, which are chiefly determined in world markets, makes it most improbable that 
internal monetary expansion can appreciably raise the general level of prices 
in this country unless the internal policy is such as to affect existing external 
currency alignments. 
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In replying to the two preceding questions I dealt with the various factors 
which should be taken into consideration before deciding on a policy of currency — 
depreciation. | | ta 

In any event, no monetary policy such as currency depreciation can hope — 
to bring about more than a slight temporary improvement in the relationships j 
between various price groups, which relationships are usually more important > 
than the general price level. I have indicated in an earlier memorandum that — 
the relation of primary products’ prices to other prices does not appear to have ~ 
been more favourable in countries which depreciated their currencies below the — 
Canadian dollar. 


I do not believe, of course, that the present level of Canadian prices is — 
entirely satisfactory—far from it. But I do question the possibility that an — 
intensification of the policy of domestic monetary expansion would have resulted — 
under conditions as they have been, or would result under existing conditions, — 
in an appreciably higher price level; omitting from consideration the rise in — 
prices that follows lack of confidence in the currency and is desired by no one. 
The low level of Canadian prices in relation to pre-depression years, is chiefly 
the result of non-monetary factors and in my opinion an appreciable improve- 
ment in the situation depends upon non-monetary developments. E 

The next question was to this effect: Why is it said that taxpayers have to { 
pay for debt increases and what justification is there for fear of an increasing — 
amount of internal debt? 


In my opinion one should not attempt to generalize upon the consequences 
of an increase in debt, because the burden depends upon the use to which the ; 
debt has been put and upon the future income of the country concerned. i 


When the government borrows, it acquires the use of a certain amount of 
labour and equipment. If the purposes to which these factors are applied, are 
at least as productive as the alternative uses to which they would have been put 
if the government had not borrowed, then I would say that there was no real 
burden upon the taxpayer. Although he would pay more in taxes to cover the — 
government’s interest charges, he would receive back the interest paid and have ~ 
at least as large an income of goods and services as before. ‘ 


However, when the government borrows for non-productive purposes or 
purposes that are less productive than the alternative uses'to which the labour _ 
and equipment would have been put, then there is a definite burden on the tax- 
payer because he receives a smaller income in goods and services than he other- 4 
wise would have received. The real limitation upon an increase in non-productive _ 
debt is the extent to which people are willing or able to do without goods and _— 
services which they might otherwise have had. 


Mr. Tucker’s question appears to imply the suggestion that only if debt is 
paid off in the future is there any burden upon the taxpayer. On the contrary, 
the real burden of debt is borne at the time the debt is incurred, when factors 
of production are diverted to ‘other uses than producing the goods and services 
which he has been consuming. 


Paying off internal debt does not necessarily add to the taxpayer’s burden 
and indeed may be in his best interests. In theory, it should not matter how 
great an amount of debt interest is collected by the government from the people — 
and paid back to the people. But in a country such as Canada where national — 
income and government revenues fluctuate quite widely, it is desirable to keep 
fixed charges as small as possible. Otherwise the pressure upon the government 
to obtain sufficient revenue to meet its fixed obligations during a period of — 
depression, may cause serious maldistribution of income and further impair the — 
general level of economic activity. 

To summarize, I would say that it is very important to remember when 
considering the effects of an increase in internal debt, that in so far as the 


[Mr. Graham Ford Towers.] 
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‘country as a whole is concerned whatever burden is involved is inevitably 


imposed at the time the expenditure is made—not at the time when the debt 


is paid off. 
A question was raised by Mr. Stevens on the subject of chartered banks’ 


At the last meeting Mr. Stevens referred to the lower level of banks’ com- 
mercial loans which are some $164 millions below the 1926 level and asked if 
these loans could not be greatly increased, at the same time decreasing bank 
holdings of government securities which are some $858 millions higher than in 
1926. 
The low level of commercial loans at the present time as compared with | 
pre-depression years, 1s partly because of a somewhat smaller volume of business, - 
partly because of a lower general level of prices and partly because of the rela-— 
tively liquid working capital position of many Canadian firms. . 

T should expect that commercial loans would rise when the volume of 
business and level of prices increased and when Canadian industry required 
more working capital. Under these conditions I should hope that government 
debts would be declining and public savings available for investment, rising, so 
that a considerable reduction in banks’ security portfolios could take place 
without unduly affecting the interest rate structure. , 

Incidentally, I do not think that an attitude of hopelessness towards the 
‘commercial loan situation is warranted. Between December, 1936, and 
December, 1938, these loans rose from $675 millions to $806 millions—an 
‘increase of $131 millions or 19 per cent. 

Naturally, I do not suggest that the position in respect of commercial loans 
is satisfactory, because I agree that business conditions are not satisfactory; 
but I do think an improvement in one will give an accompanying improvement 
in the other. 

This further question was asked: Why is it necessary for Canada to 
borrow abroad instead of making use of its domestic credit facilities? 

Before attempting to reply to this question I would like to point out again 
that during the last few years Canada actually has reduced its obligations 
abroad by over five hundred million dollars. 


One should remember that the decision between foreign and domestic — 


borrowing does not simply rest upon whether it is possible to create a certain 
amount of money in Canada. The real consideration is the amount of our 
obligations and requirements abroad in relation to our means of paying for 
them. 
For instance, the amount of foreign debt which can be repatriated at any 
given time depends upon the credit balance on international account. Repatria- 
tion of foreign debt cannot exceed the amount of that credit balance and if 
maturities of foreign issues are larger, then it is necessary to make refunding 
issues abroad. 

If borrowing is for domestic purposes which may require an increased 
import of goods and services from abroad, it may become necessary to borrow 
abroad rather than internally in order to obtain the needed purchasing power 
in other countries. 

Finally, there was a question as to how long it is possible to go on increasing 
debt and, at the same time, decreasing the carrying charge. I can only say that 
it is impossible for me to answer that question because the future level of 
‘nterest rates and the future amount of debts are unknown factors. 

There was also a request for a table dealing with the Dominion of Canada 
funded debt and interest payments. With the permission of the committee I 
shall place that table on record, also a table answering as well as we can the 
request for a table showing the volume of money in Canada divided between 
the various kinds, since 1867. I have prepared this table to be placed on the 
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record and have shown all the information available on the amount of the 
various kinds of money. Unfortunately, there is not sufficient statistical] infor- 
mation to present the calculation of the total volume of money prior to 1926. 


What information is available will be found in this table. 4 


DOMINION OF CANADA FUNDED DEBT AND INTEREST 
(Millions of Dollars) 


a a 


Gross Amounts Outstanding(!)} Annual Interest Payable (2) 


Total 
As at March 31 Darin Dominion - - | Dominion Average 
ominion Dominion 
Divest uar- Total ite uar- Total Coupon 
anteed anteed 
% 
Ber ec aE hy Seth f 8) 2,325-4 714-2 3,039-6 116-8 31-8 148-6 4-89 
Berens ein Cia. eae) fu 2,250-8 837-0 | 3,087-8 112-9 38-2 151-1 4-89 
Dearne ie ls son i Sy eee tot oes, 2,345-8 954-9 | 3,300-7 116-7 43-6 160-3 4-86 
LUE cop eh 2 AA ea 2,545-9 1,000-:5 | 3,546-4 120-5 45-6 166-2 4-69 
UES Acc a NN 2,682-6 996-2 3,678-8 125-6 45-4 171-0 4-65 
LE LANG SB aes ee a 2,825-3 993-3 3,818-6 127-3 45-3 172-6 4-54 
AEST Sti. SORRIIS SOM aN daha eo 3, 028-7 987-3 | 4,016-0 Loes6 44-6 168-3 4-28 _ 
Dera. Soe Sen hs Oat 3, 232-0 994-6 | 4,226-6 125-6 41-4 167-0 4-07 
ULE AAI SOR OR AE es ES 3,304-0 1,003-3 | 4,307-3 122-6 40-8 163-4 3-93 
Uh! LS ONE een OU OEE EN 3, 281-2 1,050-6 | 4,331-8 114-7 42-0 156-7 o*t5 
December, 1938. ...5 0500) 3,372°4 1,035-5 | 4,407-9 117-4 41-7 159-0 3°74 
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(1) Including Treasury Bills; exxluding School Land Debenture Stock and matured items. 
(?) Excluding charges on discount Treasury Bills. 
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VOLUME OF CANADIAN MONEY 1867-1938 
(Millions of Dollars) 


Canadian Bank 
Deposits 


Dominion or Bank of 
Commerce Notes 
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*Total of Columns 3, 6, 9 and 11. 
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9 Mr. Tucker: Mr. Chairman, there are a few questions I should like to ask 
| arising out of these statements. Of course, I cannot deal with them entirely 
| because 1 should like to see the tables first. Dr. Donnelly has to attend another 
! committee meeting and as he desires to ask Mr. Towers some questions I shall 
defer to him. 
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By Mr. Donnelly: Rae ty 

Q. Mr. Chairman, I should: like to ask Mr. Towers a few questions — 
es he can either answer now or later, in the form of a statement, just as he 
Sees fit. | 

I think I am safe in saying that some years ago all parties in the house — 
were in favour of setting up a central bank. We were all: anxious for a | 
central bank. We have a central bank in existence at the present time and, — 
as a practical public man I am continually being asked throughout the coun- ~* 
try what the central bank does that we did not have done before; what the 
central bank does to justify its existence, and I am at sea so far as an answer 
to those questions is concerned. I should like, therefore, if Mr. Towers would . 
give us something to show the justification of the central bank. 

I should like Mr. Towers to tell us what the central bank does now that 
the treasury board did before, and how much better it is done by the central 
bank than it was done by the treasury board. I should also like to know 
what work the central bank does now that the banks did formerly, and how 
much better it is done now than formerly by the banks. Also what work 
the central bank does now that was not done formerly by the treasury board 
or by the banks, and how much better it is done. 

I should also like him to tell us how much of the money that is earned at 
the present time by the central bank was earned by the treasury board, and in 
detail whether they get more or less than the treasury board got. 

In the same way, how much of the money earned now by the central bank 
was formerly earned by the banks, and the details of the work relating thereto. 

In the same way, for the work which is now done by the central bank 
that was not done formerly either by the treasury board or by the banks, what 
money is now earned that was earned by neither of those two organizations. 

I should also like Mr. Towers to tell us the cost of running the central 
bank, the number of employees, the amount of money paid in salaries in 
detail, and all the other expenses of running our central bank, so that we shall 
be in a position to answer some of the questions that are continually being 
asked throughout the country——A. I should like to give very careful thought 
to those questions, Dr. Donnelly, if I may, and prepare a reply for a subse- 
quent meeting. | 

Mr. Donnetty: Does anyone else want to ask any questions along that 
line? 

The Cuamrman: In that connection, Mr. Towers, I wonder if you would 
give us the number of branch banks in Canada before the central bank was 
formed and the latest number to date? : 


Hon. Mr. Stevens: Branch banks of commercial banks? 
The Cuairman: Yes, branches of commercial banks. 


By Mr. Tucker: ee 

€). Mr. Towers, there is one question in my mind which I could never 
justify. I could never understand why we gave the Bank of Canada the 
right to issue bank notes with the 25 per cent gold coverage, which meant 
that they could issue the notes and buy gold coverage, and why we gave gov- 
ernment bonds to the Bank of Canada to cover the currency that had been 
issued prior to the time the bank came into existence, It seemed to me that 
agreeing to give the Bank of Canada bonds bearing interest at 34 per cent— 
A. 3 per cent. 

. —was just agreeing to pay a definite subsidy to the Bank of Canada. 
My own idea is that in all statements rendered we should have a true picture 
of what the Bank of Canada is costing the people of Canada, and that the 
subsidy which was given to them, and on which they are earning now by virtue . 

[Mr. Graham Ford Towers.] 
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of those bonds ultimately being bought and then being able to invest in other 
bonds, should always be shown separately, because to me it is just a definite 
subsidy —A. You recall, of course, Mr. Tucker, that all the profits of the Bank 
of Canada go to the government? 
a Q. Yes, but I am not bringing that question up. What I am bringing up 
is that as a member I want to feel that I know what the Bank of Canada 1s 
really costing the people of Canada, and if we are giving them a secret sub- 
sidy, in the way I have mentioned, then it is not really giving the people a 
true picture to show part of that money as profits. I do not think, myself, 
‘it was sound to do that because it leads the banks to believe that they are 
making profits which they are not actually making and also leads them to 
make expenditures which they would not make if they did not feel that they 
had those profits to rely upon. I do not ask Mr. Towers for an answer to 
that question today, but I should like him to bear that in mind when he is 
preparing an answer to Dr. Donnelly’s question. I think that should be 
written right out of the balance sheet or shown separately, because I think 
the so-called profits really mean the turning back to us of a subsidy which we 
~ gave the Bank of Canada in the past. 
q Now, in regard to your last answer there is an assumption which I do not 
' think is warranted by the facts and circumstances in Canada to-day. You 
have suggested that if the government were to increase its debt, it might have 
a bad effect because it would mean a transfer of activity; that the money used 
for that purpose might have been used for other purposes. It seems to me that 
that is a terriffe assumption in the light of the present condition of our Cana- 
dian economy because if the government does not furnish those people with 
that purchasing power it will not gain a transfer of activity and the activity 
which might otherwise have taken place will not take place at all. In other 
words, lumber mills to-day are not working at anything like capacity. neither 
are clothing manufacturing establishments, farm implement manufacturing 
establishments, and so on. And when you increase your debt, as you have done 
in the past without increasing the carrving charge of that debt, you bring into 
operation activity increasing the national wealth of this country that otherwise 
would not come into existence at all. I do not see how ithat can possibly be 
denied. At the same time you assume in your answer that we have aiready got 
our economic machine functioning to full capacity. In that connection I should 
like to read a quotation by Mr. Meade from this Irish report. I wish you would 
add this to what I have said and answer it accordingly in your statement: 
So long as there is a large amount of unemployed labour and of idle 
capital, the total amount of money spent on goods should be increased. 
For, while increased expenditure on goods will cause some rise In prices, 
yet, so long as considerable unemployment exists, a small rise in price 
will make it profitable to produce on a much larger scale . . . In this 
resvect the foregoing proposals must be sharply distinguished from an 
attempt to finance an ordinary budget deficit by inflationary measures. 
For if a government finances a permanent budget deficit by printing 
more paper money, this must lead to progressive and inflationary rises 
in prices as soon as all factors of production are employed. But those 
other proposals cannot lead to a progressive inflation of prices . . . 
(They) are designed to maintain and increase money purchasing power 
as long as serious unemployment exists and as long as such action can 
cause output and employment to increase; and they will cause equally 
strong deflationary measures (1.€., when credits are replaced by taxation! 
as soon as the money demand for commodities becomes excessively great. 
What we are dealing with before this committee is not an ideal state where 
everybody is employed and all factories are operating, but the condition in 
which Canada finds itself to-day, and that is the basis upon which I ask the 
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question.—A. I think that the best thing for me to do is to consider very care-_ 
fully the implications of what you have just said and to reply at the next 
meeting. But I can point out here, of course, that in my answer to-day I said — 
that if the purpose of the borrowing is at least as productive as the alternative 
uses to which the moneys would have been put, and so on. If one assume that 
the alternative uses are nil— . 

Q. Which is the case—A. —and that in effect the money. would have been 
lying idle you open up exactly the subject to which you have. been referring. 

Q. And which is the case in Canada to-day?—-A. I would not say it is 
100 per cent the case. 

Q. Well, to a great extent?—A. There has been that tendency. There was 
a tendency which I think was recognized in an earlier memorandum. That is 
to be found in the report of the sixth meeting of the committee where I was 
speaking about the desirability or undesirability of government deficits under 
certain conditions. I think that contains a portion of the answer so far as we 
can give one. But I should also like to expand that in specific ways related to 
your question of a few minutes ago. 

(). I appreciate that, and I think that is probably the best way to make 
progress. What I wanted to bring out very definitely was that during the 
past ten years there has been an increase in the debt of Canada by approxi- 
mately one billion dollars—aA. In the direct debt, as I recall it, yes. 

@. And the cost of carrying it has actually been decreased instead of 
increased. So that these people who cry out against the increase in debt would 
have wanted the money that was spent in that increase in debt given to people 
whereby they would be able to buy things and keep our factories in motion. 
Apparently they would have wanted that money not spent, even though it did 
not cost the people of Canada a single nickle. That is the point I want you 
to bear in mind in answering my question. I should also like you to bear 
this in mind. It is admitted to-day in the present circumstances that unless 
the people of western Canada—coming back to that situation—have reason- 
able purchasing power during this time of transition and _ international 
emergency our factories in eastern Canada will be partly idle. Would it not 
be better to give those people the purchasing power whereby they could 
maintain their standard of living and their industry, not at the cost, of. any 
other industry or anybody else but rather to their benefit, because people who 
would otherwise be idle would be working producing things in the factories 
in the east? It seems to me that is a fundamental question which Canada 
has to face to-day. 


Mr. Lanprryou: Hear, hear. 
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By Mr. Tucker: 


Q. Does a nation increase in wealth by keeping its factories and men idle 
rather than putting them to work producing wealth? That is a fundamental 
matter which I think we have to face—<A. In other words you would like to 
’ know to what extent the situation can be cured by making grants, so to 
speak, either by borrowing the money or obtaining it in some other form? 


By Mr. Deachman: 


Q. Would it not be equally as good or of equal value if instead of adding 
to these expenditures we reduced taxation? For instance, if we got rid of the 
sales tax it would return purchasing power to the consumer sections of the 
country.—A. In this particular, of course, what Mr. Tucker wants to do is to 
channel a large amount of purchasing power to a specific area and a specific 
set of. people; more that than raising the purchasing power the way you 
mention all over the country. 


[Mr. Graham Ford Towers.] 
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 Q. Would it not be equally advantageous to increase purchasing power 
generally and diffuse it throughout the country thereby bringing about a 
measure of basic prosperity instead of directing it into certain channels?—A. 
So far as the country as a whole is concerned, I think that might be the case. 
But it still might be the case that there were distressed areas which increased 
purchasing power would not reach in full measure and which would therefore 
call for special action of a relief character. 

| Q. Of course, we have other sections like Nova Scotia.—A. Yes. 


' By Mr. Tucker: ) : 

Q. With all due deference to my honourable friend I should like you to 
deal in your answer with the fallacy in his assumption, that if this billion 
dollars that we spent in the last ten years had not been spent there would 
have been a corresponding reduction in taxation. I think that is a fundamental 


side of the picture. If there had been no central bank, no expansive monetary 
policy, and so forth, what would have happened in those circumstances? You 
“never know exactly what would happen. 

q Q. It should be quite easy to answer that question though, Mr. Towers, — 
because if that billion dollars had not been the increase in debt, my honourable 
friend’s assumption that there would have been $100,000,000 decrease in taxa- 
tion is not correct. Anyone who looks at our balance sheet can realize that 
that is simply impossible. So that the assumption which my honourable friend 
makes is simply not correct in the face of the facts—A. No, I think he went 
one step further and said if there had been such a decrease in taxes might not 
that have promoted a situation which would have made the debt increase 


_ unnecessary. 
Q. How could you decrease taxation during the last ten years— 


Mr. Lanperyovu: When you have your increased debt. 


~ 
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. By Mr. Tucker: 

d Q. —If you were not going to snerease the debt?—A. I think his thought 
was that if you decreased taxation and promoted a higher level of economic 
activity the necessity of government expenditure would be decreased and the 
amount of government revenue might actually be increased even on a lower 
level of taxation. Is that your thought? 


By Mr. Deachman: 
p Q. Briefly, my suggestion is this: Take a position in which we are prac- 
tically in balance, that is, the budget is balanced, and yet there is unemploy- 
‘ment in certain sections of the community; we have two alternatives, one 
to provide employment by the employment of money for productive purposes. 
Of course, I can hardly think of the employment of money by government in 
public works for productive purposes. But we have those two alternatives, 
one to face a budget deficit and increase the purchasing power of the com- 
munity by a lowering of taxes, or to expend money in the other way and add 
to the debt by the building of public works which are more or less unnecessary 
and which tend to increase the costs in the future-—A. That question, of course, 
is one which is fiercely debated in the United States today. There is one 
school of thought which says “Because of changing times, because of this, 
that, and the other thing, private initiative is gone; there is no private demand 
for savings to put into capital development, and so forth. So long as that 
persists we will have more unemployment, and it looks as if it will persist, 
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unfortunately. Therefore, the government must step in and borrow those 
savings and spend the money. The size of the government deficit should be 
more or less equal to the size of the savings”. There are others who say that 
policy has not worked. No one suggests it is a policy which can be con- 
tinued year after year, for ever and a day. Those who hold these views say 
that had you not done certain things, private spending would have taken 
place. Now where the answer is, whether on one side or the other, or some- 
where in between, I do not know. 

Mr. Lanpreryou: Mr. Chairman, I have a question I should like to ask 
but if I may have an opportunity later I will let Mr. Tucker conclude. I have 
taken a note of the question. 


By Mr. Tucker: 


Q. That brings up another point which I think is submitted by econo- 
mists and which formerly was not admitted. The idea used to be held that 
when deflation reached a certain level there would then be recovery. But is it 
not more or less recognized by economists today that when you bring your price 
level to a certain point, unless the government intervenes in some way to 
really set the machine in motion and stimulate activity it will pretty well. 
stay at that level? That has been the experience in Canada pretty well, is 
that not the case?—A. I think that, superimposed on the ordinary troubles of 
an economic cycle, you have had in these last ten years political events in 
Kurope which have quite changed the whole situation, impeding any natural 
-form of recovery. 

@. Therefore, if private capital is going to be so timid in the face of 
world events that it will not embark on activity to put the necessary purchas- 
ing power in the hands of the people, the government, as pointed out by the 
Minister of Finance; has absolutely no alternative but by borrowing and 
budget deficits to place in their hands the means to consume the things that 
our productive power would enable us to produce. Otherwise you have waste. 
As another great statesman in Canada has said, you have got water going 
over the dam. That is correct?—A. The principle is easy to state; the practice, 
of course, is much harder, because it is necessary to have the government 
deficit exactly attuned to the situation—that they should borrow money which 
would not otherwise have been used, but not go so far as to take money 
which otherwise would have been used for productive purposes. When do 
you reach that point? When do you go beyond it to an extent which means 
that you actually are borrowing and using for non-productive purposes money 
which left alone would have gone to strengthen the economy? That is a hard 
thing to find and answer for. 

Q. That was the attitude which Dr. Schacht took in explaining the German 
economic policy in his speech of November 29 last which I read you. You 
remember by reading that?—A. Yes. | 

Q. That until they had German employment at full capacity they figured 
they could use state created credit to do so; but once they had German employ- 
ment up to full capacity then any use of state credit would take activity from 
other activities to state subsidized activities and would necessarily mean infla- 
tion. That is correct?—A. Yes. Of course, there is the question which I said 
was so hard to find an answer for; that is, how far can you go without destroying 
private initiative and the private use of capital? That question is not quite so 
hard to answer in Germany where private initiative does not count for so much. 
The second part is that they obviously even in Germany come to a point where 
further expansion of activity along this line is a net loss, That is what Dr. 
Schacht felt. Obviously he was not able to convince his party people that it was 
the case and so he has disappeared and they are again starting off on a paper 
EAE similar to the one which they pursued in the early stages of their 
affairs. psig A 

(Mr. Graham Ford Towers.] 


’ — aT, ———-—S t(<“‘~ 


BANKING AND COMMERCE | 211 


By Mr. Landeryou: 
Q. Have they a nationalized system there?—-A. In effect, yes. Industries 
are in the hands of private individuals who do what they are told. So that there 
is a distinction without a difference. 


4 By Mr. Tucker: 
4 Q. On that point, Mr. Towers, you assume that there is some difference 
between an economic machine such as we have in Canada and an economic 
’ machine such as they have in, say, Germany.—A. That is the private initiative 
part, yes. 3 
| Q. Is it not true, though, that we must treat the economic machine in any 
- country from a national viewpoint as serving the national interests, subject to 
its not interfering unduly with the right of a man to own and benefit by what 
- he does own.—A. And make decisions in regard to what he should do? 

Q. I do not think that people in charge of big monopolistic industries in 
Canada should be permitted to make decisions which are inimical to the national 
state. 


Mr. LANDERYOU: Radio companies and the like. 


By Mr. Tucker: 


Q. In other words, I think that from the standpoint of employing our pro- 
ductive machinery—our unemployed—you should have the same viewpoint in 
regard to the production of wealth in our state to the greatest possible extent, as 
in any other state—A. I should not be expressing any opinions on matters which 


; of course are entirely questions for parliament to decide, I refer to, the form of 


government in our country, as to whether it should be communistic, socialistic, 
or what it is. Perhaps the only thing I could do would be to point out that it 
would be desirable to have it one thing or another. But falling between two 
stools is rather common practice nowadays. One has neither the advantage of 
a totalitarian organization nor the advantage of a democratic one; it is a half- 
way house which in the circumstances may be a pretty unfortunate dwelling 
place. 

Q. That is exactly what I am getting at; that by refusing to face the situa- 
tion frankly we are doing that very thing, we are sort of compromising and not 
realizing that a nation cannot be prosperous by keeping its factories idle and 
labour unemployed. And when you assume in your answer that it was going to 
be, by virtue of the government spending, a transfer— —A. Oh, but I did not 
say that, Mr. Tucker. 

Q. Well, I understood you to say that—A. I said in answer to that ques- 
tion “If the uses to which the government puts the money are at least as pro- 
ductive as the alternative uses to which it would have been put.” If you assume 
that those uses are none at all, then that fits in. 


Q. If you have the people down, as you have them in western Canada to-day 
—and you are familiar with the situation—below a reasonable subsistence level, 
and if you give them enough to bring them to the point where they can live and 
function, they are going to buy the things in almost complete measure that we 
make in Canada, that is, food products, machinery, clothes, etc.—A. In answer- 
ing your question should I assume that it relates to supply of purchasing power 
during what is supposed to be a temporary period of inactivity? 

Q. Under present circumstances——A. That you do not suggest a transfer 
of vocation, so to speak; that you assume that in due course there will be a 
demand for wheat in sufficient quantity? — 


| Q. Take the situation as it is in western Canada to-day. There seems to 
be an assumption that Canada as a whole is going to be poorer because you 
_ enable those people to buy the things they need which would put people to work 
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in eastern Canada who would otherwise be idle—A. Canada as a whole is going 
to be poorer so long as we cannot find a market for the products which are pro- — 
duced by a large number of people. | : 

Q. But is she going to be poorer by giving those people in the meantime a a 
chance to consume the things which are not being produced to-day but which — 
otherwise would be produced if there was a demand?—A. She has been doing ~ 
that, of course, during these last few years to an extent, has she not? : 

Q. And she is no poorer as a result of it—A. That, I would not like to say. — 

Q. Are we poorer as a result if we put people to work producing things — 
that otherwise would not be produced?—A. I do not know that we would have — 
been much better off assuming they were not able to sell their products. Are | 
we much poorer? 

Q. Are we poorer at all?—A. No. But some people have given up things 
in order that others might have them. 

Q. That is an assumption with which I should like to deal. You say, 
Mr. Towers, that some people have given up things. Who have given up 
anything? 

Mr. Lanprryou: To benefit the unemployed. 


By Mr. Tucker: : 

Q. Have you given those people the means of buying clothes, implements, 
and something to live on?—A. That is the question you put originally and 
which I would like to put down in as careful an answer as I can. 

(). Under present circumstances in Canada.—A. Yes. 

Q. You say that to raise the level of prices means a transfer of wealth or 
that it affects the relationship between different groups in Canada. What I 
wanted from you was a concrete indication as to whether that very thing is not 
desirable to-day in Canada?—A. I think a general increase in the level of 
prices is desirable, yes. ? 

Q. One of the real transfers that takes place is an improvement of the 
position of the debtor class as against the creditor class, is it not?—A. Yes. 

Q. That is very desirable to-day in Canada, is it not, at least to the level 
of 1926?—A. Particularly those who are, shall we say, almost entirely in the 
debtor class? 

@. No, I mean from the standpoint of our national economy?—A. I would 
not like to swear that the 1926 level was the perfect one, as matters stand, but 
I would say that a general increase in the level of prices above present figures 
is desirable. : 

Q. For example, it is admitted to-day that one of the reasons why the 
housing industry is not employing far more men is because of the excessive 
burden of taxation upon real property. That taxation arises out of the fact 
that the burden of debt on municipalities is so excessive?—A. Perhaps you are 
not thinking of an answer to that question. I think one has to go pretty care- 
fully in assuming that. I think that the Rowell commission is making a very 
careful study of that situation. It may have some views to express on it. 
Again, in some cases, it may not be the level of interest charges which weighs 
so heavily; there may be excessive administration costs. Who knows? 

Q. As a matter of fact, Mr. Towers, I looked into that a year ago and 
found in a great many of our cities it was taking roughly 50 per cent of their 
entire income to pay interest. And so the result is that these so-called rigid 
features of your economy would be rendered less difficult to carry if you got the 
wie ie prices back to where the level of prices was in 1926? Is that not correct? 
—A,. Yes. 

Q. Therefore any transfer of burden to that extent is very desirable to-day. 
—A. Yes. I have already said that I thought a somewhat higher price level is 
desirable, although I would not care to name a specific figure. A rise of a really 
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inflationary kind does involve in the process of stopping it some extremely 
nasty upsets and troubles of another kind. So that I do not suggest that if a 
rise of prices really gets under way in an inflationary sense any method of 
stopping it is satisfactory. | | 

- Q. If action were taken to eradually restore the level of prices to the level 
of, say, 1926, there is no thought in your mind that you could not keep that 
“movement under control, is there?—-A. It depends on what has caused the price 
increase. As I said, I think the non-monetary factors, so far as Canada 1s 

‘concerned, are extremely important. 

Q. I was wondering when you said that what non-monetary factors could 
possibly operate to raise the general level of prices in this country under present 
world conditions?—A. An increase in demand for goods of our major export 
industries and the rising prices resulting from the increased demand have their 
effect on the national income. Then the spending of the increased national 

income partly within Canada and the encouragement which that would give to 

capital development will soon bring a general increase all round, if a somewhat 

similar movement is going on in the rest of the world, which by definition it_ 
must be. 

Q. I am taking world conditions as they are; you have to emphasize world 

~ conditions as they are——A. If one assumes world conditions as they are and that 

- they remain as they are for the next ten years, I do not see any major way in 
which Canada can pull herself up by her own bootstraps. 

The CHAIRMAN: May I suggest we try to avoid repetition, otherwise we 

- lose our quorum. 
Mr. Tucker: I do not think we are having repetition here. 
The CHarrMaNn: The Chairman is of that opinion. 


; Mr. Tucker: I am sorry; I did not think there was any. I shall try to 
avoid that. I have tried as much as I can to avoid repetition. 


By Mr. Tucker: 

Q. What I want to get at is this—l do not want to press it too much, be- 
cause you may deal with it in your memorandum—what I want to get at is the 
fact that under present world conditions the only way in which you can raise 
prices, I submit to you, you can deal with it if you like in your memorandum, 
is by some form of monetary action? Now, I should like you in your memo- 
randum, following the suggestion of the chairman, to indicate what form that 
monetary action will take—A. I have tried to do that to-day and on an earlier 
occasion. I have two memoranda on that subject already. 

Q. I want to point out to you where I want further answers. To-day, the 
only way you can get money into existence, as I understand it, is through the 
chartered banks?—A. No. 

Q. I mean money within the definition that Dr. Clark gave. That is, the 
amount of money you put out must inevitably only be an infinitesimally small 
fraction of the total amount of money in the country?—A. It can be any fraction, 
or much larger than a fraction. 

Q. Well, within the limitation which you place upon yourself, that you are 
always afraid that if you increase the amount of money the banks are going 
to magnify on the basis of $10 for every $1 you give them, or $9, it does not 
matter ?—A. Yes. 

Q. Then you must inevitably realize that you have to operate through the 
chartered banks in increasing substantially the amount of money in the country, 
operating by an increase through deposits; that is true, 1s it not?—A. As I 
understand it, yes. | 

Q. And the difficulty, I believe you were pointing out in your memorandum 

was this: how are you going to increase the level of prices under these circum- 
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stances— —A. Oh, no. You can increase the level of deposits as we have done | 
very easily, but are you going to get the owners of the deposits to spend them? — 
That is the problem. : 

Q. How can you increase deposits if there are no willing borrowers, as — 
the banks say, unless your government is willing to buy or further to increase — 
its debt?—A. As I pointed out in earlier meetings, the increase in deposits can 
take place through the banks acquiring from their owners existing government 
securities. Increase in deposits under the circumstances you mention is not 
dependent upon the increase in government debt, although it is more likely, 
things being what they are, to take place during such a time; but it is not 
essential. 

Q. How are you going to force the banks to do that? What I am getting — 
at is this— —A. They have done it. 

Q. What I am getting at is this: how can you operate in a monetary way 
and increase the amount of money in the country in such a way as to raise 
the level of prices under present circumstances?—A. We have, of course, sub- 
stantially increased the amount of money in the country, say by $400- or $500- 
millions during the course of the last few years; but while a central bank can 
do things to cause an increase in the volume of money, has done so, and can 
do more, we cannot insure that the money will be spent, nor do we know what 
it will be spent on, because these things are still within the control of the 
Canadian people. 

Q. Yes; but what I am getting at is, have you any other way in the 
present set-up of increasing the amount of money substantially, to throw that 
money on the country so as to affect the general level of prices, except through 
the chartered banks either purchasing government securities or making loans? 
—A. No; but that can be done and is done. 

Q. And if the chartered banks do not see fit to do that and are content to 
sit on their present income, is there anything we can do under the present 
set-up?—A. Yes, you can keep on increasing their cash by one million, two 
millions, three millions, no limit. 


Q. If you do that are you not putting yourself in this position, if there 
should be a sudden change, they would then magnify their loans to the extent 
of ten millions and if there is a sudden restriction of credit, that would 
practically throw the whole machinery out of gear?—A. Generally, yes, but 
are we not going back to the 40, 50 or 100 per cent reserve proposition? 


Q. Yes, that is what I am getting at. To-day in order to put out enough 
money to affect the level of prices, you have to feed so much money into the 
system that you create a dangerous situation which you would not have 
to-day if you were closer to the 100 per cent. system. Is not that true?—A. 
What reason is there for believing that if that increase in the amount of 
deposits had been a billion instead of $500,000,000, the state of affairs would 
have been particularly better than it is. If the people do not find the possi- 
bilities of making use of the existing very large supplies of money, will you 
sensibly improve the situation by adding some to it? 

Q. In other words, that gets back to the point that if everybody saves and 
does not consume at all, your whole industrial machine would break down, 
would it not?—A. Well, of course, it would soon then be impossible for anyone 
to save at all and you arrive at perfection by double zero. 

Q. So that to say that the people as a whole should embark on the self 
virtue of saving is counselling them to do something that if they all followed 
would wreck the system; is not that true?—A. There can be such a thing as 
over-saving under certain conditions, yes. 3 

Q. And is not that one of the difficuties to-day, that people with enormous 
deposits in the banks are simply not using them?—A. The question then comes 
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to this, is it lack of opportunity or lack of initiative? If the former, what 
vauses the lack of opportunity and how can that be cured? 
 Q. Is not the lack of opportunity this: you have permitted the prices of 
your products to fall so low that you cannot purchase them and pay your 
overhead, which includes your debt charges and tax charges, which also pay 
| and make a profit? Is not that the reason?—A. Not necessarily 
jn the business sense. I mean to say in a good many cases other adjustments 
have taken place which bring down overhead and costs to match reduced prices. 
Q. It is pretty hard to bring down overhead; for example, the burden of 
taxes which also has to meet debt and interest charges, bond charges and so on, 
‘on factories— —A. It is not impossible to bring them down on factories, of 


course; witness the newsprint industry. 

‘ Q. Also freight rates and definite wage scales—A. Undoubtedly, the 
4 

} 


system as*it operates ‘n the modern world contains the number of rigidities 
you mention. That is why a violent change in the price level is even more 
depressing than it might have been fifty years ago when these other things, 
wage rates and so on, were more susceptible to change. 
: Q. Is it not true, then, that the reason why we have the so-called lack of 
opportunity is that the price level is too low relatively to other items, and that 
if you actually could raise the level of prices stimulating industrial activity 
~ enormously— —A. I would say that so far as the internal structure is concerned, 
_ there may be some handicaps—I cannot point to them—there may be still some 
- handicaps in relation to the level of prices, between the relationship of prices 
- and fixed costs. The major trouble—I am sorry to keep harping back to it, 
but I cannot get away from ‘t_—is lack of trade around the world, and to raise 
prices within Canada by internal monetary action is a very difficult matter 
4 indeed. That mainly depends on non-monetary factors, unless one goes at it 
deliberately in a way which will cause a flight from currency. You can get 
an increase in prices by monetary action, yes, but perhaps only by a form of 
~ monetary action which will inspire fright. 

Q. I should like you in your argument to deal with the feasibility of raising 
the level of prices by depreciating, as they tried to do-in the United States, 
the value of the dollar; that, is, instead of increasing the amount of money 
sn circulation, try to raise the price level by simply taking some step which 
says the dollar will be worth tomorrow 75 cents, so that you simply increase 
the price level over the whole country—A. You mean by exchange deprecia- 
tion. 

Q. No.—A. That is the only way it happens. 

Q. Well, in the United States they have an idea, as | understand it—A. 
That is exploded. They had the idea; they have not got it now. 

Q. I had my own impression of the idea that you could actually operate 

directly on the value of the monetary unit without considering its relation- 
ship to the rest of the economy of the country. I figured that was exploded ; 
you agree with that?—A. I do, yes. 
Q. So that the only way that you can actually decrease the value of the 
monetary unit is by practically increasing the supply of it, providing at the 
same time you do not decrease the velocity of circulation?——A. And provided 
that the increased supply is used. 

Q. That is what I mean.—A. Provided you do not decrease the velocity of 
circulation. Then, there is that other question of exchange depreciation, but I 
do not think I can add anything to what I have said in at least two, perhaps 
three or four, memoranda already. 

Q. Well, I just want to clear it up to make sure I understand it. There 
‘s one other thing I should like to deal with this morning. I mentioned the 
situation which we have in Canada and which I should like you to deal with 
in your memorandum, if you will. We have great mineral resources, for 
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example, in the pre-cambrian shield in Canada, and as I understand the situa-. 
tion today there are a number of resources there, but private investors for one 
reason or another are unwilling to risk their money in developing these 
resources within Canada in anything like the volume that would develop them ‘ 
reasonably fast. For example, I noticed just a few months ago, that north of © 
Prince Albert some people have a very rich claim, and they could not get 
capital interested in this country because of various reasons, which I will not 
go into. They went down to the States and had to make some sort of a deal 
with a United States syndicate whereby they would have the lion’s share of 
the value of any development: practically, in effect, turning over our resources 
to foreign capital. I suggested a policy whereby there might be a board of 
bank commissioners set up to investigate applications to develop our natural 
resources—reasonably big projects—whereby the bank might be ordered to 
join in the advancing of capital to develop some enterprises that were deemed 
wise to develop from the national standpoint and guaranteed against. loss, 
and thereby we would use our powers to expand our capital instead of having 
to sell our whole birthright to get foreign capital in here which we do not 
need except to the extent you mentioned this morning, to purchase abroad. 
—A. Yes; of course, that question really resolves itself into this: there is 
ample money available in Canada for the development of the types of resources 
you mention. What you are visualizing is a situation whereby because of 
some timorousness on the part of those who are interested in mining or who 
could furnish the funds, because of their too timorous appraisal of the pos- 
sible returns, you have to go outside the country to find someone more daring; 
therefore you suggest in these circumstances the government, not being as 
timorous as those Canadian citizens, should supply the necessary funds or a 
guarantee which would enable those funds to be obtained. Well, I do not 
want to try to sidestep any possible question, Mr. Tucker, but I believe that 
is one that should be addressed to Mr. Crerar or Mr. Dunning. 

Q. I see. Following that up— 

The Cuairman: Mr. Tucker, it is a quarter to one and there are several 
questions that other members would like to ask, and Mr. Honeywell has returned. 
Can you conclude as soon as possible? 

Mr. Tucker: I shall just ask this one question to conclude, and then Mr. 
Deachman wants to ask a question. 


By Mr. Tucker: 


_Q. The banks really under the present set-up are not supposed to use 
their power to create credit to loan on long-term enterprises, are they?—A. No. 
Q. Don’t you. think it is time we gave very serious consideration towards 
developing Some system to use our power to create credit to develop long-term 
enterprises in Canada? I mentioned that the other day but you did not deal 
with it in your memorandum; I wish you would—A. I think T can answer that — 
right now by saying that investors have ample funds to provide for things of 
that kind. If the investors think that the risk is not worth it, that the prospects 
are not sufficiently good, then I can hardly recommend that the banking system 
should take on those risks which investors thought were too bad. 

@. No; we set up a banking system to operate on short-term credits.—A. 
And the investors deal with the long-term ones. 

Q. Yes. Don’t you think that just as the banking system has dealt with 
short-term credit that private investors did not see fit to go into, we might get 
Into an era now where we have to have probably a further revision of the 
_ banking system or a separate system to deal with long-term credits that private 
Investors do not see fit to go into?—A. I do not think the banks deal with short- 
_term credits that private people do not want to deal with. The banks have a 
system for dealing with short-term credits. Then, there is the investment 
[Mr. Graham Ford Towers. ] 
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banking system which is an organization that has been acting as a channel that 

communicates between the person requiring long-term funds and the investor. 

That is a pretty highly organized system in Canada. As you know, they have 

received funds from investors on an enormous scale in the past. | 

; Q. If the investor does not feel the proposition is good enough to invest in, 

- that enterprise is not gone ahead with?—A. Then there is the question as to 
whether some one should take on that risk which the private investor did not 
think was good enough. 

The Cuarrman: Mr. Hill has a question he would like to ask. 


By Mr. Hill: 
Q. The question is on exchange between the United States and Canada. I 

_ should like to know why it was that when our money was at par with United 

_ States money the banks charged—if you wished to buy American funds—you 

’ & of 1 per cent, and if you wished to sell, they would give you @ profit of 

' tof 1 per cent? As soon as the money went down so that our funds sold at 

| 4,4 to of 1 per cent discount, if you wished to buy they charged you { of 1 per 

- cent and if you wished to sell you only got 4 of 1 per cent.—A. On the basis that 

you mentioned there, was the spread 1 per cent or 4 per cent? 

Q. Half of 1 per cent spread. They charged 4 of 1 per cent in one case 
and in the other it was over +.—A. So the spread was probably between the two 

- extremes. 

. Q. Yes—A. I do not think that I can say anything very useful here in 

- regard to that question. It is a question as to whether the spread is too large, 

and one would really need to establish that spread more accurately. I am 

_ not suggesting that the situation which you mentioned did not occur, but I 

_ would hardly think it was the general practice. 

j ‘Q. It seemed to be the case. I have had dealings practically every other 
day for the last two months. I find if I call up and ask to sell funds they would 
vive me a certain premium; if I want to buy the spread is much wider than 

it should be. Why would it not be better for our banks to maintain our 
exchange at par or else let it drop— 

Mr. Tucker: They were making too much. 


ee ae 


By Mr. Hull: 

Q. —let it drop so the country would get some benefit. That could be 
done by issue of currency?—A. The banks do not influence the level of ex- 
change one way or another, because they match their transactions. Coming 
back to that. question of spread, the only thing I can say there would be that 
if you get further details which would permit investigating that particular 
case— 

Q. But you might set a fixed spread?—A. That might be possible, but in 
any event the first thing would be investigation as to why any particularly 
large spread occurred. | 

Q. I will get you some information— A. All right. 


By Mr. Deachman: 

Q. I have one or two questions I want to ask Mr. Towers in regard to 
private investors. The reason the private investor hesitates today is that he 
fears he will lose his money; is that it?—A. Yes. 

. Q. If the government is willing to take on the function of investing under 

 eonditions like that, the government is either willing to accept the loss for 
which the people will pay, or it is matching its judgment against the private 
investor and assuming it has better judgment than the private investor?— 
A. Exactly. ’ 
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Q. Now, if the government is to make these investments it therefore be-— 
comes very important what type of investment they have to make—aA. Yes. 

Q. And if you are going to do that it would take an advisory board more — 
highly qualified to assist them than would be open to any private corporation. — 
—A. Yes. 

Q. Therefore it is extremely difficult?—A. Yes. 

Q. Now, I want to go back to this question of exchange. Suppose our 
currency had followed the pound and that when we started the price of wheat 
was 60 cents. Assume that the depreciation in our currency is very large— 
and I am exaggerating here soley for the purpose of emphasis—and our wheat 
then went to 90 cents, and because of that depreciation in our dollar which is 
not inconceivable, then would it not follow that the Britisher at first would 
naturally buy his wheat in Canada, as he could buy it with fewer pounds? 
—A. Assuming that other countries had not speedily followed us. 

Q. Yes; that is exactly what I am coming to. But if other countries are 
going to follow us either by lowering the price of their products or by further 
depreciation of the currency, are not we therefore tending to deflate our 
prices rather than inflate them?—Our prices do not reflect the full amount of 
the depreciation. The net result is that the consumer in Europe or the buyer 
in Kurope would have got his wheat even more cheaply than he did. 

Q. Yes. Well, now, at the same time that we raised our prices from 60 
cents to 90 cents in terms of Canadian dollars, would there therefore not be a 
tendency to increase the production of Canadian wheat because of higher 
prices?—A. I assume so, yes, if it could have been. 

Q. So that therefore you are putting in now a non-monetary factor which 
begins to work upon a monetary factor and therefore curtailing the so-called 
advantage which comes from our monetary action?—A. Yes. 

Q. Now, as we lower the value of the Canadian dollar we are making it 
increasingly difficult to import goods?—A. Yes. 

__Q. We are adding to the difficulties of the manufacturer by making it more 
costly to buy his raw materials—A. Yes. . 

Q. Would there not therefore follow an increase in the price of manu- 
factured goods—there must follow an increase in the price of manufactured 
goods—which would deprive the farmer of his advantage?—A. Yes, that is 
true, except in what advantage he ultimately retains in relation to debt. 

@. Then, as far as labour is concerned, it would cut the wages of labour 
because of the increased cost of living?—A. The main so-called benefit, of 
course, is very largely dependent’ on the cost of labour lagging behind the 
increase in prices. In other words, labour is expected to pay the major portion 
of the shot; it is a concealed reduction in wages. . 
| Q. A forced levy on wages?—A. Yes. 

Q. Well, then, taking our history in Canada and in the United States, 
would this not follow: the increased difficulty in regard to standards of living 
so far as labour is concerned, would be followed by strikes for increased 
wages?—A. When the thing has happened on any material scale that has 
always been the experience, yes. 

(. Having deprived the farmer of his gain we then have a higher standard 
of labour which is again an increasing rigidity?—A. Yes, it is an increased 
rigidity providing the price level does not then remain steady. 

Q. Now, would I be right in saying this: in a certain sense a declining 
dollar might be an advantage, but a declined dollar would not’ be?—A. Will 
you repeat that, Mr. Deachman? 

Q. Would I be right in putting it this way: the declining value of the 
Canadian dollar would be an advantage; that is; it would be an advantage 
until the other forces caught up with it and equalized the differences; but a 
declined dollar, one that had come to a permanently low level, would not be 
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of material advantage?—A. After those various changes had taken place you 
would find a situation which was not one which was an advantage to the 
country as a whole, although during the process some people might have got 
‘some advantage, but at the expense of others. 


By Mr. Tucker: 
Q. Except in debt?—A. Well, that gain they had at the expense of others; 
in certain circumstance justifiably so. 
Q. I would question that. 


The CuarrMan: Order. 


By Mr. Tucker: 
— Q. My question was, you take back from the creditor what he had unjustly 
_ gained by the previous depreciation?—A. Of course, the creditor had nothing 
] to do with the change; he is an innocent factor. 
r Q. He had done nothing to earn i, 


i By Mr. Deachman: | 
, Q. Just one other question in regard to that. Is it not true that we 
_ pay our debts by the margin of difference between costs and selling price?—A. 
Certainly, so far as the individual is conerned that is true. 

Q. If our costs went up as much as the selling price the gain from the 
be offset by the corresponding increase in costs—A. Yes, 
d costs both go up by the same percentage. If one has 
hat lower than prices or than the gross income, 
profit will be 


increased price would 
- of course, if prices an 
hoped that costs were somew 
: if they both go up by the same percentage, that net remaining 
slightly larger. 
vi Q. I think you stated the other day, if I recall it correctly, that, so far as 
- Canada was conerned in the struggle for the adjustment of price levels, monetary 
action had gone as far as it could possibly go?—A. Had in the past gone as far 

as it could possibly go. Where it might go under conditions as they may be in 
4 the future, I would not care to say. 
“4 Q. It is of the past, of course, that I am speaking.—A. Yes. 

Q. Take the price level of farm products in 1926 at 100. At the bottom of 

the depression the figure stood at $48?—A. Yes. 
_ The price level of farm products is now back to 649A. May I find 


the table that we put in? 
Q. These are rough approximations.—A. Yes. In the table which appears 


: 
‘ 
: in the minutes of the third meeting of the committee I see these figures you 
mention. 
Q. So far as monetary action is concerned up to date the gain has only been 
4 from 48 to 64, if you assume that all the gain between 1933 and 1938 is due to 
2 monetary action?—A. The figure I have here for 1938 is 74. 
; Q. I am dealing with farm prices only.—A. I have only farm prices. Since 
B® the end of 1938 possibly there is a further decline, is there? 
Q. The present price level is approximately 64.—A. I see. 
Q. So that the gain has been a matter of only 16 points—A. Yes. 
: Q. Therefore, as far as monetary action is concerned it has been limited 
to that extent, and if we are to return to the 1926 price level it must be from 
non-monetary action or from monetary action under altered conditions?—A. Yes. 
Q. As far as the struggle is concerned in the future it is largely a matter 
of non-monetary action?—A. Yes. Of course, as T need hardly point out, mone- 
tary action even although it may affect the general level of prices does not 
necessarily affect the price level of certain specific groups within the whole. 
Q. That was my next question, and you have answered it in advance. 
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The CHamrMAn: Gentlemen, it is 1 o’clock. Do you wish to meet at the 
call of the chair? 

Mr. Lanperyovu: I should like to make a statement, Mr. Chairman. Mr. 
Dunning on the floor of the house suggested that we could ask, in the Banking ; 
and Commerce committee when we had Mr. Towers and other: witnesses before ! 
us, a number of questions we intended asking him. I may say frankly that the — 
group I represent have been unable to ask the questions that they desired to | 
ask and we wondered whether or not we could hold meetings regularly until such 
time as we had morning sessions, otherwise we would be compelled to discuss — 
_ the question more fully on the budget and other bills coming before the house. © 
We thought the matter could be expedited by giving us an opportunity as a | 
group to put the questions we had in mind. If we can have regular meetings — 
and the assurance that we will have an opportunity to ask the questions we have ~ 
in mind it would expedite the work in the house. | 

Mr. Tucker: I strongly uphold what Mr. Landeryou has said because I © 
think this is the proper place to thresh these things out. That was my attitude — 
right from the start, that we should have enough meetings that everybody who 
wanted to ask questions would have a chance to ask them in this committee. I 
strongly uphold Mr. Landeryou’s request to have enough meetings to enable 
them to present their case, and I would urge the members of other parties to © 
provide the necessary quorum so that they can thresh it out here. I think it is 
very important that that should be done. 


The Cuatrman: Agreed. We shall meet again at the call of the chair. 


(At 1.05 p.m. the committee adjourned to meet again at the call of the 
chair.) ! 
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MINUTES OF PROCEEDINGS 
Turspay, May 2, 1939. 


The Standing Committee on Banking and Commerce met at 11 o’clock a.m., 


_ the Chairman, Mr. Moore, presiding. 


™! 
‘ 


Members present: Messrs. Cleaver, Coldwell, Deachman, Donnelly, Dubuc, 
Fontaine, Hill, Howard, Jaques, Lacroix (Beauce), Landeryou, Leduc, Mac- 
donald (Brantford City), McGeer, Mayhew, Moore, Plaxton, Ross (Middlesex 
East), Ross (St. Paul’s), Stevens, Taylor (Nanaimo), Tucker, Ward, Woods- 


worth. 


In attendance: Mr. Graham Ford Towers, Governor of the Bank of Canada. 


After considering a private bill, the Committee resumed its consideration 
of the Report of the Bank of Canada. 


Mr. Towers submitted answers to questions asked by Mr. Tucker at the 
previous sitting. 


With respect to questions asked at the same sitting by Mr. Donnelly, Mr. 
Towers stated that answers would be available in a few days. In this regard, 
Mr. Towers directed the attention of the Committee to his oath of office. 


Examination of Mr. Towers was then continued. 


At 1.10 p.m., the Committee adjourned until Wednesday, May 3, at 11 


o’clock a.m. 
R. ARSENAULT, 
Clerk of the Committee. 
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MINUTES OF EVIDENCE 


House or Commons, Room 277, 
a _ May 2, 1939. 


The Standing Committee on Banking and Commerce met at 11 am. The 
chairman, Mr. W. H. Moore, presided. 


In attendance: Mr. Grauam Forp Towers, Governor of the Bank of Canada. 


The CuarrMan: Gentlemen, Mr. Graham Towers 1s with us again this 
morning, and Mr. Landeryou has the floor. 

Mr. Lanpervovu: Thank you Mr. Chairman, I have a question or two I 
should like to direct to Mr. Towers. 

Mr. Towers: Mr. Chairman, there were two questions carried forward 
from last meeting which I would like to deal with. As a matter of fact, the first 
question asked by Mr. Tucker would not take more than five minutes to answer. 

The CuHairMaNn: I think you might put them on the record and wait until 
Mr. Tucker comes. 

Mr. Lanperyou: I should like to have them read. 

The CHAIRMAN: Very well, but I want it understood that Mr. Landeryou 
has the floor. | 

Mr. Towers: At the last meeting of the committee Mr. Tucker raised 
certain questions which I might describe very broadly as relating to the problem 
of unemployed factors of production. 

May I say I thoroughly agree with the thought expressed by Mr. Tucker 
that to the extent we have unemployed labour and productive equipment in 
this country, a potential means of bettering our economic status is being foregone. 

With reference to a solution of this problem and whether such a loss is 
inevitable under existing conditions, I remarked during the meeting on April 21 
that “I would be the last to deny that there are possibilities in Canada, even 
with the handicaps which we have as compared with a country such as Germany 
from certain points of view. But I did try to indicate in my memorandum 
to-day what I thought were some of the limiting factors. which are found in 
Canada.” 

Before proceeding to a discussion on this subject I believe it is essential to 
agree that a decline in export income due to poor crops or reduced foreign 
demands, means a loss to the country as a whole which can only—if at all—be 
offset by building up domestic industries to supply goods or services which were 
formerly imported and which cannot be imported when our purchasing power in 
other countries declines. No other course of action—monetary or non-monetary 
ean offset that loss to the country as a whole. 

Building up industries to satisfy wants hitherto satisfied by imports, is an 
expensive solution—one which is only justified if the decline in exports is 
considered to be of more than temporary duration. 

Therefore, it follows that in the case of a temporary fall in export trade— 
and on the basis of Mr. Tucker’s earlier remarks I believe he is thinking of a 
temporary situation—there is no feasible way in which we can hope to prevent 
a loss to the country as a whole. In fairness to Mr. Tucker I do not think he 
suggests that under these conditions a loss can be avoided, but feels that 
unemployment in our domestic sndustries constitutes an unnecessary ‘‘ doubling- 
up ” of the necessary ill effect of a decline in exports, which could be avoided by 
maintaining the money income of exporters. 
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However, if it were possible by Mr. Tucker’s proposal, to have full activity 
in domestic industries in the face of a decline in exports, there would be the | 
implication that no one was adversely affected by the decline in exports. If — 
the plan were feasible, exporters would be able to buy as much as if exports 
were normal and other industries would be operating’ at full employment to 
satisfy domestic demands. 

I have already pointed out that it is impossible for the economy to function 
in this “normal” manner at a time when export income is depressed. ‘“ Normal ” 
functioning of the economy would be in the ordinary course of things, produce 
a “normal” volume of imports for Canadian industries and consumers—a 
volume of imports which could not be paid for when export income was not 
“normal.” I have dealt rather fully in previous memoranda with the implica-. — 
tions of that situation. | a 

Maintenance of activity in domestic industries would, therefore, have to be 
confined to those industries which do not depend upon imported materials. This 
limitation would automatically eliminate most of our major industries. : 

There would have to be restrictions placed upon the type of goods or services . 
which the additional purchasing power in export industries might be used to — 
buy. Otherwise a very large part of such buying would be of imported goods 
or goods made from imported materials. . | 

I realize that one can point to a number of specific instances where 
Canadian consumers would use a larger amount of a purely Canadian com- 
modity if they could afford it. However, I believe that such examples are 
deceptively simple. They do not take into consideration that additional pur- 
chasing power created to make possible such a transaction is not cancelled 
at the completion but remains in existence and ultimately—other things being 
equal—will chiefly result in an increased demand for imports and goods made 
from imported materials which would produce the situation to which I referred 
a moment ago, 

In so far as the great majority of cases are concerned I would say that 
the depressed state of domestic industries is an unfortunate but inevitable 
result of low export income which forces us to curtail our demand for foreign 
goods, and is not an unnecessary “doubling-up” of the effects of the decline in 
exports. 

If Canada were a relatively self-contained country such as the United 
States or Germany, there would be good grounds to suspect that our misfortunes 
were the result of ineffective domestic policy and certainly there would be much 
more scope to improve the situation by internal action. I believe there is a 
tendency to try to apply to the Canadian problem methods which have achieved 
& measure of success in other countries but which are of very limited usefulness 
under Canadian conditions. 

As to the limitations and implications which various proposed methods 
would have in Caanda, I do not think I can add anything to what I have just 
said and to what I have submitted in the various memoranda which have 
been placed on the record at previous meetings. 

If action to stimulate domestic industries were confined to the quite limited 
field in which I have tried to indicate that such a policy would be practical 
in Canada, some of the proposals which have been made would be found 
unsuited for that purpose. Monetary expansion, for example, tends to affect 
the whole economy and if adopted only for a particular purpose of this kind 
it would require almost infinite accompanying regulation to confine the results 
in the desired section of the economy. 


Mr. Chairman, there were also questions asked on the occasion of the last 
meeting by Mr. Donnelly, supplemented in one particular by Mr. Tucker. 
We are preparing the material, but I am sorry to say it is not available to-day. 
I expect it will be available in the course of the next two or three days— 
by Friday at the latest, in any event. These questions involve, amongst other 
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things, the provision of a good many figures in regard to the Bank—figures 
which have not been published and which the statute and by-laws of the Bank 
do not provide for publishing. All of these figures will be available in the next 
few days, but before 1 come before the committee to give those figures I 
think I should direct the attention of the committee-to section 16 of the Bani 

of Canada Act, which requires me to take an oath of secrecy in these terms:— 


do solmenly swear that I will faithfully, truly and 


to the best of my judgment, skill and ability, execute and perform the 
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duties required of me aS @ ..--.- eee of the Bank of Canada and 
which properly relate to any office or position in the said bank held 
by me. 


T further solemnly swear that I will not communicate or allow to 
be communicated to any person not legally entitled thereto any informa- 
tion relating to the affairs’ of the bank, nor will I allow any such person 
to inspect or have access to any books or documents belonging to or in 
the possession of the bank and relating to the business of the bank. 


Mr. Chairman, I will, proceed with the answers to the questions which 
were put to me last Friday on the assumption that, having knowledge of the 
oath which the statute obliged me to take, the committee still wishes me to 


supply the information. 


By Mr. Landeryou: 

Q. Mr. Towers, you will agree with me no doubt that money need have no 
intrinsic value?—A. That it need have no value as a commodity apart from - 
its uses as money? Yes. 

Q. And that no matter what it is made of as long as it is acceptable by 
the people it will function as a sound money?—A. It may be acceptable by the 
people because of its legal tender status even although it has gone beyond 
the bounds of sound money—they may be forced to accept it. 
sf Q. They may be forced to accept it; but nevertheless it is sound money as 
long as it is acceptable by the people. That is what gives it the acceptance or 
confidence that the people have in it?—A. Not necessarily, because being legal 
tender it can be forced on the people. Whether it is sound money or not I should 
say would depend on its purchasing power in relation to commodities, relating 
that purchasing power to the average over a considerable period of-years. 

Q. Ninety-five per cent of all our volume of business is being done with 
what we call exchange of bank deposits—that is simply book-keeping entries 
in banks against which people write cheques?—A. I think that is a fair 
statement. 

Q. Now, what really does give value to money if it is not the gold behind it, 
or if it is not the silver behind it or any intrinsic value in the commodity such 
as that—what really gives value to money?—A. It is the quantity of the money 
and its rate of turn-over compared with the need for money. 

Q. Then the demand for money and the quantity of money really determine 
the value of your medium of exchange?—A. With that consideration of turn- 
over brought in as well. 

Q. With the velocity of circulation considered?—A. Yes. 

Q. If the velocity be great you would not have to have such a large quantity 
of money?—A. That is right. 

Q. Does the volume of money have any effect upon the prices of commodi- 
ties in the country?—A. The volume of money and the turn-over, yes. 

Q. If there is a large amount of money, would it not have a tendency to 
keep down the velocity of circulation?—A. That is sometimes seen, yes. 

Q. For instance, take our bank deposits: our bank deposits are somewhere 
in the neighbourhood of two billion, five hundred million, are they not?—A. Yes. 
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Q. What portion of those bank deposits do you imagine are being turned 
over? What portion does the velocity of circulation affect? Some of it is idle 
and some of it is not. But, in the United States they claim fifty-five billion on 
deposit and only some eleven billion dollars used to transfer goods and services _ 
in the United States?—A. I do not see how they can arrive at those figures. It — 
would be rather difficult to arrive at them in Canada, but I could give figures ‘ 
of total turn-over. . 


Hon. Mr. Stevens: I suggest that Mr. Towers keep his seat. 
The CuarrMan: Yes, you do not need to rise every time, Mr. Towers. 


By Mr. Landeryou: 


Q. There is a possibility in addition to the fact that the bulk of bank 
deposits in Canada are in the hands of a very few—there are very nearly four 
million depositors with an average of $117 in the bank, I believe that was in 
1934-35, and to-day there is a small increase in the holdings of that large group 
of bank depositors—but the bulk of the deposits are in the hands of the few. 
Now, would you suggest that the same velocity exists among the few depositors 
who hold that large sum or is the velocity of circulation greater among the 
masses?—A. I could not prove it, but I would be inclined to say that the 
velocity in the larger accounts is lower. | 
: Q. Now, if there was a substantial reduction in the amount of money 

available in the hands of the people, if there was a substantial withdrawal of 
large sums of money as there was during the depression years in Canada and in 
the United States, would there be a tendency, would it have a tendency to 
lower prices?—A. It might or it might not. 

Q. It did have that effect. I will refer toa statement made by a professor 
of economics in the Nanking university. Delivering an address to the world 
conference on agriculture at St. Andrews, Scotland, he declared that China 
was sometimes in the position of a guinea-pig, that when silver was cheap or 
money was cheap—they are on the silver standard in China—the prices were ° 
relatively high, and the Chinese often were considering ways and means of 
preventing the importation of goods from countries like the United States where 
they were able through mass production to produce goods cheaper than in 
China. Then he said that silver went up in the world markets in proportion 
and money became scarce and then because of its depression prices fell. Is that 
not true to a large extent?—A. In the extreme case such as that in China 
undoubtedly it is true. 

Q. Now, do you think that the withdrawal of somewhere in the neighbour- 
hood of between $700,000,000 and $900,000,000 in commercial loans in the years 
between 1930 and 1933—did that have any effect upon the prices in Canada?— 
A. May TI look at those figures a moment? The decrease in public current loans 
_ between December, 1929, and June, 1934, was about $540,000,000. I would 
_ say that to the extent that that decrease was caused by lower world prices for 
_ our exports and the liquidation of stocks, that the monetary factor was not the 
_main one responsible for the fall in prices. To the extent that there was cur- 
_tailment of bank loans dictated mainly by considerations of strengthening the 
_ banks’ positions, because of insufficient cash; to the extent there was any 
_ unnecessary liquidation of bank loans I agree that would be a monetary factor 
working on the price level. 

Q. The banks called in substantial sums of money in practically every 
country of the world—I do not know what happened in China or Russia, to the 
silver value in China—but in many countries at the same time there was an 
expansive reduction in the amount of money in the hands of the people.—A. 
That is the old question as to whether falling prices which destroy the value 
of collateral cause a reduction in bank loans or whether the calling of bank 
loans causes reduction in prices. I think it is true to say that all over the 

[Mr. Graham Ford Towers.] 
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world, or in most places in the world, there had been a tremendous expansion of | 
credit in the years preceding 1929. Certainly that was true in North America. | 
And a structure had been built up which collapsed as soon as the volume of 
lending dropped. And speaking of the volume of lending, the volume was 
not all in the form of lending by banks; issues of bonds or equities were much 
“more important than bank loans; and as soon as that stopped the whole 
structure collapsed. 
Q. You are not quite certain in your own mind whether it was the with-| 
drawal of tremendous sums that had been loaned or the reduction of commercial | 
loans or some non-monetary factor?—A. I say that the most important factor | 
in that situation was this: the amount of bond issues which were being brought 
out at that time was enormous—I am speaking now particularly of the United 
States and it also applies to a certain extent in Canada. The amount of stock 
issues was also very large, and those were being quite largely absorbed by 
investors, although the great increase in call loans also had a bearing on the 
possibility of bringing out new issues of that size. The action of investors and | 
avery rapid turn-over of the amount of money in existence built up a situation 
_ of apparent prosperity which went so far that it could not possibly continue, — 
_ because in many directions it was unsound. When that was realized, the | 
_ velocity of the money in existence suffered an extremely sharp fall, and because | 
of the declining prices which then commenced, bank loans in many cases became 
impaired and a collection of bank loans on a large scale took place. Now, the | 
trouble there rests mainly with the events of 1927-1929. Once those events took | 
place, the remainder of the trouble was almost impossible to avoid. Now, were — 
those events of 1927-29 an instance of over-optimism on the part of investors; | 
where shall one place the responsibility? Once you arrived at 1929 the subse- | 
quent developments were almost inevitable for a period of time. | 
Q. The result of the depression was a withdrawal—the banks became 
frightened and they withdrew a lot of money, whether wisely or not is a question ; 
but the facts are that they did withdraw large sums of money?—A. Or were 
repaid voluntarily by borrowers. 
q Q. Yes, or were repaid voluntarily by borrowers. There is no question 
but what the total amount of money in the hands of the people was reduced, is 
there?—A. Yes. 
: Q. And are there any statistics to show year by year the amount in Canada 
~—the amount of decline in the volume of money and the number of unemployed 
in the corresponding years? In the United States we have these statistics, and 
they impressed me when I read them. This is a book I have been reading 
recently called “ An Exposition of the Principles of Modern Monetary Science 
in Relation to the National Economy and the Banking System of the United 
States” by Robert L. Owen, former chairman of the committee on banking 
and currency in the United States; and he claims that unemployment is the 
result of monetary policy-—A. Then they ought not to have any unemployment 
- now. 

Q. I do not necessarily agree with him as to once it has happened, 
getting them all back to work, because we are making technical progress 
all the time; industry is being mechanized to a greater extent, and we are 
- using solar energy in place of human energy and machine power in place 
' of man power; but it is rather startling to read these suggestions showing 

an increase in unemployment as the volume of money declines. For instance, 
I will just take two years. In 1929 the price level was 95:2; the amount 
of cheque money in the hands of the people was $1,300,000,000; unemploy- 
~ ment was 469,000. But when we go down to 1933, which was in the depth 
of the depression, the price level had fallen to 65 per cent, the cheque money 
to $480,000,000 and unemployment to 12,773,000. It would seem_ that 
unemployment rises and prices fall as the volume of money in the hands 
of the people decreases. In Canada we claim through the central bank to 


‘have control of the issue of money and credit, to use the words of the 
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Minister of Finance, day by day, week by week and month by month. Is_ 
there anything in the present set up of our banking system in Canada that 
would prevent the commercial banks from withdrawing. loans as they did 
in the years 1929 to 1934?—A. To the extent that that reduction in loans ~ 


in the 1929-1934 period arose from factors beyond the banks’ control and q 


was in effect a voluntary reduction by borrowers because of the liquidation — 
of stocks or because of the fact that at the lower price level they needed — 


‘Jess to finance their business, I would expect exactly the same thing to © 
happen in the future in similar circumstances. To the extent that it repre- © 
_ sented reduction of bank loans because the banks were getting somewhat — 
' short of cash—how much that was I do not know; I do not think it was of © 


major importance—to the extent that that caused reduction in bank loans, ~ 
that need not happen again. ! : 

Q. That need not happen again; but there still is the possibility of a ‘ 
substantial reduction in the amount of purchasing power or the amount — 
of money in the hands of the people through reduction of loans or for some 
reason or other; reason there is liable to be a reduction?—A. I believe you 
would have to go back of that statement and inquire why there should — 
be a decline in prices in our major industries and, therefore, why a reduction 
of bank loans or a reduction in the need for borrowing. For example, if — 
the newsprint industries had been operating, shall we say, at more or less | 


- full capacity in 1929, and on a relatively high price level, and if because of | 


reduction in demand for newsprint abroad their shipments were greatly 
curtailed and the price very materially reduced, that alone, as you can 


understand, accounts for the reduction of a great many million dollars In 
bank loans. That is something which was beyond the control of the banks, 


and beyond the control of the newsprint industry. If that type of thing 


happened again, and it did in 1929-1934, it is then that 1 say you would 
' obviously and inevitably have a reduction in bank loans. 


Q. In order to get the reason behind the whole thing, we would have 
to get. the reason for depressions?—A. Yes. 

Q. And possibly if we get into that, everyone would have a different 
reason; so I do not intend to get into a discussion of the reasons for depres-_ 
sions. What I want to establish is that there is a possibility, under the 
present banking set up, for the total amount of money in the hands of the 
ake to be reduced arbitrarily by the commercial banks?—A. Not arbi- 
trarily. ; 

Q. Not arbitrarily?—A. No. 

@. But there is the possibility, for a various number of reasons, of that 
amount being reduced?—A. Yes; if it is in the interests of the borrower to 
do so, or if because of the depression he need not borrow such large amounts. 

@. And when currency is depreciated—that is, when there is less pur- 
chasing power in the hands of the people—it has an effect upon prices and 
upon employment which makes a rather difficult situation between debtor 
and creditor?—A. That is true. But might I point out there that the 
figures which you gave were for the United States, and they draw com- 
parison between the volume of money and employment; a comparison of 


the English figures would probably be interesting. 


__Q. I should like to have a comparison between the American figures 
ae the English figures, and between the Canadian figures and the English 
cures, 
Mr. DeacHMAN: And Sweden. 
Mr. Lanperyovu: Yes. I do not think we have the statistics. Have 
we the statistics completely for Canada? 


Mr. Towers: I will see what we can get. 
[Mr. Graham Ford Towers.] 
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By Mr. Landeryou: | 
- Q. I should like to have those as well. Would you agree with me that 
in order to have a stable value to our money we would have to have a given 
quantity, considering the velocity of circulation?—A. A given quantity con- 
sidering the velocity of circulation and also assuming no change in the business 
world which produced a non-monetary effect. 

- Q. There are these great fluctuations that we have to-day; I have in mind 
the tremendous burden that has been placed upon the debtors of western Canada, 
the farmers who borrowed money particularly during the war years; they 
bought farms and they bought machinery at high prices. They went into debt 
“when Canada was going through a period of inflation. The world had gone 
through a period of inflation, The United States in one year made available 
~ $40,000,000,000 of credit for the allies. There was inflation the world over, was 
_ there not?—A. You are speaking now of war time? 

Q. During the war period —A. Yes, there was. | 

Q. And there was a great expansion in western Canada throughout those 
years. You are familiar with that?—A. Yes. 

~Q. Land values were high; building material was high; lumber was high 
and interest on money was high?—A. Yes. 

>  Q. A condition which always develops during a period of inflation. But 
when the war was over, those prices began to fall and before western Canada 
had recovered from that inflationary period, the depression set in?—A. The 
- depression of 1921-22. 

_ Q. The depression of 1921-1922, and more severely in 1929 until the 
present?—A. Yes. Of course in the interval, the years—speaking from memory 
' —of 1926, 1927 and 1928 again turned out to be very good. ib 
__—Q. They were very good years in western Canada. As far as yield and 
prices were concerned, I do not think there was any dissatisfaction A. That 
is right. % 

a Q. The farmers of western Canada find themselves now in this position: 
When they borrowed a dollar they could have paid it back with one bushel 
of wheat; but in the years 1932 and 1933 they would have had to pay a dollar 
back with three bushels of wheat. This unstable dollar, or as I have heard it 
ealled, this rubber dollar has worked inimically to the interests of western 
Canada. Do you think there is any possibility of so devising a monetary system 
that we might establish a stable dollar?—A. There is no possibility of estab- 
4 lishing a stable dollar in relation to one commodity. 

. Q. In relation to commodities; I just used that as an illustration—A. Yes. 
od Q. That affects them in relation to their condition. Their eggs were the 
- same thing—A. I should say in a stable world there would be a considerable 
possibility of doing that; but in a world such as we have had in the last ten 
' years, a world of most extreme instability, the proposition becomes an extra- 
ordinarily difficult one. 

a Q. That is from the world point of view. Is it possible to establish a stable 
dollar for one nation that will withstand the fluctuations of money outside? 
~ Can you have an internal dollar that will remain stable if certain steps were 
_ taken?—A. There might be, theoretically, a case where variation in exchange 
 rates—I am not talking of constant variations, but rather a variation taking 
_ place at a time when the rest of the world was moving violently in one direction 
or another—would increase the internal stability of currency versus com- 
 modities; although even in that case there would be no way in which the relative 
internal price of a particular commodity could be stabilized. 

_ Q. Not in any particular commodity, because supply and demand is work- 
_ ing—A. Yes. In other words, even under those circumstances, with a con- 
siderable degree of general internal stability, you might find that a commodity 
_ which lacked demand, such as wheat, would still be relatively low in price. 
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By Mr. Deachman: } eis | 
Q. I should like you to finish that sentence right there. Would it be 
advisable to do so if it could be done?—A. Under certain circumstances—if you 
had been on a level to which you were accustomed, if you knew that a great bs 
disruption was going to take place in the world price level and wanted to avoid a 
that disruption or try to avoid it, with all the internal maladjustments it would 
create, it might be worth the effort—purely, of course, as an internal affair, 
preserving as great a degree of internal stability or as great a degree of stability 
in internal money relationships as one could. | 
Q. It could not be done with regard to commodities such as western Cana- 
dian wheat, could it?—A. It would not affect the relationship of certain com- 
modities to other commodities. : 


By Mr. Landeryou: 

@. Which do you think has the greater effect upon prices, the supply and 
demand of money or the supply and demand of goods?—A. The supply of and 
demand for particular goods is the major influence so far as prices of those 
particular goods are concerned; the supply of and demand for all goods and 
services related to quantity of money and its velocity of circulation is the 
major determining factor in the general price structure. ; 

Q. I think that will be enough for that line of questioning. I want to get 
into the debt structure of Canada now. Would you agree with the statement — 
that has often been made that a young man in Canada reaching his majority — 
is worth $18,000 to the state?—A. I have no way of checking on that, Mr. 
Landeryou. 

Q. That statement has been made by the leader of the Conservative party. — 
I heard R. B. Bennett make that statement himself at one time. You will 
agree that they are an asset to the state?—A. Yes. 

Q. And an asset must be worth something: We are not going to determine 
the exact amount; I know how difficult it would: be. 

Hon. Mr. Srevens: I might suggest it costs so much to bring about that 
condition. | 

Mr. Lanperyou: Yes, that is a liability. But that raises another question. — 
There is the liability of this young man to his family from the time he was _ 
born or even before he was born until he reaches his majority. ! 


By Mr. Landeryou: 


@. What puzzles me is this: That to-day if a man has ten cows in his 
barn or ten pigs in his sty he has an asset. - But if he has ten children in his 
home he has a liability. 


Mr. Howarp: Oh, no. 

Mr. Lanperyou: Some honourable member says “ oh, no.” 
Mr. Howarp: He might have; but he might not have. 
Mr. Lanpreryou: It would depend on his income. } 
Mr. Howarp: No. 

Mr. Lepuc: It would depend on his intelligence. 

Hon. Mr. Stevens: Or their intelligence. 

Mr. Lanperyou: That is the position in Canada to-day. 


Mr. Towers: Although the fathers of many of those here to-day presum- : 
ably thought they had assets. 
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By Mr. Landeryou: 


| 

Q. They presumably are assets; they have assets in one regard or in one © 
respect: Every young man I admit is an asset to the country. But they are a 
(Mr. Graham Ford Towers.] : 
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+ ancial liability to their parents, whereas ten cows in the barn are a financial 
asset. 
Hon. Mr. Stevens: Not if you were selling milk at a loss. 


By Mr. Landeryou: 
| Q. What is the per capita debt of Canada, the public debt—that is, 
“municipal, provincial and federal?—-A. I will make a guess at about $500. 
Q. About $500. Somewhere I have heard it said anywhere up to $800.— 
_A. In that figure of $500 I am excluding corporate and mortgage indebtedness. 
% Q. Yes. We will take the figure of $500.—A. All right. 
5 Q. That is, every man, woman and child in this country born into the 
‘world carries that obligation. We are just using the figure $500, although it 
may be substantially more when you total it all up, that is the total of the 
“municipal, provincial and federal debt——A. You must remember that in a 
Jarge measure that debt is owned by the Canadian people. 
 . Q. Yes. When you say that debt is owned by the Canadian people do 
you mean by all the Canadian people?—A. The Canadian people in toto, yes; 
some have more than others, naturally. There is a question of the distribution 
~ of wealth. 
; Q. Can you tell me just who owns the bonds of the Dominion of Canada— 
the municipal, provincial and federal bonds? Are there any records kept to 
show what percentage of the people of Canada control those bonds?—A. I could 
show the amount of bonds owned by the banks which in effect are held in trust 
for the depositors; and as you know the distribution of deposits is shown in the 
annual statement to which you referred a short time ago; next, a large amount 
of bonds is owned by life insurance institutions held, so to speak, in trust for 
their policy holders. I am not very familiar with that business, and I do not 
know the distribution of those life insurance policies. Again, still larger— 
the largest amount is owned by people throughout the country, but only the 
Income Tax Department could speak about the distribution of those assets. 
I do not know. 
¢ Q. Then it would be rather difficult or more difficult to show the accumula- 
tion of assets in the hands of a few and the tremendous volume of insurance » 
that is owned by a comparatively few, so I will deal with the million people 
that I know of in Canada that are unemployed. | 


Mr. WoopswortH: That is not right. 
Mr. Lanpreryou: You can dispute that if you so desire. 


ss 


By Mr. Landeryou: 
Q. There are 1,000,000 unemployed in this country?—A. I do not think so. 
The CuarrMAn: No, on relief. 
Mr. Lanperyou: And on relief. 
Mr. Towers: Oh, that is including all on relief. 
Mr. WoopswortH: And dependents. 
Mr. Lanperyou: And dependents; men, women and children. 


By Mr. Landeryou: 

Q. I believe there is in the neighbourhood of 600,000 on direct relief or 

a little more than 600,000; and some 350,000 on agricultural relief; but the total 

is somewhere in the neighbourhood of one million men, women and children. 

-—A. That is including agricultural relief? 

| Q. Yes. They have no bonds. They have no life insurance, and they 
have only the debt of the country bearing on them. Take, for instance, a man 
- who is in a city with ten children and he is unemployed. They are a definite 
obligation to him. He must pay his 8 per cent sales tax to keep his family; 
4 and people to-day are saying all through the country, “Why, I can hardly 
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afford to keep my children; I cannot afford to educate them.” ‘That is all I 


ever hear. They will tell you, “I cannot afford this and I cannot afford that.” — 
In fact, from one end of the country to the other there are millions of people — 


saying, “I have not got the money to complete my son’s education.” or, “I 


have not got the money to do this and I have not got the money to pay that.” 


Children are a financial responsibility. 
Mr. Howarp: No, sir. 


By Mr. Landeryou: 
Q. What I am trying to get at is this: is there any way outside of borrowing 
or taxation that the municipal, provincial and federal authorities can procure 
money ?—A. No. 


Q. There is not other way except by borrowing or by taxation?—A. No. — 


Q. Well, now, I shall deal with municipalities. They have a debt of over 


$1,700,000,000?—A. I think it is less than that, about $1,200,000,000. 
Q. About $1,200,000,000?—A. Yes. 


Q. That is, their labilities are $1,000,000,000?7—A. That is their funded 


debt, which closely approximates the total. 
By the Chairman: 


Q. Is that net or gross?—A. That $1,200,000,000 would be net after sink- 


ing funds. 


By Mr. Landeryou: 
Q. After sinking funds?—A. And that debt, I am glad to say, is going down 
year by year. 


By the Chairman: 


Q. What about the assets?—A. They have substantial assets against that. — 


By Mr. Landeryou: 


Q. It is going down. Are you including the amount of default in that?— i 
A. No. Municipalities in general throughout Canada, that is, the sum total i 
of them, reduce their debts each year and have been reducing them for some — 


years. 
Q. Does that reduction include default?—-A. No, actual paying off of debts. 
Q. Would you suggest that they can tax their way out of debt; is there 


any possibility of them taxing their way out of debt?—A. I would say, judging ‘ 


from experience, that any municipality which is well managed and which has 
the good fortune not to be in an area where economic distress is a tremendous 
burden, that such a municipality—I would suggest a city such as Toronto—can 
and has reduced its debt. If you examine the situation in Toronto during the 
last few years you will find it is one of those cases. 

Q. We might pot to Toronto. Toronto has a debt, I understand, some- 
where about $169,000,000?—A. Again, I think it is less than that. . Whatever 
it is it has been very materially reduced in the last five years. 

Q. It may be reduced since I obtained the last figures. The debt structure 
of Montreal, Winnipeg and Vancouver, all these municipalities— —A. Why 
pick out some particularly unfortunate examples? On the other hand, if you 
look at many municipalities throughout the country you will find a great 
improvement in their financial position, and it is on a similar scale to that of 
‘Toronto. 

Q. Do you agree with me when I say that many municipalities have 
deferred many capital expenditures for public works that should have been 
carried out; that they have been simply deferring work that should have been 
done?—A. I should like to be specific in making a statement like that, and 
yet I cannot say. One would have to examine each case. 

[Mr. Graham Ford Towers.] 
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~ Q. Much of this saving has been obtained by deferring works that should 
have been done and would have been done during the past seven or eight years. 
- However, I shall ask you this question again: do you believe that, considering 
_ the position of Canada to-day and the debt structure of all the municipalities 
across Canada, it is possible for them to borrow themselves out of debt?—A. 
_ The answer is obviously no. 

e Q. Then, is it possible for them to tax themselves out of debt?—A. Yes, 
if the volume of production in the country is sufficiently good so that an 
appropriate balance of receipts over expenditures can be obtaied. 

hia Q. If the volume of production is good. Now, we will just deal with the 
_yolume of production for a moment. The volume of production. determines 
- Canada’s national income. What was Canada’s national income in 1927 ? You 
have the figures there—A. I have not got them here; but shall we say, for the 
_ purposes of argument, $5,000,000,000. 

a Q. What is Canada’s national income since then? Has it been greater or 
 less?—A. It decreased materially in later years, reached a low point, I suppose, 
in about 1932. I do not recall the figures, but since then it has shown an 
increase, although not to the figures of 1929. 

2 Q. Not to the figures of 1929?—A. Incidentally the price level is also 
- different as compared with 1929, so that those figures do not necessarily indicate 
~ volume. 
Q. Well, now, our national income is not determined at the moment by 
- our ability to produce?—A. But by our ability to sell. 

, Q. But by our ability to sell. And it is not determined by our ability to 
- consume?—A. Our desire to consume, no. 

ye Q. That is to say, our real desire to consume. Considering Canada as a 
great factory, you will agree it is only working, we will say, at approximately 
i 70 per cent of its productive capacity?—A. I cannot be specific about that 
figure, but I do not think it is out of the way. 

ie Q. That will allow for an increase of 30 per cent. We would have to find 
an increased market in the world or in Canada to increase Canada’s national 
income to such a position that we could tax ourselves as municipalities out 
- of debt?—A. Well, I would not even like to use a figure of 100 per cent 
capacity, because gramted sufficient demand, I think the capacity could be 
_ greatly increased. | 

bi S Q. That 100 per cent is not a fixed amount? It would change and vary ?— 
my Yes. 

rp By Mr. Ward: 

a Q. Is there any difference between the municipality and the individual 
farmer? : 
| Mr. Lanpervou: There would be a difference between the municipality and 
the individual farmer. : 

Mr. Warp: Let us get that clear. 

The Cuatrman: Mr. Ward, the reporter cannot hear you. 

Mr. Warp: Mr. Landeryou is labouring this question as to whether the 
‘municipality can tax itself out of debt. Well, now, there is only one way 
an individual can get out of debt and that is by paying his debts. If the 
- municipality finds it must borrow at times to supplement its income, that is 
not unusual; but in the aggregate, as Mr. Towers has pointed out, they are 

reducing their debts. 


"SESS SISE 


By Mr. Landeryou: 
Q. I am glad to hear that. Since confederation in 1867 Canada has gone 
progressively into debt as my hon. friend suggested the farmers have. Now, 
privately, municipally, provincially and federally, there has been a yearly 
& increase since 1867.--A. And a yearly increase in most of that time in our 
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equipment, our facilities, our roads and buildings, the whole structure of the 
country. 

QT he whole country was built up as we went into debt?—A. And, of — 
course, that debt in the major portion is owned by our own people; so that the 
debt is represented by the assets which we see around the country. 

(. I am not going to disagree with that. I want to establish before I am — 
through whether this debt creating system is a good system or whether we 
should have something else. I want to find out whether or not we can pay 
our debts. JI am not objecting to it if the nation desires to go ahead with 
this system; but starting with confederation this country was developed. We 
have created a major empire out of the wilderness. Municipally we have bor- 
rowed millions of dollars to develop municipalities and provide the people 
with water and sewerage, sidewalks and street cars, and other such works. At 
the same time, provincially they were borrowing millions and millions of dollars. 
to build highways. I know in the province of Alberta we borrowed some 
$76,000,000 in order to provide the people with market roads, millions more to 
build schools, millions more to build bridges and millions more for telephone 
services and for provincial railroads in the various provinces of Canada that 
have since been operated or turned over to the dominion government railroad 
system. And as we developed this country we expanded our debt. You say — 
now the people of Canada own that debt?—A. In large measure, yes. : 

Q. Now, I ask you whether it is possible provincially, having in mind 
the way we have operated in the past, to borrow ourselves or tax ourselves 
out of debt in this country? It is not possible to borrow.ourselves out of debt; 
is it possible to tax ourselves out of debt provincially?—A. I would say it would 
be, in individual cases, but there would be no point in doing it or thinking of 
doing it for the country as a whole. If one had in mind, for example, the 
corporate debt, there is a debt which leaves an asset in the form of equip- 
ment, and certain individuals in the country own that asset either as equity 
holders or as bond holders. There is nothing wrong or bad or burdensome 
about that debt. 

Q. There is nothing wrong or-bad or burdensome about it? Well, we will 
deal with the national debt. Do you think it is possible for the dominion 
of Canada to tax itself out of debt?—A. In order to arrive at a situation where 
the taxation of a country is substantially in excess of the expenditures and 
debt is being reduced, you must have a high level of activity. It is also 
probable in that case that you will have a keen demand for funds for capital 
development. By your taxation you are taking funds from the people as a 
whole and using these funds to repay the debt. But the people who previously 
held the debt and to whose hands these funds go, will, as soon as they receive 
them, use them for the purchase of fresh bond issues, fresh stock issues or 
whatever it might be, for purposes of capital development; otherwise the debt 
reduction would be of an extraordinarily deflationary character. : 

Q. Do you place any limit upon the ability of the people of Canada to 
carry public debt, that is municipally, provincially and federally? Is there any 
limit beyond which it would be impossible to go?—A. One needs to know the 
circumstances of the time in order to attempt to get a limit, and even in that 
case I frankly admit you cannot specify the figure. If the country was twice 
as large in respect to numbers of population, three times as large in respect 
_to productive equipment, I would say debt could be higher. ae ye 

@. Do you think the present is in the form of assets that belong to the whole 
of the people— —A. It is something that the people owe themselves, but when 
I ned that, of course, the question of distribution of the asset also comes to 
mind. 

Mr. DeacuMan: I should like to ask Mr. Landeryou a question right 
there with regard to our national debt in Canada. It represents practically 
$3 ,000,000,000? 7 

[Mr. Graham Ford Towers.] 
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~ Mr. Lanperrou: Yes.» Cit Ronit at ant Ne a 2 
Mr. Deacuman: There are $135,000,000 of-an interest charge approximately, 
and the debt you say is owned by a few. The interest upon the debt is paid by 
th 4 aoa tax which is paid by the few, the very rich. Does not one offset the 
otner £ Gi taeg hig 
"Mr. Lanpervou: That makes the position all the worse. You say the 
rich pay the income tax, and it goes back to the rich. It is just taking money 
from one pocket and putting in into the other. ; wane 
Mr. Dracuman: They loan the money, but you take it back from them 
tax. I cannot see that they gain very much from that transaction. 
Mr. Tucker: What about the sales tax and the tariff? : 
_ Mr. Lanperyou: Your argument, I imagine, is this: the rich pay the income 
tax to pay the interest on the bonds that they own. | | 
j Mr. DeAcuman: Yes. In that case they are not gainers from the process. 
; Mr. Lanperyou: I do not see any sense in it. 
» ° Mr, Drachman: They are paying the interest on these debts. We had no 
~ income tax prior to the war. Beginning with the war we imposed income tax. 
‘As the debts grew it fell upon the rich and they paid it. They are not 
struggling very hard to pay the national debt. 
4 Mr. Lanperyou: I know a lot of people who are struggling very hard to 
_ pay their debts in Canada. 
| Mr. DeacHMan: I agree with that in regard to debts, but not in regard 
to that one. 
q Mr. Lanperyou: Let us go back. 


By Mr. Landeryou: 

. Q. What was the national debt of Canada in 1927? Can you give me the 
' figures for 1927 and 1987, and the revenue of the dominion government from 
#1927 to 1937?A. I think I have that figure here. . 

The CHamrMan: Have you the figures, Mr. Landeryou? 
¥ Mr. Lanperyou: No, I have not the figures unfortunately. I had the 
figures but I have not them here with me now. 
q Hon. Mr. Stevens: I have the figures for 1929 here. 


Mr. LANbDERYou: That will be fine. 


. By Mr. Landeryou: 
Q. In 1929 the dominion direct debt was $2,325,000,000 and in 1988 
 $3,281,000,000, very nearly a billion dollars increase?—A. Yes. 
f Q. Is not that right?—A. I imagine it is; it seems to be right according to 
my memory. 
Q. In 1929, if the figures I have here are correct, the national revenue 
~ was $460,150,000, but it went down in 1933 under a Conservative administration. 
_ In 1933 the taxes collected from the Canadian people were only $311,120,000, 
but it has gone up until in 1988 it was $515,693,000, or an increase of over 
~ $200,000,000 as compared with the year 1933. Therefore in five years there 
has been an increase, and mostly under the Liberal administration, of over 
 $200,000,000 in taxation in this country, and at the same time the national debt 
- has increased by hundreds of millions of dollars. The people of this country | 
~ who have to pay radio taxes and all those other taxes find it a burden on them. 
~ I know I own none of Canada’s national debt; I have no bonds. I know there 
' are many people in Canada who own no bonds of the Canadian government.— 
A. Of course, to the extent that taxation or borrowing is associated with any 
- particular administration, I naturally—I associate it with business rather than 
78024—2 
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with anything else. It is, I suppose, fair to say that all the taxes and the 
proceeds of the borrowings were spent on the Canadian people. 

Q. Well, I am not questioning that; I know it goes back to some of the 
Canadian people. My hon. friend Bob Deachman suggested that $135,000,000 
of this is paid in the form of income tax collected by the administration to which 
he belongs. Now, I have a statement here that I should like to read to Mr. 
Towers in respect to this matter of borrowing ourselves out of debt and taxing 
our way to prosperity. It appears on page 40 of the evidence that was given 
before the Senate banking and commerce committee of the United States, and 
reads as follows:— 


When the Treasury sells baby bonds to small demand bank 
depositors, it withdraws such demand deposits. The proceeds of the 
sale of the baby bonds become dormant accounts until expended by the 
government. When the government sells its bonds to the citizens, it has 
the same effect of temporary contraction. 

When it sells its bonds to the banks and the banks retain the bonds, 
the volume of demand deposits is increased until the bonds are paid off. 
When the bonds are paid off they are paid off through taxes collected by 
the government from demand deposits. And, therefore, without any 
further expansion of the demand bank deposits, would reduce demand 
bank deposits to zero and cause universal bankruptcy. : 


That statement was made by Robert L. Owen, former chairman, committee 
on banking and currency, United States Senate—-A. Yes. He made the 
assumption there “ without any further expansion of the demand bank deposits.” 
In other words, assuming that some other factor was not working to increase 
bank deposits. Of course, that assumption is completely unrealistic, because 
government debts certainly would not be paid off except in a time of prosperity. 
At such a time you would find increasing bank loans and other things motivating 
expansion. He is assuming a world which is not our world. 

@. Well, it seems rather strange, Mr. Towers, that since confederation 
there has been a rapid increase in private and public: debt —A. I think the 
thing to inquire there is, has there been an increase in Canadian assets during 
that time, and if we can agree— 

3 Q. What good are assets if we cannot use them?—A. Have we more roads 
than we can use? 

Q. We cannot use them.—A. I thought we were using them; there are a 
million or more automobiles running over our roads each day. 

(). I know; I should like to see more of them.—A. Ah, so would I. 

@. I should like to find out if there is not some way of making those 
facilities available to more and more people in Canada—A. Of course, I 
thought the suggestion was that we had done very badly since confederation. 
I should think we have done pretty well. 

(. I think we have done pretty well in building up Canada., We have 
established wonderful institutions; we have built up great cities and we have 
built up industries in Canada which are flourishing, though at the moment they 
are working below capacity production. I am not questioning that—A. Yes. 

(). The whole structure has been built up on debt.—A. Which in turn is 
an asset of the people. 7 

Q. Which in turn is an asset of the people, as you say, but very few of the 
people. Now, I want to get. this question across once more. Can we hope 
ever to tax the people of Canada sufficiently to retire the debts, or must we 
continue to go progressively into debt, although the debt charges may not 
increase because of lower rates of interest?—-A. That debt is an asset of the 
Canadian people. Now, let me say, I am speaking of public, private and all 
kinds of debt; what would be the object of repaying it? 

[Mr. Graham Ford Towers.] 
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Q. Well, that is what— A. Speaking of the thing as a whole. Now, there 
may be and there has been, an object in repaying debts so far as one individual 
antity is concerned; but as it is repaid to the holders of the debt one must: 
‘assume that they are using that money for fresh enterprises, involving fresh 
debts and fresh assets; so that all I can say would be this, that in a country 
“where the sum total of public and private debt was decreasing, you have a 
‘country which is going backward and which is becoming more poverty-stricken. . 
‘Generally speaking, in a country where you find there is no public and private 
debt, you have a country resembling darkest Africa; there is nothing else. 
> Q. As we have gone progressively into debt and as there have been wide 
“fuctuations in the volume of the amount of money in the hands of the people, 
and as there has been a very unstable period of borrowing in the dominion of: 
“Canada which has worked, for example, to the interests of debtors in many 
“eases, and the experience— A. Of course, if I may interrupt, it worked greatly | 
in the favour of debtors from 1914 until 1921, not very much on balance, as I. 
‘recall it, against debtors from that time until the 1929 period. That working. 
Beeainst debtors which you mention has taken place since 1929, speaking from 
_memory, but in general in favour of debtors between 1890 and 1929. | 
% Q. Here is the position. At one time 1 was taking part in a survey in the 
province of Alberta and I had occasion to discuss matters with many farmers 
in that province and they cited many many cases where the farmer had pur- 
chased his farm, say, at $10,000 and had borrowed from the banks a small 
sum of money—$1,000 or $2,000—and had developed his little farm, paid back 
during the good years his interest and part of his principal, and then along 
“eame the depression of 1921-22, and along came some other monetary factor 
; such as the embargo on cattle, and prices dropped and he was unable to meet — 
his obligations; but he went on paying and paying until he had paid back in 
interest :and principal as much as $15,000 and he still owed $7,000 or $8,000 in 
' mortgages to his creditors. Now, that takes place in thousands and thousands | 
of cases, not only in the province of Alberta but throughout Canada. Then I 
have talked to those who have been in control of municipalities, and they have. 
told me that they have built concrete sidewalks and highways ‘and put in sewer, 
systems and put in telephone systems and so forth; the highway has been worn 
out and the municipality has paid on ever since it was built—paid for 1t over 
and over again—but the highway is worn out and they now cannot borrow’ 
money to build a new one-—A. Yes. I know many examples of improvident 
municipal financing, but that is not the case in all sections of the country. 

Q. No, but it is the case in a wide section of the country.—A. Well, there 
is the question of bad management. ) 

' Q. You say it is unwise financial management? How otherwise, not being 
able to create money themselves, could they do it? The only way municipali- 
ties in western Canada secure this money, or any other municipality as far as 
that is concerned, is either through taxation of the people or through borrow- 

ing?—A. The people wanted certain things which the municipality naturally | 
could not afford to provide from taxation. in any one year. The municipality, 
therefore, asked other people who had goods and power to command labour 
at their disposal to lend them to the municipality, to provide a certain asset 
for the municipality in the form of, shall be say, a pavement. 

Q. I cannot agree with you—A. Now, I think it would have been possible 
for that municipality to say: “ We will pay these debts back during the life- 
time of the assets which we have invested the money in.” 

Mr. Howarp: Certainly. 
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By Mr. Landeryou: eager Ng » Lae 7 
Q. Do you believe it is possible under the debt creating system to borrow 


money and pay it. back by setting aside a sinking fund sufficient to retire the. 


debt?—-A. I can show you many examples of it. 


Q. Why has that principle not been pursued by the Federal government? 


| 


Why was it that the Federal government which has been given control over | 
banking and the issue of currency and with wide powers of taxation—why has 


it been their experience that they have been unable to set aside a-sinking fund 


sufficient to retire the debt. Not only in Canada but in every other country | 


of the world debts are increasing and they have never been able to set aside 
sinking funds or reserves sufficient to retire the debt in a measurable length of 
time?—A. One would have to inquire there whether those countries were grow- 
ing to an extent which did not increase the real burden of debt, whether those 
countries had certain responsibilities versus their people which they thought could 
better be met first of all by an increase in debt and later by increased taxa- 
tion—whether they considered that preferable to keeping the debt down.: 

Q. You suggest that these countries have been pursuing an unwise financial 
policy?—A. Not necessarily. ; 

Q. If they have not set aside reserves to pay it off in a measurable period 
of time. I directed this question to the Minister of Finance. I asked him 
whether he had any plan in mind which if pursued would pay off Canada’s 
national debt in a period of thirty or fifty or one hundred years and, if go, 
how would this policy differ from the policies pursued during the past thirty 
years. I could have said since the depression. The answer was that this 
was a matter of government policy. Now, do you think it is possible for 
Canada to devise a policy wherein it would be possible to retire Canada’s 
national debt in a period of fifty years, and, if so, do you think it is advisable?— 
A. I should say that to visualize the retirement of the national debt within 
fifty years one would have to assume a condition of tremendous development of 
the country to make it possible to secure from the people a sufficient amount 
in taxes to repay the debt holders, because one would also have to assume 
that those debt holders were going to use the money on the great development 
which was taking place. Theoretically under those conditions, one could visual- 
ize a substantial reduction in the debt, but life being what it is, and in view 
of the great development which would be occurring at the time, I conceive 
that there would be many demands on the government to increase its services 
and its equipment around the country. I would be inclined to think that the 
reduction might be substantial, but by no means the whole thing. 

Q. This increased production that you mention would have to take place 
to inerease Canada’s national income to such an extent that the taxes would be 
sufficient to retire the debts. Now, could that take place without industry itself 
going in debt, without an increase in private indebtedness to the country?—A. An 
increase in private indebtedness if the funds are soundly invested as we assume 
they would be, is a sign of prosperity. 

Q. The retirement of those loans to industry would reduce the amount of 
money available?—A. The retirement of loans to industry? Industry would 
probably be increasing its loans at that time. 

Q. If we taxed those loans that were given to industry to pay for Canada’s 
- national debt—.—A. I do not quite follow that. | 

Q. I will put it this way. We are going to increase Canada’s production 
so that the national income will be sufficient to tax the people to a greater extent, 
but I suggested to you that that increased production would come around through 
increased loans to private industry?—A. By individuals. 

Q. Yes. And you stated that that would be all right, and I agree under 
the system that it would be all right; but those loans must be repaid or bank- 

[Mr. Graham Ford Towers.] 
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Bee Ns in industry —A. No, I would say they would be long term 
loans. : ; : ae die, wh NG ) 
- Q. Long term loans. That would increase those loans to industry, would 
“increase demand deposits or deposits?—A. No. ; | 

Q. There would be no necessary increase? No deposits of money on loans? 
- —A. No, not those loans by individuals, buying bonds and shares and so forth 
- of the companies concerned. 3 

A Q. You believe there is enough private capital at the moment to allow for 
of expansion of industry without going further in debt to the banking system?—A. 
- I would say there is, yes. In the circumstances you mention the crowing volume 
of production would increase the savings of the people which they have available 
- for investment. Increases 1n equipment would go pari passu with the improve- 
ment in production. I think that under those circumstances there would also 
be a tendency for the total of bank deposits and bank loans and investments to 
nerease as the general production of the country grew. I do not suggest, how- 
ever, that there would be an increase proportionate to the total increase in pro- 


_ duction, because I think under the circumstances the velocity of circulation 


would increase. 

Q. Let us deal with the situation— 

Mr. Deacuman: I would like to have an answer from Mr. Landeryou to 
a very simple question. He has been dealing with the debt situation. I would 
like to know how, in the town of Olds or High River, they could get these assets 
of roads and so forth without a debt-—that is, under your system? : 

- Mr..Lanperyou: I am not advocating any system at the moment; I am 

dealing with the— 5 

Mr. DracHMaAN: You have not got an alternative? 

Mr. Lanperyou: Yes, I have an alternative, and I hope to deal with it 
before we close. 


By Mr. Landeryou: . zi : 
Q. Now, there is at the present moment in Canada approximately two 
billion, five hundred million in bank deposits?—A. Yes, that is right. x 
Q. How are those bank deposits created in the first place?—-A. To the 
extent of about $250,000,000 by issue of legal tender cash; to the extent of the 
balance they are there by reason of the fact that the banks have assets in bonds 
and in loans to individuals. | 
Q. Yes. Now, when-the government goes to a bank—-I am asking these 
questions because in various sections of Canada there are many divergent opinion 
‘as to the operation of banks——for instance a number of people imagine and have 
imagined for years that bank deposits were backed up by legal tender and that 
‘the legal tender was backed up by gold, and that the banks used people’s savings 
to purchase those securities. Now, L.intend to ask a few questions along this 
line..: When a government goes to a,bank and borrows $1,000,000 by presenting 
$1,000,000 in bonds to the bank, does. the bank use the people’s savings, the 
people’s savings that are in the bank at the time. to purchase this: million dollar 
bond?—A. It cannot use the people’s ‘savings which are in the bank at the time 
because those savings are a liability of. the banks, and of course, you cannot use 
a liability to purchase anything. © Bt ay ey ae ON Ne | 
Q. Quite right. 1 am glad to hear’ you ‘say that-—A. What would‘ happen 
is that the bank under those circumstances would acquire an asset in the form 


of a government bond and also raise a liability in the form of an equal amount. 


In other words, a demand deposit owned by: the government. The government 


would then spend that money and you would find that 1t moved fromthe govern- 
ment account: into the accounts of various individuals, leaving the sum total of 
deposits the same as it was before, but the ‘ownership would be changed. A fai 
proportion, judging by experience, would appear in: the savings accounts of 
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individuals if they chose to leave those savings with the bank. In that cas 
the bank can retain the government bond which it bought originally. If they 
wish to withdraw the savings, that is another story. 

Q. Now, if the government went to the bank with $1,000,000 in bonds there 
would be an increase of $1,000,000 in the amount of money in the hands of the 
people in the form of deposits?—A. Assuming that no other change had taken 
place in the bank’s position at that time, yes. » q 

Q. In other words, when the $1,000,000 worth of bonds is presented to the - 
bank a million dollars of new money or the equivalent is created?—A. Again © 
assuming that there is no decrease in its other investments or loans. 

Q. I mean at the time, at the moment—A. Yes. 

Q. It is a fact that a million dollars of new money is created?—A. That is — 
right. Of course, governments should not always go to banks in that connection; — 
they should sell their bonds: to investors. 

Q. Yes. Now, the same thing holds true when the municipality or the © 
province goes to a bank?—A. Or an individual borrower. 

Q. Or when a private person goes to a bank—A. Yes. 
) Q. I am asking this question for this reason: I was discussing this matter — 
with a banker who has had twenty years’ experience with banks and I said, 
“supposing I wanted to borrow $100 in Western Canada from a bank and to © 
purchase $100 worth of wheat for spring seeding, what would I do?” He said, ~ 
“well, it is done in this way: an individual in Eastern Canada, we will say, 
has an income of $20 a week and he spends $15 of it and puts $5 of it in the 
bank, and suppose there are twenty others who do the same thing, that gives 
the bank $100 of deposits, and because the bank in Ontario has $100 of deposits 
the bankers can loan me that deposit in Western Canada to put in my seed 
wheat.” Is that a correct statement?—A. I think it is a rather involved one. 

Q. It is rather involved. I want you, however, to answer it as fairly as 
you did my first question. Is it a true statement?—A. I think it is perfectly 
true in the eyes of the individual man who is operating a branch; considering 
the banking system as a whole it is not a proper way to regard it. . 

Q. What is the proper way? Is the proper way this, that when I borrow 
$100 from the bank as a private citizen the bank makes a book-keeping entry 
and there is a $100 increase in the deposits of that bank, in the total deposits 
of that bank?—A. Yes. 

Q. And the depositor’s funds that are in the banks do not support me 
to-day?—-A. Oh, yes, they do. 3 | 

Q. I have to support my own with my own security: it is my security, it 
is not the depositors’ liability, is it?—A. It is your liability to the bank and the 
bank in turn has a liability to the depositors. Perhaps one might say in that 
case that the bank acts as a go-between the depositors and the borrower. 

Q. At the present time in Canada there is in the bank portfolios 
$1,400,000,000 in bonds?—A. Yes. 

Q. Now, I asked you a question some time ago as to whether it was possible 
to tax your way out of debt. There are $1,400,000,000 of bonds in the bank 
portfolios, and those bonds are assets of the bank, they are liabilities of the 
people of Canada as a whole, but the people as well have $1,400,000,000 on 
deposits which is their asset and the liability to the bank?—A. Yes. 3 

@. When the government taxes people the money must come from the 
depositors in the banks?—A. From production. ; | | 

Q. It must come in the form—not from production, it comes from the money 
the people actually have. We know that it cannot be paid in production because 
we have in mind the case of the farmer who broke a banker’s window and 
shovelled in two or three bushels of wheat before he was caught. He tried to pay 
off with goods and was arrested. You have to pay in money and not in pro- 
duction.—A. You try to produce goods with which to get the money. 

{Mr. Graham Ford Towers.] 
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Q. Yes; but you do not always get the money when you produce the goods. 
~ You know there 1s stored up wealth that people cannot buy to-day; they do. 
not produce money.—A. I would say that the volume of production in Canada is 
very substantial. We would like it to be larger. 
Q. Would you say that money comes into existence because people 
_ produce?—A. New money? Not necessarily, no. I would say that people 
produce ‘and exchange goods, and they use money to effect those transactions. 
Q. Coming back again, will you agree that there is $1,400,000,000 on 
deposits that are assets of the people and liabilities of the bank, and that if 
the government wished to pay the bank off—there is $750,000,000 coming due 
now and the government is borrowing a sum totalling $600,000,000— —A. I think 
that is the general borrowing authority; there is no such amount coming due. 
Q. There is over $600,000,000 for this coming year.—A. I do not recall 
that figure. 


Hon. Mr. Srevens: There is a refunding fieure; it is a little high. 


By Mr. Landeryou: 

Q. I am using that as an illustration—A. Yes. 

Q. If the government wished to pay off the bank loan—that is, retire this 
$1,400,000,000—at the moment they would have to tax $1,400,000,000 away 
from the people; is that not right?—A. Yes. 

Q. If they taxed $1 400,000,000 away from the people— —A. —to pay -it 
back to the people? 

Q. To pay it back to the banks. If those bonds were falling due in a period 
of two years they would have to tax, they would reveal a reduction in the total 
bank deposits of an equivalent amount, reducing the total deposits to 
$1,100,000,000?—A. Provided that the banks did not buy any fresh assets from 
the people, yes; did not make any fresh loans or buy additional bonds. 

Q. Yes. They would be going ‘nto debt under another heading, whether 
municipal, provincial or private; but I want to confine it to this position. —A. 
Yes. 

Q. The banks would be paid off. Now, the banks would have $1,400,000,000 
in cash and the government would have the $1,400,000,000 in bonds?—A. Oh, I 
do not think— a | 

Q. And there would be no liabilities?—A. I do not think the banks would 
have that $1,400,000,000 in cash under the proposal you mention. I think your 
assumption was that the bonds were paid out of taxation, so that: the bank’s 
assets will have gone down $1,400,000,000. They would not take in more. cash 
and deposits would have gone down $1 400,000,000. | mt Lah Hey 

Q. The money would be destroyed. with taxes over and over again? I 
Rareeh understand your answer. We have $1,400,000,000 in the banks?—A. 

es. Kens 
Q. Now, we are going to tax the people, because under the proposition I 
am trying to work out we are going to retire those bonds.—A. Yes. 

Q. At the moment there is $2,500,000,000 bank deposits?—A. Yes. 

Q. And we are going to tax people $1,400,000,000 to retire the bonds?—-A. 
Yes. I think I can finish that in a way which will be clearer than before.. In 
the process of taxation, money is placed in. the -governments’s. own banking 
account from the banking accounts of individuals across the country, so that 
the $1,400,000,000 in these circumstances comes from the deposits of individuals 
‘nto the dominion government’s deposit with the banks. At the end of the 
taxation period the dominion covernment has a balance with the chartered banks 
of $1,400,000,000; the banks still at that moment have the $1,400,000,000 in 
government securities, 80 that the government gives the banks a cheque for 
$1,400,000,000, extinguishing the deposits and removing the bonds. 

Q. What happens to the cheque?—A. The cheque is charged against the 
government deposits, extinguishing the deposits. 


tnd d 
i Pike . 
ria: ten 


* WNT an) Fae oe Ee ed AON et 7. Vebe ‘ 
PARE CN TTL DIMAS Tetiaata Deca TANG AIDC MRE Epp trae Oe aR RR ake kt 
‘ wk 8 + i Sf SRS aa SORA SiR NK A “ hi 
‘ « af ’ 
- 7 


240 - STANDING COMMITTEE 


Q. It belongs to the 'bank?—A. The banks in return for the cheque have 
given assets in the form of $1,400,000,000 bonds to the dominion government. - B: 
Q. Not any liabilities?—A. No. : Tew a 

@. What happens to the cheque?—A. The cheque is in favour of the bank, — 
but drawn against the government deposits. So that what happens is, the 
assets of the bank come down $1,400,000,000, because they have sold the bonds B 
to the government; their liabilities come down $1,400,000,000 bécause the 2OV- 
ernment has used that amount to repay the bank. 

Q. What has happened to the $1,400,000,000 in the form of a cheque that — 
comes to the bank?—-A. The cheque is drawn on the government account in 
the bank. | ; 

Q. Is it cancelled by the bank?—A. Well, naturally. | 

Q. Well, then, that much money goes out of existence?——A. Yes. 

(). So that if the government was to tax the people in that way the only 
way they could secure the tax is to make that amount of money available in the 
hands of the people and most of it would come from demand deposits?—A. They 
could only tax, of course, on that scale, if the production of’ the country was 
sufficient to enable them to do so. . . 

Mr. Dusuc: If the government by some means would tax the $1 400,000,000 
so that they could buy the bonds that are in the hands of the bank, then the — 
depositors would have to give a cheque out of their bank deposits to transfer 
it to the government and there would only remain $1,100,000,000 on deposit— 

By Mr. Landeryou: : 

Q. In other words, to tax the people to pay off these bonds would in these 
circumstances destroy money and bankrupt the nation? 

Mr. Dusuc: Destroy the assets of the depositors. 

Mr. Lanpgeryou: Destroy the assets of the depositors. 

Mr. Towers: In the circumstances you mention and linking it only to 
the bonds of the banks, bonds already held by the banks, it would be an 
impossible situation, of course. If the degree of production and prosperity in 
the country was high enough to make it possible for the government reasonably 
to collect such taxation you would find in effect that the commercial loans of 
the banks, and their other assets, were on their way up at that time, and that in 
all probability the total of deposits would be increased rather than reduced. 
Of course, to visualize a sudden move of that kind, a sudden taxation in one 
year of an extra $1,400,000,000, is visualizing something which simply could 
not happen. 


By Mr. Landeryou: ° | ! 

. It just could not happen because it would bankrupt the whole nation and 
destroy the assets of the people?—A. The transfer would dislocate our whole 
economic system. Roeties 

€). It would destroy everything?—A. Yes. 3 ; 

@. That is why I am suggesting to you it is. absolutely impossible for 
the citizens of Canada, municipal, provincial or federal, ever to imagine that 
they can borrow themselves out of debt or tax themselves out of debt.—A. I 
thought we had left the question of borrowing themselves out of debt aside, 
because it is a contradiction in terms. ; ar Riot: 

_ -Q. Yes, it is. I couple them together-because we can only borrow or tax.— 
A. But having in mind that the debt is owned in large measure by the Canadian — 
people, whatever reduction in debt there is simply mvolves a transfer. In such 
circumstances that transfer would be taking place when the money which is 
repaid by the people can be usefully used in some other form. The transfer 
then would not be harmful. It is only in these circumstances that you can 
have .a reduction in governmental debt. ae ee 


(Mr. Graham Ford Towers.] 
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~~ Q. Now, I am going to leave that because I myself am perfectly satisfied 
debt will have to increase under the system that we have. Judging from 
experience in the past we can never hope to get out of debt with the present 
debt-creating money system.—A. May I say under these circumstances, would 
not one expect to find that a country which had no debt was an extremely 
_ prosperous one? ! | | 
a Q. I would say that a country which had no debt would be extremely 
prosperous.—A. Well, I know many countries that have no debt, or very few 
' debts, and they are extremely poverty-stricken, 
: Q. That is because they have not seen fit to enter into this debt-creating 
money system?—A. The countries that | know of have remained poverty- 
- stricken. ) 
a Q. I am visualizing the mind of man devising a money system that would 
not necessitate the rapid increase in debt and would prevent the establishment 
of unrepayable debt that is such a burden upon the Dominion of Canada to-day. 
) After we have, as I said, carved an empire out of the wilderness, built our 
- railroads and established our great industries, yet we find ourselves unable to 
use those railroads and unable to use the industries to the utmost and unable 
- to transfer the goods and services that we have in this country——A. I could 
~ not make any comment on that proposal because I have never seen a coherent 
- exposition of it. : 
| Q. I shall deal with it a little before I am finished; but there is no question 
about that. Since the Bank of Canada was created we have what is known as | 
‘an easy money system. Is that correct? Would you define it,as easy money? 
A. Yes, I would. 

Q. They use the term “ expansionist policy ” rather than an inflationary 
policy —A. I would not even say that; I would say it even has the seeds of 
inflation. 

@. Can you give me the effect upon Canada’s economy as a whole of this 
» easy money policy? For instance, has it resulted in the reduction of taxes in 
- this country, municipally, provincially or federally?—A. It has meant that 
taxes are less than they would otherwise have had to be. 

Q. Less in total amount?—A. Yes. . 

Q. Well, the taxes of the dominion of Canada have increased year by 
year.—A. I say less than they would otherwise -have had to be. 

Q. Less than they otherwise would have to be; but there has been an 
‘nerease in taxes under the easy money policy pursued by the present admiunis- 
tration, in view of the fact that the expenditures for material have increased, 
and there has been an increase in debt under this easy money policy ?—A. Yes. 

- Q. An increase in Canada’s national debt. Has there been any increase 
in the total debt carrying charges in the past five years?—A. My recollection 
- is there has not been. They are down from what they were five years ago. — 

Q. Has there been any substantial increase in bank deposits, in the total 

number of bank deposits?—A. The total amount of bank deposits? 
_Q. The total number of bank deposits——A. That figure I have not here; 
b I can. get: it. } 
Q. What was the increase in the total amount of bank deposits?—A. 
_ Between what years? | : 
Q. Between the years 1935 and 1938, under the easy money policy.—A. 
Qn Mareh 31, 1935,—that is just a couple of weeks after we started business 
the Canadian bank deposits were $2,034,000,000. On December 31, 1938, they 
were $2,498,000,000, an increase in the meantime of $464,000,000. a 
Q. $464,000,000— ui 
; “ Mr. Conpwett: The number of depositors? aos 

Mr. Towers: The number of depositors? I cannot give you exactly the 
same dates, but taking October 31, 1934, the number of demand deposit 
accounts was 627,000; that is the number of individual accounts. One indi- 
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vidual may have had more than one account, of course. On October 31, 1938, 
the number was 670,000. | | ¢ 


By Mr. Landeryou: 

Q. Not a very great increase?—-A. An increase of about 10 per cent. In 
notice deposits, saving deposits, so-called, the number of depositors in October, — 
1934, was 4,048,000; in October, 1938, 4,123,000 accounts. i 

Q. Is that an increase?—A. That is an increase of 80,000 accounts during © 
that period, or roughly 2 per cent. 


By Mr. Tucker: ; 

Q. Just along that line, have you made any estimate at all of the actual — 
number of people that represents? There is an estimate that there are 4,000,000 
Canadian depositors with accounts in banks, and it has always been a mystery — 
to me that that figure has been left without any attempt to indicate how many — 
people that really represents. It seems to me that the fact it has been left like — 
that indicates intention on the part of the banks——A. Well, I hesitate always — 
to assume that the other man has something machiavellian in his mind; but I © 
do not know the extent of doubling up involved in the figures. 

Q. They could have found it out before this?—A. They could. 

Q. It serves a very important purpose to say there are 4,000,000 Cana- 
dians who have accounts in the banks——A. They make this return by regulation 
of the Dominion government, and if there were the form of return you suggest 
it would involve, of course, an absolutely enormous amount of work. Apart 
from any Machiavellian intention on their part I can well understand they 
would not embark on the work unless they had to. 

Q. I can understand the Machiavellian intention too—A. I have roamed 
around the world for 25 years, and I still believe the majority of people are 
honest, although I have dealt with a number of crooks. 

Q. Why have they used these figures and said there are 4,000,000— — 
A. They do not use them. 

Q. I have seen it advertised—A. The Dominion government told them to 
make out these figures in this way. | 

Q. They use these figures in advertising, and it is most ridiculous—A. That 
is another way to look at it. 


: By Mr. Coldwell: | | 

Q. Have you the average amount of these accounts? 

Mr. Lanpreryou:, I have them here; I was going to refer to that. 

Mr. Towsrs: I have the total amounts but I have not got them worked 
out in averages. 3 | | 6.9 ; 


By Mr. Landeryou: 

Q. I have a statement here made by the banks in respect to the number 
of bank depositors; the total amount of deposits and the average, and they 
give them out in this way. They say there are 4,000,000 depositors having 
money in the banks, and they give a total amount of over $2,000,000,000 and they 
give an average of $450. In. other words; they say there are over 4,000,000 
depositors with the Canadian chartered banks; having an average deposit of 
$450; but it does not work out that way. I think that is the point that is in 
the minds of the members of the committee. You will find, upon analysis of 
these figures that there are some 3,000,000 with deposits of less than $1,000. 
I believe you have the figures there, Mr. Towers, if you look them up.—A. I 
A an analysis of the deposits, and I see there are 3,797,000 deposits of $1,000 
or less. 


{Mr. Graham Ford Towers.] 
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. Q. That is rather misleading, too, because I think that should give an 
average of about $117, should it not?—A. $452,000,000 is the dollar amount 
in that category, which is, as you say, something in the neighbourhood of $117. 
4 Q. And the banks pay 14 per cent to their depositors?—A. Yes. 
ma Q. And it averages out about 1 per cent because it is only paid on the 
lowest deposit or lowest monthly deposit rather?—A. That average of 1 per cent 
on their deposits is obtained through including also demand deposits; so it 1s 
an average of 1 per cent on the whole $2,500,000,000. 

Q. It is a very small amount?—A. Not so small. 

Q. That very small amount goes to the great bulk of depositors who have 
an average of $117, but to-day I understand it is a little better than that, 
$124 or $125, since the easy money policy came in.—A. Yes; I suppose what 
they get in interest would be about $5,000,000 a year odd. 

Q. I worked it out at one time and giving it from memory, as I have not 
the figures with me, I would say that about 96 per cent of the total depositors 
own approximately 24 per cent of the total deposits. 

The CHarmrMAN: Corporations and companies? 

Mr. LanpeEryou: 96 per cent of the total depositors control 24 per cent 
only of the total deposits. 

The Cuarrman: Are you taking into account the number of shareholders 
in the corporations that deposit? 

Mr. LANpERyou: No, I am just taking the figures that were given in the 
Canada Year Book in 1938 showing the number of bank depositors and the 
amount of money on deposit. 

Mr. Towers: Quite so, 


By Mr. Landeryou: 


Q. I am correct in that?—A. I would say, just working it out roughly here, 
that about 92 per cent have 27 per cent, or something like that. 

Q. 92 per cent have 27 per cent?—A. Approximately. 

Q. That would mean that 8 per cent of the total depositors hold 73 per cent 
of the total deposits?—A. Including corporations. 

@. Including corporations?—A. Yes. 3 

Q. They would be receiving a substantial sum in the form of interest paid 
on deposits. Now, are the banks under any legal obligation to. pay interest on 
deposits?—-A. No; they can alter it from time to time, depending on circum- 
stances. ) 

Q. They can arbitrarily reduce it, as they have done?—A. Subject always 
to the right of the depositor to withdraw, yes. 3 

Q. They seem to be subject only to their own laws. There seems to be very 
little legal restriction on the operators of the bank? 


The CuairMANn: That is our fault, if it is true, as we revise their act. 
Mr. LANpERYOoU: We have that power every ten years. 


By Mr. Landeryou: 

Q. To what use do the banks put the people’s deposits?—A. The asset side of 
the banks’ balance sheets will, of course, show that. re? 

Q. Then, I shall ask one direct ‘question because I think this matter should 
be cleared up a little more quickly. Banks do not loan the people’s deposits; 1s 
that a correct statement?—A. It should not be put in quite that way. The banks 
have on the asset side of their balance sheet. investments in bonds and loans and 
so forth which represent an asset against their liability to depositors. In a sense, 
they are a go-between. You may owe the bank $100. If one chose to earmark 
some $100 in a deposit account against that loan, then you might find that in 
effect you owed $100 to Tom Smith, living in Halifax. But it would be far too 
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complicated to try to carry on business in that way. The banks are a go-between, 
so that their assets in the form of investments and loans cannot be sensib 
larger than the amount of their liabilities to depositors. | wee? 

Q. Well, that is banking practice. They are under no obligation to confine © 
themselves to that?—-A. Indeed they are because if they do not—it is impossible 
for them to do anything else. | 3 ; 

Q. It is not impossible for the banking system, but every bank loan creates ~ 
a liability, is that what you mean?—A, Well, it must, because they cannot acquire ~ 
assets without creating liabilities. They cannot produce assets out of thin air. 

Q. They cannot create assets out of thin air?—A. No. 

Q. They monetize that which belongs to the people?—A. They have assets. © 

(. Have they the right to do that?—A. They have assets, but at the same 7 
time they acquire liabilities, or rather build up liabilities, I should say. , 

Q. They determine whether or not they will create assets?—A. They have 
‘to have a partner in that. If they want to buy bonds, they must find someone 
to sell them, or if they want to make loans they must find someone to borrow; 
it is not a unilateral transaction. . ; 

Q. They determine whether or not they will create assets?—A. That deter- 
mination is dependent upon others, it is not their sole power. ‘They must find 
someone who is selling or borrowing to provide the other side of the transaction. — 

Q. But if there is someone who desires to borrow from them, they can refuse 
the loan?-——A. That is right. In other words, the banks might want to buy 
investments or make loans and find that they could not because no one wanted 
to provide the other side of the transaction; conversely, someone might want to — 
sell bonds or borrow money and find that they could not do it. That is the 
theoretical position. 

Q. It is actually being done. In the province of Saskatchewan they wanted 
$500,000 for seed expenditures this year and the banks refused to loan them the 
money—A. I am not aware of the circumstances of that transaction. 

Q. I have talked to business men. I have in mind one particular business 
man in the constituency that I represent. He wanted to borrow money from 
the bank to expand his industry and he was told that there was sufficient pro- 
duetion from the industries already developed in Montreal and in Vancouver 
to supply the product that he wanted to manufacture; and they suggested to 
him that he act as an agent for one of those big manufacturing institutions in 
Montreal or in Vancouver.—A. Of course, if I may say so, there are two different 
- things here. One is a question of a change in the whole monetary system. the 
other to which you are just referring is a question of the policy and adminis- 
tration under which the existing system operates. Those are two different 
things. ; ort 

Q. I will put the proposition to you in this way. We have lumber in 
Alberta. We have standing timber which is of very good quality, although not 
of the best. - In fact, the No. 1 quality of lumber in Alberta compares very 
favourably with the No. 2 lumber of British Columbia, and for all ordinary 
purposes is just as good as the lumber that can be produced in British Columbia 
for the markets of Great Britain. Finance has invested large sums of money in 
the lumbering industry of British Columbia and they are able to produce all 
the lumber that is required in the province of Alberta and large amounts for — 
export. Can you conceive of the banks or the financial institutions being willing 
to loan money for the development of the lumber industry in the province of 
Alberta when it is already highly developed in British Columbia?—A. Yes, if 
the lumber industry in Alberta can be profitably developed, and enterprising 
citizens want to put some of their funds at risk in the thing, then the banks will 
lend the rest; but if no enterprising citizen agrees to take the risk and wants the 
banks to take the whole risk in a business which by definition shows signs of 
being unprofitable, then I dare say it is true that the banks would not loan the 
money. ; 

[Mr. Graham Ford Towers.] 
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 Q. But would it not be in the best interests to do so, when you consider 
that we have railroads running across the country that have been established? 
There is a large amount of money invested in the lumber industry of British 
~Columbia?—A. By enterprising individuals who risked their money and gave 
- their time. if 
+ Q. There are a number of men who have risked their money and given 
their time in small plants in lumbering in Alberta who find it absolutely impos- 
sible to go to financing institutions and get any credit——A. Well, of course, as 
[said the other day, that question as to whether or not people who are reasonably 
entitled to borrow have been unable to do so, is one with which you do not get 


~ and examine those, that is what is really helpful. 
4 Mr. LAnpERyovu: I notice that I have only two or three minutes :eft so I 
had better deal with one question that these gentlemen have been raising, Just 
_ to get a start. } 
i Mr. Curaver: Before you leave the present point, have you any concrete 
examples? 
Mr. Tucker: Certainly. 
Mr. Curaver: In regard to loans in Alberta? 
é Mr. Lanperyou: Yes, they refused to finance the sowing of wheat in 
' Saskatchewan. 

- Mr. Crraver: I am speaking of the matter of lumber. 

Mr. LANpERYoU: Yes. 

Mr. Curaver: Have you concrete instances in respect to that? 

Mr. LaNperyvou: I could refer you to them, if you wanted to take it up. 
I have not the names here or anything like that. I do not intend to give the 
~ names at the moment. 


cases. 

: Mr. Lanperyou: If these gentlemen desire me to give the names, all 
right, I shall have to see them first, as to whether they want me to do that; 
because it is a rather delicate question. 

Mr. Towers: Yes. 

Mr. Lanperyovu: Here is another point I should like to make: what is the 
use of producing unnecessarily, if we cannot sell the goods? What is the use 
at the moment of increasing lumber production in Alberta? I admit at the 
moment there is a limited market in Alberta that we could secure, which 
British Columbia has. I am not condemning necessarily the people of British 
Columbia, because this is the system, and they have their agencies there. It is 
very hard to get people financially interested in it there because of the lmited 
market. 

The CuatrMan: Mr. Landeryou, the time of the committee is about up. 
It seems to me you had better defer the visualization of this limited scheme 
until the next meeting. | 

Mr. LanpERyYou: Yes. 


The committee adjourned at 1.10 p.m., to meet on Wednesday, May 3, 
at 11 a.m. 


———— 


_ very far by discussing in a general way. If only one could get specific examples | 


Mr. Towers: Of course, if you did care to give the names, | am sure that | 
the Inspector-General of Banks would be glad to investigate those particular | 
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id MINUTES OF PROCEEDINGS 


WEDNESDAY, May 3, 1939. 


The Standing Committee on Banking and Commerce met at 11 o’clock a.m., 
_ the Chairman, Mr. Moore, presiding. 


Q Members present: Messrs. Clark (York-Sunbury), Deachman, Dubuc, 
Fontaine, Hill, Howard, Jaques, Lacroix (Beauce), Landeryou, Lawson, McGeer, 
Martin, Moore, Ross (St. Paul’s), Taylor (Nanavmo), Tucker, Vien—17. 


In attendance: Mr. Graham Ford Towers, Governor of the Bank of Canada. 


So, KP ee 


Examination of Mr. Towers was continued. 
Ordered,—That the following correction be made in the evidence, V1Z:— 


Page 205, in the statement entitled “ Volume of Canadian Money 1867- 
1938,” for the heading “ Dominion Bank of Commerce Notes ” over columns 4, 
5 and 6, substitute “Dominion or Bank of Canada Notes.” 


With the consent of the Committee, Mr. McGeer submitted questions to be 
incorporated in this day’s record and answered by Mr. Towers, on a future date. 


At 1.20 p.m., the Committee adjourned until 3.15 p.m. 


AFTERNOON SITTING 


The Committee resumed at 3.15 p.m. 


Members present: Messrs. Bercovitch, Cleaver, Dubuc, Howard, Jaques, 
Lacroix (Beauce), Landeryou, Lawson, Macdonald (Brantford City), McGeer, 
Martin, Mayhew, Moore, Plaxton, Ross (St. Paul’s), Taylor (Nanaimo), 
Tucker, Vien—18. 


Examination of Mr. Towers continued. 


: Ordered,—That the Bank of Canada Act and sections 59, 60, 61 and 125 
of the Bank Act be printed in appendix to this day’s proceedings. 
At 6 o’clock the Committee adjourned until to-morrow, May 4, at 11.00 


 o’clock, a.m. 
: R. ARSENAULT, 
Clerk of the Committee. 
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MINUTES OF EVIDENCE 


Housr or Commons, Room 277, 
May 3, 1939. 


The Standing Committee on Banking and Commerce met at 11 o’clock a.m. 
The chairman, Mr. W. H. Moore, presided. 


The CHAIRMAN: We are ready to proceed. Mr. Towers is with us again 
this morning and Mr. Landeryou will continue his examination. 


In Attendance: GraHam Forp TOWERS, 
Governor of Bank of Canada. 


By Mr. Landeryou: 

_ Mr. Towers, there is a question or two in reference to Canada’s debt 
which I would like to ask you. Would you agree that a plan could be devised 
wherein we could pay Canada’s national debt off in a period of fifty years?— 
A. That question, I think, was raised on the occasion of the last meeting, and 


- I did not explain then that I could not be sufficiently optimistic as to visualize 


the conditions of tremendous expansion in private capital development or the 
tremendous total of production which would allow a shift of that kind to take 
place in such a period of time. 

Q. You stated that the debts of the people were their assets—A. I stated 
that the debt of the country was largely owing to its own citizens, yes. 

Q. That is outside of bonds sold outside of the country?—A. Yes. 

Q. Now, are those assets in the form of roads, buildings, national develop- 
ment—are they still worth the value as represented by the debts?—A. That is 


impossible to say; probably not. 


Q. That is the point I would hke to develop. For instance, the city of 
Ottawa borrowed money to build a city hall; it was burned down and they are 
still paying the interest on the debt; and occurrences of that nature have taken 
place throughout Canada. In the province of Alberta they have spent over 
$70,000,000 on highways and they have very little left to show in the form of an 
asset for the highways. And in connection with the tremendous sums that 
were expended on the war there is no asset to represent that to-day—A. Yes, 
of course, as we stated— 

The CyHairMAN: Oh, yes, certainly— 

Mr. Towers: —as we stated in an earlier memorandum, the real sacrifice 
occurs at the time the money is borrowed. I will not try to go into details of 
that extemporaneously because they were covered as completely as we could 
cover them in that memorandum. 


By Mr. Landeryou: | 

- Q. One more question and I will leave this question of debt. If we were 
to proceed to tax the people sufficient to retire this debt would it not disrupt our 
economic system so as to make it practically impossible?—A. Under conditions 
such as they are at the present time or even on the basis of any reasonable 
degree of improvement such as one could visualize it would be an unnecessary 
and useless disruption, yes. 

The CHarrmMan: Mr. Landeryou, may I suggest that as far as possible 
you avoid a repetition of questions that were asked at the last meeting? 
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Mr. Lanperyou: Yes. I am going to ask Mr. Towers if he agrees that 
it should be physically possible to do that which is financially possible. 


By Mr. Landeryou: 


Q. Do you accept that?——-A. I place the greatest importance on the physical 


possibility. , 


Q. Well, do you think it is possible to develop physically without having it 
represented in terms of an equivalent amount in money? In other words, if you — 


cannot develop without a money system’?’—A. Thinking of the physical end of 
it, I assume that when capital development is taking place, whether private 
in the form of new factories or public in the form of roads or buildings that 
involves the people of the country abstaining from consumption to a certain 
extent so that the time and labour can be used on the capital development. 
Instead of many individuals across the country contributing through abstinence 
so to speak, in the form of a brick here and a stone there the thing operates 
through the monetary system. They spend on consumption something less than 
their income, which means that they actually use in consumption goods some- 
thing less than they could and convey the results of that abstinence to someone 
else (including governments) who has capital development which he may 
wish to undertake. The monetary end is simply a mechanism by which one can 
accomplish that kind of thing as efficiently as possible. 

Q. Now, would you agree with this statement that appears in the evidence 
before the Banking and Commerce committee of the senate, “the difference 
between actual production and possible production represents a cost to the 
people of the United States of maintaining present financial institutions.”—A. I 
think the statement is meaningless. 

Q. You think the statement is meaningless. You think the real reason 
for the lack of production, for the fact that our factories are working only 
part time and not producing to the utmost of their capacity is not due to a flaw 
in our money system?—A. No, I think it is due to a flaw, although in many 
cases an unavoidable one, in our system of production—in the character of our 
production, I should say. 

Q. Coming back to that statement which is often made that that which 
is physically possible should be made financially possible, we have in the 
province of Alberta 14 per cent of the entire coal product of the world—that is 
an estimate—and we also produce vast quantities of agricultural products, 
cereals, meats of all kinds, and in Ontario and Quebec they have many things 
there that are natural to the production of Ontario and Quebee but cannot 
be produced in the province of Alberta. Now, we have unemployed coal miners 
by the score or hundreds in the province of Alberta; many of them are employed 
working only part time. They are not receiving sufficient. meat for their families, 
they are not receiving sufficient milk and cereals for their families, they are 
not adequately housed; at the same time the farmer and the lumberman have 
not sufficient coal. In other words, the position is like this: the average farmer 
and the average citizen in Ontario and Quebec is counting every piece of coal 
that he puts into his stove and the lumberman is counting every drop of milk 
that ‘he puts into the baby’s milk bottle. Now, we believe it is physically 
possible to provide these people with the goods that are naturally produced 
in the Dominion of Canada, but these people who are in need are unable 


financially to claim those goods; in other words, we have no effective demand, © 


which naturally leads us to the conclusion that there is a shortage of purchasing 

power in the hands of the vast majority of the people of Canada, and we say 

that before that which is physically possible can be made financially possible 

that purchasing power must be increased. Do you admit there is a lack of 

purchasing among the vast number of consumers in this country?—A. To the 

extent that your question is similar to the one which Mr. Tucker asked the 
[Mr. Graham Ford Towers.] ; 
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other day and to which I replied at the last meeting, I do not think I can 
f extend the answer that I gave. His question related to the problem of 
unemployed factors of production. I gave the best. answer I could in that 
respect. To the extent, however, that your question comes into the field of 
social credit theory, I do not think I can do anything more than refer to the 
very careful examinations which were made in one case by the Australian royal 
commission on banking and currency and in the second case by the Irish com- 
mission. Both commissions devoted a great deal of time and thought to the 
matter. Their reports are available. I have them here. I could not do any 
better job than they did. They expressed the belief in both cases that the 
underlying theory of lack of consumption power of a character which could be 
remedied by social credit measures was not in accordance with facts. 

Q. Now, I am not agreeing with that, statement nor am I accepting the 

idea that this is simply a social credit theory. I was speaking in the house 
some time back and I suggested that not only our party but all parties in the 

house agreed that there was a lack of purchasing power.—A. Well, that is why 
‘I make those two points. There may be a lack of purchasing power due to 
ineffective use of one’s domestic resources. To the extent that that is the 
question that is being raised I have replied in the only way I can in response 
to Mr. Tucker’s questions. 

Q. All I wanted to know from you, Mr. Towers, was the simple answer 
to the question in this way: do you admit that, there is a lack of effective 
demand or a lack of purchasing power in the hands of a large number of 
consumers? 

The CuarrmMan: Has not the governor just answered the question? 

Mr. LANpERvou: He answered it by suggesting that that involved a dis- 
cussion and a study of social credit as expounded by various people throughout 
the world. 

Mr. Towers: Or that it involved considerations such as those which were 
raised by Mr. Tucker. 


_ By Mr. Landeryou: 

Q. I will proceed on the assumption that you do agree that there is a 
lack of purchasing power in the hands of many of the consumers in this country. 
—A. I put it on two sides—a lack of ability to produce the things which are 
wanted, which naturally carries with it a lack of purchasing power. 

Q. Now, as to the ability to produce, you know, for instance— —A. Produce 

the things which are wanted. 

Q. Produce the things which are wanted. There is this situation and it has 
often puzzled me. We have in eastern Canada factories that are capable of 
producing large quantities of agricultural machinery. Not only are they at 
the moment well able to provide for the needs of Canadian agriculture but 
they are able to construct farm machinery for export. Those factories are 
only working part time. There are thousands unemployed in Ontario, Many 
of them are willing to go into those factories to produce machinery, and at 
the same time there are thousands and thousands of farmers in western Canada 
who require new machinery. The machinery is practically worn out after 
seven years of depression. Many replacements are necessary. The farmers 
are unable to provide sufficient purchasing power to purchase the machinery 
if it was manufactured in eastern Canada. 

The Cuamman: Mr. Landeryou, may I ask a question? 

Mr. LAaNpEerRyou: Yes. | 

The CHarrman: Are they not unable to buy machinery really because they 
are unable to sell the products of the machinery—of their wheat, if you want 
to be specific—at a price which will enable them to buy not only agricultural 
machinery but other goods which they require? 
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Mr. LANpERyovu: Well, that may be one of the reasons. 
The CHAIRMAN: Is that not the basic reason? 
~ Mr. Lanperyou: I would not say that. . 

The CuHatrmMan: Until you remedy that reason and they can sell their — 
product at a profit, at a price which will yield cost and then something over to 
go on with capital equipment — | 

Mr. Lanperyovu: That is true. 

Mr. DracHmMANn: They must produce and market. 

The CHARMAN: They must produce and market something, as the 
governor says, that the people demand. 

Mr. DracHMAN: Quite. 

Mr. Lanperyovu: That is true. Unless there are people in western Canada 
who have the money to buy the machinery they will not be able to sell it in 
eastern Canada. 

The CHairMAN: Therefore, they have got to get the money out of their 
product. 

Mr. Lanperyovu: The situation works out also this way: those who are 
normally unemployed live on $6.47 a month. ! 

The Cuairman: Terrible, terrible. 

Mr. Lanpreryou: Terrible. That is for food, clothing and shelter. 

The CHAIRMAN: Terrible. 

Mr. LanpEeryou: How are these people who want to manufacture machinery 
for western Canada ever going to get the purchasing power to buy western 
Canada’s product? That is the position. It works both ways. It amounts 
to simply this, that both east and west are short of the necessary purchasing 
power to transport goods one to the other. 

The CuHairMAN: Surely we cannot consume all of the wheat you produce 
in the first place, and in the second place we cannot buy your coal because 
of the cost of transportation. | 

Mr. Lanperyou: That enters into the same question. Why is it not 
physically possible to do that which is financially possible. We have the 
railroads. It is physically possible to mine the coal; it is physically possible 
to transport the material; but it is financially impossible to purchase the coal. 

The Cuairman: The only reason I interjected that question was that I 
understood at the last meeting you were on the verge of giving us your. ideas 
_as to an alternative scheme. | 

Mr. Lanperyou: That is what I am leading up to. 

The Cuatrman: I thought you had built up to that, and I was quite ready 
to hear you today. Then you began by repeating some of the questions that 
you asked yesterday. I would suggest—of course it is-up to you—that you 
proceed with your alternative scheme. We are anxious to hear it. 

Mr. Lanperyou: I am building up to that. One of the principles that 
our oe stands for is the necessity of increasing the purchasing power of the 
people. , 

The CuarrMan: Suppose you explain it. We will accept the idea that 
you have built up to it. 

Mr. Lanperyou: No. That is all very well, Mr. Chairman, to say that, 
but Mr. Towers does not necessarily agree that the people need increased 
purchasing power in the form of money. . 

The Cuatmrman: Mr. Landeryou, if you read the record you will find that 
at 15 minutes to 1 yesterday morning you said that you were on the verge, and 
you hoped to give your scheme before 1 o’clock. Now, surely we are ready 


for it. 
[Mr. Graham Ford Towers.] 
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Mr. Lanperyovu: That is just what I am hoping to do. I am trying to 
establish my basis now. 
The CuatrMANn: Proceed. | 
Mr. Lanperyou: At the World Conference on Agriculture held at St. 
Andrews, Scotland, in 1985 there were representatives to that conference from 
every country in the world. Representatives were sent even from Canada, from 
universities, from the departments of agriculture from the various countries 
of the world. Now, after deliberating for some time they came to the con- 
clusion that there was a surplus the world over—they contended there was a 
surplus of wheat in the Argentine and in Canada and in other countries of 
the world. In the United States there was a surplus of pigs; in fact they 
slaughtered 6,000,000 pigs. They were plowing down their corn and plowing 
down their cotton and paying people not to raise wheat; and in New Zealand 
the Minister of Finance stated that they had doubled, trebled and quadrupled 
their fruit production, dried fruits, dairy products, hides and wools for export 
and they found the markets blocked up by quotas and restrictions; and in 
England they could only sell rhubarb if it was of a particular shade of pink. 
The world over there was a surplus of commodities. | 


Mr. Towers: No, excuse me; there was a surplus of commodities in certain 


producing countries and a deliberate shortage in certain other countries where 
they forced their people to curtail their consumption for specific reasons. 


By Mr. Landeryou: 

Q. There was. They recognized there was a surplus, and the reason why 
they could not sell them was that there was a surplus in those countries I 
have mentioned?—A. Yes. 

Q. We do know, as far as manufacturing is concerned, that Japan 1s trying 
to expand her markets; Germany is trying to expand her markets for secondary 
products and so is England and the other great industrial nations of the world 
like the United States and France. Now, they suggested that we increase the 
purchasing power of the world— 


The CuarrMAN: Who suggested it? 


Mr. Lanperyou: The World Conference, the Agricultural Congress, im 
their conclusions. They brought down these three suggestions: that you increase 
the real purchasing power of the masses, secondly that you decrease costs; 
and thirdly that you implement social measures. 

The CHarrman: Have you got a copy of the conference report? 

Mr. Lanperyou: I have not got a copy of it here just now. 

The CuarrMan: I have sent for one. I would like to know where that 
statement was made. 

Mr. Lanperyou: I can get it for you. 

The Cuamrman: As I understand it, Mr. Landeryou, the conference did 
not, as a conference, pass any resolution. 

Mr. Lanperyou: Yes. Well, I can get it for you. : 

The CuatrMan: As I understand it, the conference did not as a conference 
pass any resolutions. 

Mr. LANperyov: I did not say they passed a resolution; I say they brought 
that down as a suggestion. 

The CHAIRMAN: Some person at the conference may have brought it down. 

Mr. Lanperyou: That is not what it said. 

The CuarrMan: We will have a copy of it here in a few minutes. 


252 STANDING COMMITTEE © 


By Mr. Landeryou: | 7 
Q. It is not a fact that we are unable to produce goods and that people 


have not goods, it is simply that our financial system in its operations has — 
prevented people from securing the purchasing power to lay claim on these 
goods.—A. That is a social credit theory which I think is effectively denied — 


in the two royal commission reports I mentioned. 

Q. It is not denied by facts.—A. I think it is. 

Q. The facts are that we are capable of producing goods.—A. I think the > 
facts are not in accordance with what you suggest, and I would think that 
in those circumstances, in view of the very careful study made by the two 
commissions I mention, in view of the coherent way in which they deny the 
suggestions, which are implicit in social credit theory, the thing for someone 
to do would be to write an equally effective denial of the reports of those 
commissions. That seems to me to be the first task before people who are 
interested in social credit, and yet is a task which so far as I know has never 
been performed. 

Q. You keep referring to social credit, whereas I have not any more than 
advanced the idea that we must increase the purchasing power of the people-— 
A. Yes, because I think you have said that the financial system is what destroys 
their purchasing power, and that is the basis of social credit theory. 

Q. I shall read the statements of many men in that respect to show you 
that there are others not social creditors who contend as I do. 


The Cuatrman: Mr. Landeryou, before proceeding, I have now a copy of 
the conference report and I wonder if you would give us the citation. 


Mr. Lanperyou: It was in the synopsis. 
The CHarrMaANn: These are the reports of the conference. 


Mr. Lanperyovu: I know, but it was in the synopsis. It was put out in their 
economic analysis. I could not find it in here without going through the whole 
book. : 


The CuHairMan: I would say that the conference as a conference did not 
pass any resolution. Surely it is very easy to turn to the reference and show 
where the resolutions are, if you have read the book. | 

Mr. Lanpreryou: I will put it this way: The conference itself—and I never 
suggested that the conference itself passed any resolutions— 


The CuairMan: Or made any suggestions. 


Mr. Lanperyovu: I said they made suggestions and the suggestions were 
contained in a synopsis of the report which I have not got with me. What I 
have is page 495 of the International Conference of Agricultural Economists, 
and it was from a synopsis of this whole report that I read the suggestions made. 
Now, whether they were made by the whole assembly or not can be questioned, 
but it was made by the members. 

The CHatrMAN: By what members? 

Mr. Lanperyou: In that statement. 

The CHarirRMAN: By what members? 

Mr. Lanperyou: I have not the evidence before me. I will not proceed 
any further because I have not the synopsis of the report; I have only the report 
before me. I shall have to bring the synopsis, and I shall bring that for the 
next meeting of the committee. 

Now, Henry Ford said:— 

The function of money is not to make money but to move goods: 
Money is only one part of our transportation system. It moves goods 
from man to man. A dollar bill is like a postage stamp; it is no good 
unless it will move commodities between persons. If a postage stamp 
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| will not carry a letter, or money will not move goods, it is just the same 
as an engine that will not run. Someone will have to get out and fix it. 
Now, our money system is not operating effectively in the transportation of 
- goods and services?—A. Why? 

: Q. Simply because the people have not got the money.—A. I think they 
have not got enough ability to produce and sell goods, the accent being on the 
“sell,” of course. 

Q. Under the easy money policy being pursued now by the present adminis- 
tration we find that there has been a substantial reduction in loans to industry. 
- To-day our factories in Canada are capable of producing more machinery of 
_ various kinds, more shoes, more clothing, but I would ask this question, how 
- can they sell these goods unless the people have the money to buy them?— 
_ A. Unless the people have other goods to offer in exchange. That would be a 
better way of putting it. What is physically and economically possible is 
financially possible. I turn around what you say. 

Q. You claim it is goods that pay for goods.—A. Yes. 

Q. And money will not pay for goods?—A. Quite. 

Hon. Mr. Lawson: Goods or services. 


By Mr. Landeryou: 
h Q. We have plenty of idle services in this country —A. Well, of course, if 
one goes too far it will be a case of taking in each other’s washing. In other 
- words, man cannot live by services alone. They are a useful accompaniment to 
the production of goods. 


By Mr. Taylor: 
; Q. Can we not subsist to-day by taking in each other’s washing, to a large 
~ extent?—A. If it were only washing, I would say “No.” That is why I say we 
~ eannot live by services alone. 


By Mr. Landeryou: 
Q. Then you suggest the only way to increase the purchasing power of the 
people is to produce more goods and be able to sell them?—A. Yes. 

Q. What is the use of increasing production when you cannot sell what you 
have already produced?—A. There we come to the crux of the matter, and any 
consideration of the events of the last ten, twenty or fifty years will, I think, 
show the character of the problem. Surely it was the case that from 1840 to 
1914, and then with certain disturbances on pretty well to 1928, the world was 

being built up for the interchange of goods; that, in the first instance, the United 

~ States and Canada and various other countries were developing for an inter- 
change of goods with the countries of the old world; that the character of 
production in Canada was based on that demand from other countries. Now, 
within the last ten years those customers of ours who had been accustomed to 
taking certain goods from us and giving us certain things in exchange have in 
various cases decided that whatever it might cost them in the form of a decline 
in their internal standard of living they were not going to buy any more, 
certainly not to the same extent as before; they were going to wreck the 
machine, and that is what has happened. Now, our problem is this: Can we 
turn to other forms of production which will be used at home? If we are forced 
to, over a period of years, I assume we must do that; but undoubtedly we would 
be producing goods which we cannot produce so well or so economically as the 
other things which we had been accustomed to produce. In other words, that 
transfer of vocations would involve a material decline in the standard of living. 
If the world remains a nationalistic world forever, I suppose that will be forced 
upon us. But it is a change which one does not make except as a result of 
force majeure. 
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The CHAIRMAN: May I supplement what.the governor has said by a citation 
from the proceedings of the International Conference of Agricultural Economists. — 
Mr. Cairns who was the director of the wheat advisory committee, London, — 
stated :— 4 
In our next review of the world wheat situation we shall reinforce . 
the argument of our September, 1935, review, that despite the superficial — 
signs to the contrary the world is moving into and not out of a wheat ~ 
crisis. Obviously every possible effort should be made to increase : 
consumption, but in the absence of international co-operation designed 
equitably to share the task of adjusting production and export to 
effective demand, extremely low prices and much needless distress must, 
given average yields, be the lot of wheat farmers in surplus-producing ~ 
countries. 


He goes on to state rather significantly :— 


Ten million Frenchmen and a large proportion of the population of — 
the continent of Europe depend directly or indirectly on wheat-growing — 
for their principal means of livelihood. No amount of argument about — 
the mutual advantages of free trade, or about anything else, will induce 
these people to give up growing “ high-cost’? wheat in order to make 
room for “ low-cost’ wheat from overseas countries. 


It seems to me that that is the situation you have to deal with and show us how 
it is to be corrected by financial means. 


Mr. Tucker: That is the point I should like Mr. Towers to deal with. 
You put all the emphasis on the failure of international trade. I think what 
has happened in the United States indicates that there is another major trend 
to-day with which you have not dealt and with which I think you will have to 
deal; that is, by virtue of the existence of trusts and combines the benefit of — 
technological improvement has not been passed on to the consumer in reduced — 
prices, and profits have been built up in vast undistributed reserves which are 
represented in the price but are not there to purchase goods, and that the only 
way the thing can be adjusted is by continual bankruptcies, and so on. Or, in 
other words, it seems to me that one of the reasons for the apparent lack of 
purchasing power has been the concentration of that purchasing power through 
the very thing I have mentioned in the hands of a few people in dead reserves, 
and so on, which to-day are not finding investments in any way, shape or form 
because of the lack of capital goods development or the investment in buildings, 
and so on. There is no doubt that millions in this country and billions in the 
United States have gone into frozen lack of purchasing power and that unless 
we find some way to deal with that situation you will ultimately have a collapse 
of hea That is my opinion, and it seems to me that economists like 
yourself— 


—— a 


Mr. Towers: Excuse me, Mr. Tucker, I am not an economist. 


Mr. Tucker: At any rate, bankers like yourself should be ready to give 
advice in dealing with that situation as well as putting the emphasis on inter- 
national trade. If you feel like it I should like you to give expression in a short 
statement, sometime before this committee ends, to that problem, because it 
has always occurred to me that the social credit idea was based upon the idea of 
absolute lack of purchasing power, whereas, as a matter of fact, it is based upon 
the mal-distribution of purchasing power. 

Mr. Towers: Mr. Tucker, if Mr. Landeryou will permit, I can answer that 
right away. 

[Mr. Graham Ford Towers.] 
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By Mr. Landeryou:. 7 

; Q. There is a surplus of wheat in Alberta and there is a surplus of fruit 
_ in the fruit-growing areas of B.C., not more than 300 or 400 miles from the prov- 
ince of Alberta. I have talked to these fruit growers and asked them this 
question: “Where do you market your fruit?) The answer has been that they 
ship some to Australia and make a small profit. Sometimes the answer is, “I 
ship some of it, car-load lots, to the city of Calgary, and have to pay more for 
freight than I receive from the fruit.” There is a surplus of fruit in that area, 
- there is a surplus of wheat and there is a surplus of coal. The farmers have not 
the fruit nor the coal they require, and the coal miners have not the farmers’ 
_ products. The fruit-grower has not all the products he would like to have from 
- the farm or from the coal mines. You have suggested that until the people 
" can sell wheat— —A. It is fruit we are talking about. 

| Q. Fruit, coal and wheat——A. But, first of all, fruit and coal, and as I 
understand it the farmers in Alberta had an excess quantity of fruit. 

Q. No, the farmers of Alberta had an excess quantity of wheat——A. Where 

- was the excess fruit? 

* Q. In British Columbia just about three or four hundred miles away.— 
A. Well, if the fruit-grower had excess fruit and wanted coal, and, if the coal 
miners had excess coal and wanted fruit, it shows a singular lack of initiative 
that that trade has not developed. 

Q. They are unable to get the purchasing power.—A. They want first of all 
to exchange the fruit for the coal. 

Q. That is what they want—A. Why do they not do 1t? 

Q. They have the railroad system but they cannot pay the rates.—A. In 
other words, it is economically impossible. . 

Q. Because the people have not the purchasing power.—A. Well, they have 
the purchasing power, because they have fruit and coal. 

Q. In other words, it is possible?—A. On the basis of your assumption. 

Q. Here is the basis of my assumption. There is a surplus of wheat in the 
hands of the farmers, there is a surplus of poultry and eggs, there is a surplus of 
labour and coal and there is a surplus of fruit. The job is to transport the 
fruit to the farmer and to the coal miner and the coal to the farmer and to the 
fruit grower, as well as to transport the farmers’ products to both the coal 
miner and to the fruit grower. You suggest that there must be something wrong 
with their initiative?—A. On the basis of that earlier outline of yours. 

Q. They cannot secure each others products without having the money to 
buy them?—A. Excuse me; I think that the interchange of products is all that 
is required. But I thought you were then going to point out a flaw, that you 
were going to say that so far as fruit growers are concerned they can get their 
coal more cheaply at home, perhaps. 

Q. They can get their coal more cheaply at home but they are unable to pay 
for it.—A. And therefore they could not buy Alberta coal because they can get 
coal more cheaply nearby. 

Q. I am suggesting that they have not the money to buy it. The farmers 
themselves have an abundance of agricultural products, but the coal miner is 
living on $6.45 a month; he is denied clothing and shelter, he cannot buy all 
the milk that is necessary for his children and he cannot buy all the meat 
that is necessary for his family because he has not the money with which to 
buy those things. The farmer has overhead, he has taxes to pay which he 
cannot pay in wheat.—A. In actual fact he pays in wheat. 


Mr. Dracuman: Is it not true that the fruit growers of the Okanagan Valley 
get coal from some place? 


Mr. LANperyou: In other words, you are saying that there is no market 
amongst fruit growers for Alberta coal? 
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Mr. DreacHMaNn: They get coal of some kind from some place, but you, 
with a natural prejudice, want them to take it from Alberta. bs 

Mr. LanpEeryou: Let us confine it to the farmers of Alberta and Saskat- — 
chewan. These farmers are surrounded by coal-mining areas and yet they have > : 
not sufficient money with which to buy coal. bs 

Mr. DracHmMan: They have not a sufficient market for their products — 
at a reasonable price to enable them to get their coal. 

Mr. Lanpgeryou: That is the point I am trying to bring out. 

The CHarrMan: It is out. 

Mr. Lanpreryou: We cannot export our wheat to the markets of the world — 
without transferring from one section of society to the other section those 
goods which we have in abundance. In other words, unless we can feed the 
world we cannot feed ourselves. | 

Hon. Mr. Lawson: If what Mr. Landeryou says is correct that because 
the wheat grower cannot sell his wheat abroad therefore he cannot get the 
things he wants to consume, would Mr. Landeryou be good enough to point out 
to the committee now, while we have it in our minds, where social credit would 
meet that situation? 

Mr. Lanperyou: Social credit would meet that situation by a direct issue 
of purchasing power either through price discount or through a dividend to the 
consumer. 

Hon. Mr. Lawson: But you have still got wheat because you cannot 
consume it. 

Mr. Lanpreryou: Yes. 

Hon. Mr. Lawson: The farmers still have the wheat. Your suggestion is 
that you give them purchasing power by issuing to them script or money, I 
do not care which, for which they give nothing? 

Mr. eee Yes. | 

Hon. Mr. Lawson: So you are making them a present of money or script 
or something with which they can buy the things they want? 

Mr. Lanperyou: That is right. 

Hon. Mr. Lawson: How long do you think the country could continue to 
be a Santa Claus to the wheat growers of Alberta who cannot sell their wheat 
by just giving some unlimited quantity of money which the rest of the country 
produced by goods and services? It is not suggested seriously, is it— 

Mr. Lanperyou: Are you serious? 

Hon. Mr. Lawson: I am terribly serious. 

Mr. Lanppryovu: Do not confine it to the province of Alberta alone, because 
we are speaking as a government. This is a federal government. 

Hon. Mr. Lawson: Do not get away from your promises, wheat growers 
who cannot sell wheat. I do not care whether they are in Alberta or where 
they are. 

Mr. LANpreRyou: I just took wheat as one illustration. 

Hon. Mr. Lawson: Take any commodity you like which they cannot sell 
anywhere. That was your promise. 

Mr. Lanperyou: Now then, I shall just show you the position of Alberta 
in relation to Ontario. Will you agree with me that there are many people in 
Ontario who would like to have more coal? 

Hon. Mr. Lawson: No; I want to stick with wheat. 

Mr. Lanperyou: I am going to stick to wheat. 

Mr. JAQues: You cannot stick to one commodity. 

[Mr. Graham Ford Towers.] 
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Mr. LAanpEryovu: If I am not going to be allowed to explain how this in- 
creased purchasing power would operate by citing an example that I see fit to 
use, then there is very little good in attempting to answer the question. 


Hon. Mr. Lawson: I took you on your own premise. You started out with 
the premise that wheat growers produce wheat and cannot sell either in Canada 
or in any other place in the world. If you agree your premise is bad, let us start 
_ with another one. 

: Mr. Jaques: Mr. Chairman, I am not aware that this committee is for the 
_ purpose of examining Social Credit; I thought it was for the purpose of examin- 
_ ing the existing financial system. 

¥ Mr. DracHMAN: You are offering another system. 


F The CHAIRMAN: Quite right; but Mr. Landeryou said yesterday, and I 
_ think you will find it in the record, that he would give us his idea or his seheme 
_ or whatever it is for a financial set-up to correct the present disabilities, economic 
_and otherwise. That is what we have been looking forward to. 


Mr. McGeer: Don’t you think if we are going to go into phases of that kind, 
- it would be well for us to get through with Mr. Towers, get all the facts that are 
_ pertinent to this inquiry on the record? 


The CuHarrMAN: Mr. Landeryou said he would give it in fifteen minutes. 
| Mr. DracHMAN: We want Mr. Landeryou’s idea of this type of money that 
_ will save this situation. 
; Mr. McGeer: I am suggesting that we get a complete record from Mr. 
_ Towers. 

The CuarrMAN: Mr. Landeryou said his statement has. been made for the 
purpose of building up to a statement that he proposes to make as to a substitute 
scheme. If it is the wish of the committee that we should proceed with Mr. 
- Landeryou, all right; if not, we can take up another phase. 


j Hon. Mr. Lawson: I apologize for taking up time. 
The CuHarrMAN: You are not taking up time. 


Hon. Mr. Lawson: I have been here 51 minutes. We have a witness before 
_ the committee. Out of the 51 minutes I will guarantee his answers have taken 
_ only 5. In the meantime, I was asking a question of the honourable member who 

was making a statement. I do not want this statement to go on the record and 
- be accepted until I can see through it. 


| Mr. Tucker: Mr. Chairman, Mr. Mayhew made a suggestion that I think 
is quite a good one, and that is after we get through with Mr. Towers, if we have 
_ time, we could let anyone who has answers to make to make them. Mr. Towers 
_ has said things in his replies that I am not quite satisfied with and which in my 
_ humble judgment do not give the whole picture. I am quite sure the same is 
_ very likely true of Mr. McGeer, and I am sure that the same would be true, 
_ probably of Mr. Landeryou. Any one of us might want to make a statement 
in reply to these statements put on the record, and as far as I am concerned, and 
I am sure the same would be true of Mr. Landeryou, if statements were made 
like that we should be subject to questioning as is now being attempted with Mr. 
_ Landeryou; but as Mr. McGeer says we should preserve some sort of order in 
the proceedings. The examiner can not be a witness one minute and an examiner 
the next, and so on; it does not seem logical. 
The CHarRMAN: Mr. Landeryou offered to explain his system. 
Mr. Towers: If I may interrupt here, Mr. Chairman, Mr. Tucker said he 
felt that answers to various parts of his questions did not state the whole story. 
I am sure that—at least I hope—he has not got the idea that we did not teil the 
_ whole story to the best of our ability, as we know it. 


—_e 
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Mr. Tucker: I grant that. In other words, you have certain points of view — 
in regard to this matter. For example, when I tried to point out a moment ago — 
you laid the whole emphasis in regard to the present state of affairs upon na- — 


tional trade, I said I thought that was only one factor in the situation. 


Mr. Towers: I did in my reply yesterday: say that it is necessary to lay 
heavy emphasis on international trade, as we obviously must in Canada; but I 
certainly did not say that was the whole story. Perhaps a re-reading of that — 


reply of yesterday when the evidence is printed will show that up. 

Mr. Tucker: Yes. What I meant to say was this: I am thinking of your 
attitude, for example, on the suggestion which I made. You said that the 
suggestion I had made would be an unfair tax on the banks. 

Mr. Towers: No, on the public. _ i 

Mr. Tucker: Unfair on the banks and on the public. 

Mr. Towers: It would result in that because it would be passed on to them. 

Mr. McGerr: I think we can all accept this statement, that whatever Mr. 
Towers has presented, he has done so from the honest viewpoint of himself as 
governor of the bank. 

Mr. Tucker: We do not necessarily agree. 

Mr. Towers: That is a different matter. 

The Cuamman: Are you really getting into disorder by not continuing 
until Mr. Landeryou has finished? Then Mr. Landeryou should be allowed to 
complete his statement. 

Mr. Lanpseryov: I will confine myself to a few questions directly to the 
witness. I myself believe that the present financial system is responsible for 
the economic distress that is prevalent in the country today. In fact it is respon- 
sible for unemployment and for the unstable price level and for the unstable 
money medium that we are using today, as I see it. But I am going to ask 
this question of Mr. Towers. 


By Mr. Landeryou: 


~Q. Do you think that it would be possible for the government to issue 
$600,000,000 to retire any portion of Canada’s national debt that fell due?— 
A. $600,000,000 in cash? 

~ Q. Yes——A. That question has come up earlier in the proceedings, and I 
should like to-day to have the answer—I cannot find it now, but when I can 
locate that question and the answer I should like to refer to it. 

Q. Well, there has been a lot of objection to government issuing money; 
there has been a lot of objection raised to governments tinkering with the 
money system, as they call it, and I should like to put on record a statement 
made by. Thomas Edison in respect to this, and then ask Mr. Towers some 
questions in regard to it. This is the quotation:— 

Thomas Edison said: “The only dynamite that works in this country 
is the dynamite of a sound idea. I think we are getting a sound idea on 
the money question. The people have an instinct which tells them that 
something is wrong and that the wrong somehow centres in money. 

Don’t allow them to confuse you with the cry of “paper money”. 
The danger of paper money is precisely the danger of gold—if you get 
too much it is no good. There is just one rule for money and that is to 
have enough to carry all the legitimate trade that is waiting to move. 
Too little and too much are both bad. But enough to move trade, enough 
to prevent stagnation on the one hand, not enough to permit speculation 
on the other hand, is the proper ratio. 

If our nation can issue a dollar bond it can issue a dollar bill. 
The element that makes the bond good makes the bill good also. The 

[Mr. Graham Ford Towers.] 
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difference between the bond and the bill is that the bond lets money 
brokers collect twice the amount of the bond and an additional 20 per 
cent interest, whereas the currency pays nobody but those who contribute 
directly in some useful way. 

It is absurd to say that our country can issue $30,000,000 in bonds 
and not $30,000,000 in currency. Both are promises to pay; but one 
promise fattens the usurer and the other helps the people. 

It is the people who constitute the basis of government credit. Why 
then cannot the people have the benefit of their own gilt-edged credit 
by receiving non-interest-bearing currency, instead of bankers receiving 
the benefit of the people’s credit in interest-bearing bonds? If the 
United States government will adopt this policy of increasing its national 
wealth without contributing to the interest collector—for the whole 
national debt is made up of interest charges—then you will see and hear 
of progress and prosperity in this country such as could never have 
come otherwise.” 


f Now, that is very similar to the money policy that was enunciated by 
President Lincoln of the: United States—A. President Lincoln? 

Q. President Lincoln of the United States. Very similar. He said that the 
government should issue all money and control the issue of all credit. Now, do 
) you believe that a sound system can be developed wherein the State issues all 
“money and credit rather than borrowing it from private individuals through the 
banking system?—A. Well, first of all with reference to Mr. Edison’s remarks on 
which I think you wanted me to comment, let me say in the earlier portion of 
‘these remarks where he said that care would have to be exercised not to have too 
much money, or too little, he intimated that it was not wealth in itself and there- 
fore that it had to be adjusted in accordance with the needs of trade. All right. 
‘I think that was a perfectly correct statement. He then went on to suggest that 
‘there was no reason why the government should not issue money instead of 
borrowing by means of bonds. Well, now, I think that he contradicts himself 
there, unless he assumes that the amount of money issued would be relatively 
‘small. Having once said that the money should not be issued in too large a 
volume, he can hardly contemplate an issue of money say fifteen times the 
“amount then in existence, or whatever the multiple would be if bonds had been 
replaced by money. Perhaps he could have gained his object just as well if he 
had suggested that no interest should be paid on bonds. But then I do admit 
it would be possible in that case that if no interest was being paid people would 
try in some form or another to use bonds as money. In: fact he could also have 
got the results he wanted in the form of lower costs to government, if that was 
any benefit to the country, by suggesting simply that all the interest paid on 
government bonds should be taxed back from the holders. He would probably 
have seen the flaw in that, though, because he would then have said to himself, 
well, if we take back in taxes all the interest paid on government bonds, why do 
not we take all the dividends, all the interest on corporate bonds, every form of 
. income of that kind? Then he would have had one final step, the step which I 
suppose Mr. Edison would have hesitated to take. He would have said, that 
 ealls for communistic form of society. 

Now, if you want that, that is the way to get it. If you do not want any 
private wealth, that is the way to achieve your object. 
3 Q. You are suggesting that if the government were to issue money to pay 
off the bonds as they fall due, that it would result in communism?—A. I would 
say this, that it would result in chaos. 
é Q. Oh, well— —A. It would make money valueless, and you would then 
have the same situation which you had in Germany. All that happened would 
; be a chaotic condition, and in the earlier stages a process of fooling the people. 
78028—2 
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That game of fooling the people by monetary dodges, of course, is as old as the 
hills; it has been going on for hundreds of years and it is not finished. Well, 
personally I would prefer a system which, no matter how it compared with the 
present system—I would prefer one which was approached on an honest basis — 
rather than through an attempt to have your cake jand eat it. 

Q. Well, then, if the government— 

Mr. McGesr: Mr. Chairman, I was going to— 

The CuatrmMan: Why not let Mr, Landeryou finish? 

Mr. McGeer: May I not be allowed to say a word? I am speaking to Mr. 
Landeryou through you. 

The CHAIRMAN: I want to let Mr. Landeryou finish. 

Mr. McGeer: Mr. Landeryou told me this morning he would me through 
by 11-30. 

The CHamrMaNn: We are having a meeting in the morning, Mr. McGeer, and 
we can have another one tomorrow morning. 

Mr. McGrer: We have to— 

Mr. Howarp: I should lke to hear Mr. Landeryou’s statement. 

Hon. Mr. Lawson: All Mr. McGeer wants to know is how long Mr. 
Landeryou is going to. be. 3 

Mr. McGrrr: I have no desire to interfere. 

The CuairMaNn: Before proceeding, Mr. McGeer, | should like to ask Mr. 


Landeryou how long he will require to finish his sbabement: Are you practically 
through? 


Mr. LanpEeryovu: I should like to continue for some time, but I am prepared 
to give it to Mr. McGeer. 


The CuHairman: All right; proceed, Mr. McGeer. 
Mr. McGeer: Thank you very much, Mr. Landeryou. | 


By Mr. McGeer: | 

Q. As you know, Mr. Towers, we were ens the kind and supply of 
money.—aA. Yes. 

Q. We were dealing with it from the point of view of the powers extended 
to the banking system of Canada.—A. Yes. 

Q. By the changes in legislation that have taken place since the economic 
conference in Ottawa in 19382 which laid down. the general proposition for 
British Empire national currency problems, which I believe was confirmed by 
the Empire representatives in the conference which took place in London in 
1933.—A. So far as I am aware, and I think that is also what you mean, those 
resolutions were of a general character which suggested that various countries 
might take steps of a similar kind, rather than any general policy. Am I not 
right? 

@. I thought this morning we might just lay the basis of that—A. Yes. 

Q. The resolutions passed at the conferences of 1932 and 1933 are set out 
in the appendix to “The Money Revolution” by Sir Charles Morgan-Webb, 
published in 1935. Sir Charles Morgan-Webb was formerly vice-chancellor of 
Rangoon University. This is the summary:— I do not know that you would 
want to agree with it altogether but I think it is a fairly complete short sum- 
mary of policy enunciated in those two conferences. 

“ But the British Empire Currency Declaration of 1933, instead of regard- 
ing trade, industry and commerce as subsidiary factors to be used for the 
supreme objective of maintaining the gold reserves of the Bank of England, 
boldly reversed the Cunliffe policy, and..” —I take it the Cunliffe policy 
referred to was the recommendation of the Cunliffe commission to return to the 
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‘put only into gold in ingot form for bankers’ international settlement purposes. 
'T think about £480 value, was it not?—A. It was $7,000. The present worth o 
the gold bar is $14,000, so that one must have been worth about $8,000. 
Q. Yes, I understand; but did it contain a feature of the general con- 
 yertibility of the pound sterling into gold?—A. For the individual who could 
afford to buy a gold bar, yes. | 


By the Chairman: 
Q. Gold bullion standard? 


By Mr. McGeer: 
Q. Then it went upon a gold bullion standard?—A. Yes. 
Q. And that continued the settlement of international balances in gold as 
an obligation of Great Britain?—A. Yes. 
Q. I am going on with the quotation:— «and in a magnificent and 
memorable sentence declared that. for the future the aim of the currency 
policy of Britain would be to maintain an equilibrium price level that 
would secure three objectives: 

1. To restore the normal activity of industry and employment; 

9 To ensure an economic return to the producer of primary com- 
modities; 

3 To harmonise the burden of debts and fixed charges with economic 
capacity. 

Currency, in brief, is to be the handmaid of trade, commerce, and 
industry, not their capricious and despotic tyrant. 


In other words, to use all money as a means of advancing the general going 
’ concern activities of the nation was to be the aim of monetary policy in so far 
as monetary factors could affect it?—A. Yes. 

q Q. Now, on page 247, the resolution of the Ottawa monetary report is to be 
- found and, I think, Mr. Chairman, it would be necessary to get the whole con- 
text to read the whole of paragraphs (c) and (d). 

(c) The conference has considered what action can be taken by 
nations of the Commonwealth to help towards raising prices. 

As regards monetary action, the conference recognises that the cen- 
tral position of the United Kingdom, not only among countries of the 
Commonwealth but in world trade and_ finance, makes the United 
Kingdom the main factor in anything that can be done. The conference 
therefore welcomes the following statement made of behalf of the United 
Kingdom by the Chancellor of the Exchequer: 

‘His Majesty’s Government desires to see wholesale sterling prices 
rise. The best condition for this would be a rise in gold prices, and the 
absence of a rise in gold prices inevitably imposes limitations on what 
ean be done for sterling. A rise in prices cannot be effected by monetary 
action, since various other factors which have combined to bring about 
the present depression must also be modified or removed before a remedy 
is assured. His Majesty’s Government nevertheless recognizes that an 
ample supply of short-term money at. low rates may have a valuable 
influence, and they are confident that the efforts which have success- 
fully brought about the present favourable monetary conditions can and 
will, unless unforeseen difficulties arise, be continued.’ 

78028—24 


262 - STANDING COMMITTEE 


That has reference to the refunding of British debts at lower rates of | 
interest and the providing of cheap money for housing and for several other — 
factors, as they had generally in the United Kingdom at that time—A. Yes. 


Q. He goes on to say:— 


(d) The conference recommends the other countries of the Common- 
wealth represented here to act in conformity with the line of policy as — 
set out in the statement of the Chancellor of the Exchequer so far as 
lies within their power. 

In the monetary sphere the primary line of action towards a rise in 
prices should be the creation and maintenance, within the limits of sound — 
finance, of such conditions as will assist the revival of enterprise and — 
trade. Among these conditions are low rates of interest and an abundance 
of short-term money. While regard must be had to the different condi- | 
tions ‘applying to the various types of loans, the rate of interest for all 
purposes should be kept as low as financial conditions permit. 
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And then they go on to deal with the question of resorting to inflation as a 
means of meeting public liability. At the same time it is necessary that those 
favourable monetary conditions be achieved not by the inflationary creation of 
additional means of payment to finance public expenditure.” That is, they 
assume that the proper way to finance public expenditure was the use of the 
existing financial system’s power to create bank deposit money?—A. I think 
they assumed the contrary there, did they not? 

Q. “At the same time it is necessary that those favourable monetary condi- 
tions be achieved, not by the inflationary creation of additional means of payment 
to finance public expenditure.”—A. That is it. : \ 

Q. The additional means means other forms of currency?—A. No, it also 
means the increase in bank deposits. \ 

. Would you say they were opposed to increasing bank deposits?—A. For 
that purpose, yes; that is what they say there. 

Q. In that regard we have not followed that in Canada and neither has 
Great Britain because very heavy discounts of both governments on bonds 
through our merchant banking system have increased bank deposits?—A. That 
is right. 

Q. So that apparently either the committee’s recommendation an that 
particular pot was unsound or there has been a change—A. It was a council 
of perfection. bath 

. In any event we do know as a factual result that there have been dis- 
counts of bonds in Canada and Australia and New Zealand and Great Britain 
that have increased bank deposits for the purpose of financing public enterprise ?— 
A. What is the date of that? 

Q. 1933—that was 1932—A. Yes. Speaking of the matter of bank deposits 
in England, all increase subsequent to 1932 did not come through the acquisition 
of additional government obligations by the banks. For quite some time now 
my recollection is that the increase in bank deposits in England has come from 
additional commercial loans and discounts and that government security port- 
folios have been either maintained at a stationary level or have gone down. 

Q. Of course, you will agree with the proposition that with the new spending 
program which the British government is undertaking that that has certainly 
increased the bank deposits of England, because they are going in for borrowing 
as they have stated?—A. As far as I have seen in the newspapers they expect 
to be able to do most of that borrowing from the savings of the people without 
increasing bank deposits greatly, but that there might be some increase is 
certainly possible. 

Q. What are the bank deposits of 1982?—-A. In the United Kingdom, 1932, 
they were £1,983,000,000. 
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 Q. And to-day?—A. At the end of 1988 they were £2,172,000,000, an increase 

‘of approximately £200,000,000. 
~ Q. That would be about one billion dollars?—A. One billion dollars. 

Q. That would be about one-eighth of their total national debt in 1932 ?— 

A. Their total national debt is about seven billion pounds, so two hundred million 

pounds is about 3 per cent. 

: Q. About 3 per cent of their total national debt?—A. Yes. 

; Q. In any event, there was the general proposition of having a monetary 
system and a banking organism that would be able to create an abundance 
of medium of exchange and to maintain the level of the lowest possible interest 
rate?—A. Yes. 

Q. Now, in following out that policy we think we have made adequate 

_ arrangements to have an abundant supply of money available in Canada; I think 

you will agree with that?—A. Yes. 

Q. Now, if I might just summarize, in subsidiary coins we have an issue of 

some $35 million. That is the figure given the other day. I am dealing with 

7 round figues.—A. Yes, quite. 

- Q. I think we agreed that if we wanted to, under our present laws, we 

could convert our.present supply of silver of 22 million ounces at a cost. of 

$9,000,000 into roughly $36,000,000 of silver dollars?—A. Yes. 

; Q. There is no bar in law to our doing that if that was decided by the 

: government to be the policy in connection with banking?—A. Yes. 

j Mr. Tucxer: By supply of silver you mean the annual supply? 

: Mr. McGurr: We are supplied with 22,000,000 ounces which it has been 

- said they could get at $9,000,000 and convert into Canadian dollars which 

; would have a value of $36,000,000 a year. 

4 


By Mr. McGeer: 
Q. I am saying that that is the available supply if we decided that we 
needed that reserve of money?—A. Available domestic supply, yes. 
/ Q. That money goes into circulation according to the demand of the bankers 
- for a supply of subsidiary coins to meet business needs?—A. Their demand in 
~ turn depends upon the demand of the pubic. 
; Q. Yes, to meet the going concern of business.—A. Quite. 
, Q. That money is not redeemable in anything, is that right? It actually 
~ costs the government in the direct and immediate transactions of purchase of 
bullion and minting considerably less than the money value given. to it by law?— 
A. Yes. 

Q. And apart from the implications of its effect on the price levels and 
existing securities it is a money that is issued at a greater value than its cost of 
bullion and minting. Therefore it is issued at a profit to the government in the 
immediate transaction of creation and issue?—A. Yes. 

Q. Now, it is debt free money in the sense that once it is issued governments 

as governments are not under any obligation to redeem it or pay it back, and 
I am distinguishing as between the community at large and the government that 
issues it. To the government it is debt free money, is that right?—A. Yes. 

Q. If we issued silver certificates for convenience purposes to avoid using 
silver dollars and we limited that silver certificate to a legal tender currency 
with no value as a merchant bank cash reserve then we would not have any more 
currency inflation or currency increase than the actual amount of silver 

certificates that were issued? 
7 Mr. Tucker: You mean money increase. 
q The CuHamMAN: Would your certificate be redeemable? 


Mr. McGzrr: No. Redeemable in silver dollars only. 
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Mr. Towers: Those silver certificates would presumably either replace 
existing Bank of Canada notes in the hands of the public or else they would 
add to the stock of money held by the bank. 


By Mr. McGeer: | 

Q. I agree with that—A. The banks, however, would not be able to regard 
that as part of their legal tender reserve because of the fact that they lacked 
full legal tender powers and, therefore, would have to hold them as additional 
amounts of money in their tills. 7 

Q. But there would be no inflationary result as there would be if we 
issued them as cash reserves in the form of Bank of Canada bills?—A. That 
is right; 1t would simply be a load for the banks to carry. 

€). Whether it would be a load or not, Mr. Towers, it would be no greater 
load than silver dollars are?—A. As you suggested yourself, it would, of course, 
expand deposits by the amount of the issue, but after that it would be simply 
money of a non-legal tender character which would stay in the banks’ vaults. 

Q. No, it would be money of a legal tender character without cash reserve 
value. My suggestion is that you would issue the silver certificates as legal 
tender in Canada, but not possessed of reserve—I would’ issue them so they 
could not be used as cash reserves upon which the banks could pyramid ten to 
one in bank deposits—-A. Yes. When in the hands of the banks they would 
have no cash reserve value and would, therefore, as I say, be an idle asset in 
as far as the banks were concerned, 

Q. Yes; in that the banks could not increase their loans on them; but it 
would be Canadian money in the bank?—A. They could use them to pay off 
deposits but they could not use them for any general calculation of the cash 
reserve position. 

QxVies, 

Mr. Tuckrr: They could re-loan them. 


Mr. McGerr: Just a moment, please. 


By Mr. McGeer: 


Q. They would be good for the purpose of satisfying any depositor that 
wanted his money and, therefore, would not destroy the banking system by 
creating a lack of confidence on the part of depositors?—A. That is right. 
The banks, of course, however, over and above whatever amount of the silver 
certificates they held would also have to hold such cash as they would have 
held if they did not have any silver certificates. ; 

Q. That is 5 per cent—A. That is 5 per cent legally. 

Q. I think you could also take care of that by an amendment to the Act 
by saying that those deposits being full legal tender cash for the purpose of 
satisfying the depositors would not require that 5 per cent cash reserve?— 
A. That would mean that to the extent they had the silver certificates—suppose 
the banks held fifty million dollars of them and suppose that their deposits 
were two billion, five hundred and fifty milliion—you would, so to speak, ear- 
mark the fifty million dollar silver certificates against fifty million dollars of 
the deposits and say that for the balance of the deposits, 24 billions, they 
would have to have the usual cash reserve. That would really be the 100 per 
cent reserve system based on this new issue, to the extent that the new issue 
took place. 

Q. When I put $1,000 of silver certificates in the bank I have $1,000 of 
silver certificate legal tender money there; I have a bank deposit?—A. Yes. 

Q. When I go to the bank to get that $1,000 out I would not have to get 
anything—I would not be entitled to anything but my $1,000 of silver money ; 
they could pay me off in that?—A. Yes. 


{Mr. Graham Ford Towers.] 


i ees 
+ 


BANKING AND COMMERCE | he iges 


Q. And you know from banking practice that if they keep on adding 


10 per cent of that amount it would be sufficient to meet any normal claim of 
_depositors?—A. Not 10 per cent of the silver certificates; they have to keep 
100 per cent. 


Q. No. 
Mr. Tucker: By law, you are assuming— 
Mr. McGerer: No, I am not. Once you made it law they would have to 


hold 100 per cent silver certificates; they would be able to resort to the same 
sort of banking practice as now. 


Mr. Towers: It would be 100 per cent reserve. 


By Mr. McGeer: 
Q. It would be 100 per cent on deposits, but banking practice, Mr. Towers, 
has determined that depositors use cheques and they could use cheques to 


 ¢ransfer silver deposits from one to another because silver deposits would be 


full legal tender money, Just as they use cheques for the transfer of bank 


deposits in any other form?—A. Yes. Nevertheless, you will find out that on 


the proposition you are mentioning it does involve a 100 per cent reserve 
situation in respect of silver certificates which the banks hold. 

Q. That may be true. I am going to deal with that question of banking 
practice later on, and I think we can deal with it, Mr. Towers. In any event, 
what I wanted to say was that there is a way by which we could use silver 
certificates for convenience purposes without having inflationery results in 
bank deposits?—A. No larger at least than the actual amounts of issues. 

Q. That is right. Now, the other money we dealt with was merchant bank 
bills. I do not know whether you have this information at hand, but if you 
have you might give it to me—the amount of merchant bank bills in issue when 
the Bank of Canada opened.—A. Chartered bank note issues? 

Q. Yes—A. Yes, just a moment. We have not got it at March of 1935, 
but December, 1934, a few months before we opened, the figure was $123 million. 

Q. And the amount of the unimpaired paid up bank capital at that time?— 
A. The amount of the capital? | 

Q. Yes. It was $145 million—$123 million and $145 million, is’ that 
right?—A. That is right. 

Mr. Tucker: One hundred and thirty-two million, was it not? 

Mr. Towers: I have $123 million as the figure. 

Mr. Tucker: Then the statement in the record is not correct. 

Mr. Towers: Excuse me. I am sorry. This $123 million was the amount 
held by the public; some notes are ‘n transit through the banks, and that must 
be the difference. 


By Mr. McGeer: 

Q. How much was in ‘ssue?__A. The all-told total figure as at March, 1935, 
was $125 million. 

Mr. Tucker: I have it $132 million according to the evidence. 

Mr. Towrrs: We are probably getting mixed up on dates. 

Mr. McGerr: Yes. You are giving the month. This is taking it as the 
average for 1934, I think. 

Mr. Tucker: That would be the end of December issue. 

Mr. McGerrr: No; these are worked on averages, Mr. Tucker. 


By Mr. McGeer: 
Q. Mr. Towers, at the end of December, 1934, the figure you have here is 
bank notes total $136 million—136:4?—A. Yes, correct. 
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Q. What is the amount of the unimpaired paid up capital to-day ?—A. The 
same figure, $145 million. 


Mr. Howarp: What was the first figure? 
Mr. McGerr: It was 136 point something. 


By Mr. McGeer: 

Q. Now, the amount of bank capital to-day is $145 million, and there is no 
change in that; and the amount of merchant bank bills in issue to-day if we 
could take it at the end of December, 1938— —A. $95 million. 

Q. A deduction of how much?—A. A deduction of $41 million. 

@. How much was the deduction as between those dates resulting from the 
amendment to the Bank Act—5 per cent, is it not?—A. It is 5 per cent a year. 
I think that commenced in 1936, speaking from memory. There were three cuts 
of 5 per cent each, but in effect there were four cuts because the fourth one was 
to go into effect on January 1, 1939, and, therefore, it had to be prepared for 
by December 31, 1938. | 

Mr. Howarp: That would be 20 per cent from $136 million. 

Mr. Towers: That would be 20 per cent from $145 million. 

Mr. Tuckrmr: Why $145 million? 


Mr. Towers: $145 million was their capital which was the authority before 
the legislation changed; then it said that the authority would be reduced 5 per 
cent each year for five years—5 per cent of capital. | 

Mr. McGerrr: It was not a reduction of 5 per cent of the amount in issue, 
Mr. Howard, but a reduction of 5 per cent of the amount they were authorized 
to issue. 

Mr. Howarp: Oh, I see. 


Mr. Towers: That is right. And, therefore, the sum total of the deductions 
to-day, 20 per cent of $145 million is $29 million leaving the possible authorized 
issue as $116 million. 


By Mr. McGeer: : 
(). And the amount in issue to-day has been decreased more than 5 per cent, 
has it not?—A. By ‘the banks or the total? 
Q. The merchant banks.—A. I cannot understand that. 


Mr. Tucker: They did not have to decrease it as.much as they have done. 
Mr. Towers: That is right. 


By Mr. McGeer: 

Q. How much more could they issue than they are issuing?—A. Theoreti- 
cally 21 million, but there is this about it; a bank, shall we say, has legal 
authority to issue 5 million; now its notes are all around the country; its 
branches hold certain unissued notes, those branches will advise head office 
pretty rapidly when they issue any additional notes net, that is after allowing 
for the ones they took in. Nevertheless, in order to make sure that they do not 
issue more than they are authorized to do, they have to leave a certain working 
margin, so that if a bank has authority to issue $5 million it would ordinarily 
find it rather hard to go beyond 47 or 44 millions or something like that. 

Q. Well, now, they have power to. issue $116,000,000?—A. Yes, 

Q. And they are issuing $90,000,000?—A. $95,000,000. 

Q. As of December— —A. 31st. last. 

Q. Are you sure that that December 31 figure includes the reduction that 
came in 1939?—A. You see, they would have to be prepared for that result 
on the morning of the next day, so one can assume— 
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Q. Will you check that and see whether the figure is $90,000,000 or $95,- 
-000,000?—A. You mean as of December 31? 

Q. Yes, because we have come down another 5 per cent in 1939; I mean it is 
~ down to $90,000,000 now.—A. The actual amount in issue at December 31 was 
$95,000,000. 

Q. On January 1st?—A. I would assume it would be the same. 

Q. When did we come to $90,000,000, on what date?—A. They are not at 
~ $90,000,000, so far as I recall. 

d Q. I understood the issue now was $90,000,000.—A. At the end of March 

of this year they were $97,000,000. It is true that the figure did drop to 

- $90,000,000 as of the end of January; that is a seasonal movement, and it has 

since gone up, and at the end of March was $97,000,000. 

Q. $95,000,000 would be a fair average figure?—A. Yes. 

Q. So that there is a difference in the amount they can issue and the amount 

_ they had in issue of $21,000,000?—A. Yes. , 

¢g Q. Now, of course, I take it that it is cheaper for the banks in Canada to 

- use Bank of Canada bills than to use their own?——A. That would be so if they 

~ could get them free, but they cannot. 

. Q. We will deal with that later. In any event, they would avoid the cost 

of printing?—A. Yes. 

4 Q. They would avoid the cost of servicing?—A. The 1 per cent tax. As a 
matter of fact, note issue is not a profitable affair now. 

Q. So that if they can get Bank of Canada bills in place of printing their 
own bills, it is preferable to use Bank of Canada bills?-—A. Well, that is a matter 
of discussion. I know, with some of the banks. They cannot quite make up 
their minds. There is, of course, the cost of 1 per cent tax and the manu- 
facturing and so forth that you have suggested. It does not appear,—in fact it 
probably is not—profitable at all, but they are continuing to issue their notes, 
apparently I suppose because of the advertising value or whatever you like to 
call it. 

Q. And it is more expensive to issue these bank notes than to issue 
bank deposits?—A. Yes. . 

Q. The cheapest form of money that a bank can get is the Bank of Canada 
bills which are printed and serviced by the Bank of Canada. That does not 
cost them anything?—A. Yes, it does, excuse me. If they wanted, for example, 
to increase their cash reserves right now and we were willing that this individual 
bank should do so—perhaps I had better say the banks as a whole, because it 1s 
more intelligible—they would have to sell their securities in order to get addi- 
tional cash. 

Q. But suppose I sold securities to the Bank of Canada?—A. Yes. 

Q. And then I put my Bank of Canada bills which I received for those 
securities in the bank on deposit?—A. Yes. 

Q. That would become the property of the bank?—A. Yes. But do you 
think they would pay you any interest on the deposits? 

Q. No—A. It would not be a savings account. 

Q. It would be put in a current account and they would not pay any- 
thing. —A. I see. 

Q. They would in those circumstances vet. Bank of Canada bills at no 
cost to themselves—A. Assuming that we had wanted it to happen. | 

Q. Yes; but that could happen, could it not?—A. Then, of course, the 
banks have the cost of servicing any deposits. , 

Q. That is the bookkeeping entries?—A. Yes. 


Se PRY 


By Mr. Howard: . 
Q. They charge for that?—A. They charge for the account if the account 
is low in relation to the turnover, yes. 
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By Mr. McGeer: 


(. There is no reason why they should not charge for the service, in com 


opinion.—A. No, no reason at all. 


(. As a matter of fact, if I want to go to a banking institution and have | 
the bank look after my money for me, it takes the responsibility away from — 


t 
' 


myself, does it not?—A. Yes; someone is going to pay for the service, that is 


certain; therefore it should ordinarily be the person who gets the service. 


@. As a matter of fact, apart from loaning and advancing money to main- — 


tain going concern activity, is not one of the most valuable services that the 


banks, under our system, offer in the exchange system that exists and that 


we all use——A. Undoubtedly. 


@. —and the other great service that they offer is that they provide a _ 
safe repository for accumulated money, wealth that can be lost or destroyed | 


by fire or theft, all these things?—A. Yes. 


@. And it is in these two great services that the merchant banking system © 


that we have developed to-day makes a real contribution to the stability and 
going concern activity of community business?——A. Yes. 

Q. And I suppose it would be impossible to appraise the relative value 
of these two, but these two services are, in my opinion, just as important as 
the lending service.—A. Yes. , 

Q. And services for which banks are entitled to a fair and proper com- 
pensation from those who receive those services. Now, I do not want to go 
too far into assumptions.—A. Yes. 

Q. But I should like to know if these two services are not in the main 
free services, not altogether free, but in the main free, and they are taken 
care of in the charges that are made on the lending end of the bank business? 
—A. Lending and investment end, yes. 

@. And there are several practical bankers who are now coming to the 
conciusion that it might be well to divide that expense by reducing the cost 
of loans and putting some of that charge back on the direct beneficiaries of 
this service?—A. In certain cases that would probably be advisable. 

Q. As a matter of fact, what Mr. Howard mentioned as an invention 
has been carried out in the last few years? 


Mr. Howarp: In the last 3 years, to any extent. 


Mr. Towrrs: In that case you mentioned of cash coming to the bank 
because an individual has put it in—that is Bank of Canada notes—you were 
speaking of the individual making a deposit in a demand deposit account and 
not receiving any interest. Of course, it would remain the case that so far as 
the Bank of Canada was concerned we would be earning interest on the addi- 
tional notes put out, because we would have bought the bonds from the individual 
and we would be earning money on them; in other words, it is the individual 
who has contributed that free cash to the bank. 


By Mr. McGeer: 


Q. I will admit that, but what I was dealing with was the actual cost to 
the bank in that the money was itself free-——A. If an individual has deposited 
legal tender cash and is not receiving interest on his account, then the bank 


has added to its cash reserves free of charge except to the extent of the cost of 


servicing that deposit. 

Q. In any event, to deal with the merchant bank issue, we have available 
today roughly $95,000,000, and that is subject to the reduction of 25 per cent? 
—A. In due course. 

Q. By 1945 or 1946?—A. 1945, I think. | 

(. So that we are going to lose a portion of that cash over the next 6 years? 
—A. It will be replaced by Bank of Canada notes, yes. | 
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- Q. And be replaced by Bank of Canada notes. Now, then, in dealing with 
pank deposits the amount in issue now in $2,500,000,000?—A. Yes. 

Q. In 1914 am I right when I say it was $1,100,000,000?—A. I have not 
got the figure as far back as 1914. 

. Q. Would you mind securing that figure and giving it to the reporter? 
Mr. Tucker: According to this figure I have here it is $1,052,000,000. 
Mr. McGeer: I am not sure that it is the same figure. 

Mr. Tucker: On December 31, 1938, 1t was $2,498, 000,000. 

Mr. McGeer: In 1914? 

Mr. Tucker: $1,052,000,000. 

Mr. Towers: Approximately $1,050,000,000. I won’t swear that the figure 
- is comparable. 


By Mr. McGeer: 

Q. I think if we took the round figure of $1,050,000,000 and $2 500,000,000, 
it would be satisfactory for our purpose. That shows an increase in bank 
deposit money since 1914 in Canada of $1,400,000,000.—A. Yes. 

Q. Or an increase of roughly 90 per cent?—A. More than that, 150 per 
cent. 

Q. 150 per cent?—A. Yes, almost. 
~ Q. Now, in addition to our $2 500,000,000, I think we agreed the other day 
- that on the legal cash reserves that the merchant banks have in their possession 

we can issue another $2,920,000,000.—A. I forget whether we were going on 
the legal basis. 
; Q. Yes—A. Yes. 
‘ Q. Making a total available bank deposit money on the existing cash 
reserves in issue and as potential issue $5,420,000,000. That is correct, is it 
not?——A. Very close to it. 

Q. So in cash reserves available that can be issued against unused gold 
reserves held by the banks we fixed a figure of $390,000,000, which was bank 
deposits that could be issued against it under our laws, $7 800,000,000, or 
making a grand total of $13,220,000,000?—A. Yes. 

Q. Is that right, and available under our Canadian laws in gold reserves 
but not in use, $10,720,000,000?—A. That expansion, of course. was as we said 
at the time contingent upon the banks being able to acquire sufficient additional 
assets in the form of loans or investments. 

Q. What I am dealing with, Mr. Towers, is the carrying out of the 
monetary policy which is described in the language of Morgan-Webb, and 
determined by unanimous agreement of the representatives of all the nations 
of the British Empire in 1932 and again in 1933, as providing an abundant 
supply of money?—A. Yes. 

Q. This is the abundant supply that our Canadian laws have permitted? 
__A. This is the maximum supply that our Canadian laws have permitted. 

Q. And under our Canadian laws that volume has been made available on 
existing gold reserves?—A. Yes, available, subject to what I said before, that 
ways and means can be found to get it out. 

Q. I mean, the representatives of the nations sitting in conference were _ 
not dealing with uses of money; what they said is, we must have available an 
abundant supply —A. They did not define abundant, of course, but still— 

Q. I am satisfied— —A. Yes. 

Q. I am satisfied, Mr. Towers, that our Canadian parliament cannot be 
criticised for being ungenerous in its interpretation. The abundance was cer- 
tainly provided through our laws, $10,000,000,000 surplus of unused money.— 
A. In other words, from the legal point of view the system is extremely flexible. 
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Q. I agree with that.—A. Yes. 5 | 

Q. Now I come to the other item of Bank of Canada bills. Mr. Towers, — 
in my examination I am trying to keep away from the things that are non- i 
monetary factors—aA. Yes. 

Q. I quite appreciate that the question of trade regulation, the question © 
of international relations, the question of private. enterprises and a whole host 
of factors are in existence that have to be dealt with and have to be brought 
into play to solve our problems. They are not unrelated to the banking 
system, but are certainly probably as important in the long run to the whole 
system as anything that the Bank of. Canada in conjunction with the banking 
system working in co-operation with the government can do. But as I say, 
I am trying to keep what I think are the proper subject matters of the inquiry 
in view; that is, the monetary factors ‘purely and simply.—A. Yes. 

@. I come now to Bank of Canada bills. The amount in issue to-day is 
how much?—A. The amount in issue at the commencement of the operations 
of the Bank of Canada— | | 

Mr. Tucker: While you are looking that up, Mr. Towers, I should like to 
say that on page 205 there is an error. The heading on a table says “Dominion 
and Bank of Commerce notes.” It should be “Dominion and Bank of Canada 
notes.” 

Mr. Towers: Yes; we saw that, but after it was printed. I have not got 
here, Mr. McGeer the exact amount at the date of our opening. It would 
have been about $40,000,000 on March 13, 1935. 


By Mr. McGeer: 


Q. I do not want the exact amount. To-day it is how much?—A. About 
$40,000,000. | 

Q. To-day?—A. And to-day it is—what I have given you there—$40,000,- 
000,—was the active circulation in the hands of the public when we opened. 

Q. I should like it all because I want to break it up.—A. I have it here. 
_ $0 we will cancel that $40,000,000 figure. The amount of the issue as shown 
on our first statement on Wednesday, March 13th, was approximately $97,- 
000,000. Then, for the like figure, shall we take December 31st last and link 
it up? 

Q. I think that would be all right. 


By Mr. Howard: 
Q. You had $97,000,000 in 1934?—A. March 13, 1935. December 31, 1938, 
shows approximately $175,000,000. 


By Mr. McGeer: : 


Q. $175,000,000. What was the amount issued in the hands of the public 
on the first statement?—A. That is the figure of approximately $40,000,000. 

@. And the amount in the possession of the banks?—A_ The difference 
between that and $97,000,000; it would be $57,000,000. 

Q. And to-day in the possession of the public?—A. December 31, 1938, 
$118,000,000 in the possession of the public, and therefore $57,000,000 in the 
possession of the banks. 

Q. What were your merchant bank deposits with the Bank of Canada on 
the date of your first statement?—A. They were $152,000,000. 

Q. What are they to-day?—A. December 31, 1938, they were $200,000,000. 

@. Can you give me the total in issue in the hands of the public and in 
the hands of the bank and on deposit with the Bank of Canada on the date 
of your first statement?—A. That is, our total note issue and the total deposits 
with us? 
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Q. Yes, that is, merchant bank deposits?—A. Merchant bank deposits. 
Q. Merchant bank deposits with you which are claims for Bank of Canada 


ills?—A. You would like the total note issue plus the commercial banks’ 
deposits with us? 


Mr. Vien: And the figures separately. 
Mr. Towers: We have the total note issue already on the record. 


Mr. McGrer: We have the figures now. 
Mr. Towers: $249,000,000 on March 15, 1935, and $375,000,000 on Decem- 
ber 31, 1938. . 


By Mr. McGeer: 
Q. An increase of how much?—A. $126,000,000. 


By Mr. Vien: 

Q. Mr. McGeer, might I interject? How much of that is due to the with- 
drawal of note circulation by merchant banks?—A. Well, to put it another 
way, that increase of $126,000,000 has produced an increase of, I think, $48,- 
000,000 in the chartered banks’ cash reserves. The remaining $78,000,000 
represents additional notes in the hands of the publi. 

Q. What I have in mind, to put it clearly on the record, is the amount of 
the bank circulation that was withdrawn and replaced. If it is on the record 
I do not need it.—A. No, that part is not on the record. 


By Mr. McGeer: 
Q. I missed it. How much was the imcrease in Bank of Canada issues in 


. the possession of the public and the Bank?—A. The increase in the amount of 


Pad 


Bank of Canada notes in the hands of the public during that time was 
$78,000,000. 
Q. The increase in the possession of merchant banks? That would ke the 
amount they have on hand and the amount of deposits?—A. Yes. $48,000,000. 
Q. Does that include bank deposits?—A. That is the increase in the 
chartered banks’ reserves, the increase which is the sum total of their holdings 


of our notes and their deposits with us. 


By Mr. Vien: 

Q. Have you given me the figure I asked for?-—-A. Not yet. The decrease 

in the chartered bank circulation in that time was approximately $30,000,000. 
The increase in our active note circulation in the hands of the public was 
$78,000,000. So of that $78,000,000 one can say that $30,000,000 represented 
a switch from chartered bank notes to ours, and $48,000,000 represented the 
actual increase in the total. 


Q. That is what I wanted. A. Yes. 


By Mr. McGeer: 

Q. Bank of Canada notes are issued for two purposes: One to provide the 
public with pocket money which is commonly called till money by the banks?— 
Ww LCR, 

Q. And the other for bank exchange purposes among the banks?—A. No, 
the banks do not use our notes for that purpose. All their settlements are 
made through our office here in Ottawa. 

Q. By a transfer of deposits?—A. By a transfer of deposits between their 
accounts, so that the banks hold our notes only scattered amongst all their 
branches to have them available to meet the requirements of the public. 

Q. And because they have got surpluses over and above their public require- 
ments they deposit it with the Bank of Canada and use the Bank of Canada as 


a clearing house?—A. Yes. 
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Q. But whether it is done in that way or not, the issue of Bank of Canada — 
money which is either held by the banks or held on deposit with the Bank of | 
Canada, is for the purpose of settling inter-bank balances?—A. And in case 
of need, of course, if the public need it for the purpose of meeting— 

@. Public demand?—A. Yes. | 
Q. Any other purpose?—A. As a cash reserve, of course. That is the basis _ 

of their whole system of loans and deposits. 

@. But for reserve purposes and inter-bank settlements?—A. Yes. a 

Q. And use of the public?—A. Yes. i 

Q. As a matter of fact, the Bank of Canada issues all the bills of denomina- 
tions less than $5?—A. Yes. 

Q. Also $5, $10 and $20 which are used by the public?—A. Yes. 

Q. And right up to— —A.- $1,000 now. ; 

Q. But your larger denominations are for reserve purposes?—-A. We have 
no larger denominations. ( 

Q. Larger than $20’s, $50’s and $100’s?—A. Well<| 

Q. $500 and $1,000 bills, I take it, are— —A. The bank keeps a certain 
stock of them in case of need. There are times every few years when you 
need some, 

Q. There is a demand?—A. Yes. 

Q. Now, I might just complete this one statement, Mr. Towers. How much 
on your present gold reserves can you issue over and above what is in issue? 
A. Taking the statement as of December 31st last, and sticking to one date— 

Q. Yes?—A. On that date our gold holdings were approximately $186,- 
000,000. : 

@. I think this would be a fair statement to make in this situation, that 
for any emergency purposes——A. That would have provided a reserve of 
25. per cent against liabilities of $744,000,000. 

Q. I think you can increase that on your present holdings to around 

$200,000,000, can you not?—A. Yes. | 

Q. All right?—A. Approximately $200,000,000? 

Q. So if we use $200,000,000 figure that is not objectionable to you?— 
A. Not. a bit. 

Q. That would provide a reserve of 25 per cent against $800,000,000 of 
liabilities actually?—A. Liabilities in the form of notes and deposits were about. 
$375,000,000 at the end of December——no, excuse me, $395,000,000. 

Q. Leaving——A. $400,000,000, shall we say. 

@. Leaving $400,000,000 of Bank of Canada unused in reserve?—A. Yes. 

@. Now, I take it from the position we now see in Canada, that is financially, 
as far as the legal limitations are concerned we have an abundant supply of 
money. We carried out that part of the program of the British Empire monetary 
policy as set out in 1932 and 1933?—A. Present and potential, it is certainly 
no exaggeration to describe it as abundant. 

Q. We are in this happy position, in any international emergency such as 
war, of having our credit and financial machinery in exceptionally good shape?’ 
—A. I think that is true. 

Q. It is in good shape in that those reserves have not exhausted our gold. 
supplies in Canada, have they?—-A. Gold ‘supplies, considered— 

Q. In the terms of our annual production of gold—-A. —are a part,. 
of course, of our exports, Just as important a part as wheat nowadays. 

Q. I quite agree, but I think you told me the other day that you were not 
using all your gold available for the liquidation of payments abroad or the 
repatriation of debts, that you had some surplus?—A. That has been true 
during the course of the last few months; in other words, during that time we: 
have bought an additional $25,000,000 of gold. 
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Q. Yes. So that ght at the present time our international obligations are 
not exhausting our annual production of gold?—A. No. 

 Q. In addition to that we have, notwithstanding the depressed condition 
of international trade, generally a favourable surplus on international trade 
Pbalance?—A. Which we use as a matter of fact for repatriating foreign debt. 

~ Q. So that internationally and domestically, from a financial position, we 
are in the position of being abundantly supplied with money TAL es: 

j Q. With the consent of the committee, I should like at our next meeting, 
“Mr. Towers, to examine on the question of control exercised by the Bank of 
Canada on the issue of currency to supply the domestic and social economic 
needs of the dominion—A. Yes. 

, Q. Without going into detail I should also like to come to the issue and the 
“use of money.—A. I should like to mention one matter before the committee 
-adjourns. The chairman gave to me certain questions which you had asked 
“him to hand me to the effect of what powers were vested in the chartered 
 panks, the Minister of Finance, the Governor in Council, and which had been 
transferred to the Bank of Canada; also another question along the same line. 
I have been holding these because my reply, I think, has to be along these 
lines; that those questions involve a legal opinion in regard to the efiect of 
the Bank of Canada Act upon past legislation as well as the consideration of 
the legal status and powers of the Minister of Finance and the Governor in 
Council. It seems, to me that those are questions with which we are not 
qualified to deal, and that they should be referred to the law officers of the 


~ crown. 
4 Q. Have you not your own law officers of the bank?—-A. No; we have 


not even a lawyer. | 
| Q. Oh; what an outrage—A. The other day Dr. Donnelly asked certain 
~ questions which, although not from a legal point of view, come into that 
- same field. 
Q. I quite agree with you, Mr. Towers, that if you have not a legal 
_ department I think we shall have to submit them to you and through you to the 
legal department. I think it could be done in that way—A. Or to the law 
officers of the crown. 
: Q. Yes, but I think it should go through you to such law officers of the 
crown as have been allocated to the service of the bank.—A. But there have 

_ not been any allocated. I think it would have to go direct from a parliamentary 
~ committee. But ‘n connection with Dr. Donnelly’s questions, I would be 
- ready to proceed with them, I hope, at the next meeting, even if it ig tomorrow. 
Q. All right—A. That may cover some of the ground which you want 
covered. 

Q. There is another series of questions, Mr. Towers, which I should like 
: to put on the record. I do not think I need read them. They have to do with 
j the purchase of dominion and provincial securities.—A. Yes. 

Q. I can have them copied into the record and give you a copy.—A. I 
should like to have a copy so that we can get ahead with them. 
; Q. These are the questions which I should like to have dealt with:— 
_ QUESTIONS: : 
. Statement showing all transactions by the Bank of Canada for provincial 

and dominion government securities segregated as follows:— 

(1) Total amount purchased from each of the provinces showing:— 
(a) date of purchase, 
(b) amount of security, 
(c) rate of interest, and 
(d) date of maturity. 
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Statement showing amount of provincial government securities purchased 
by the Bank of Canada from other than the provinces segregated as follows:—_ 


(a) amount of securities of each province purchased. 

(b) date of purchase, 

(c) rate of interest, 

(d) date of maturity, and 
(e) from whom purchased. 


Statement showing the amount of dominion government securities pur- 
chased by the Bank of Canada, segregated as follows:— 
(a) date of purchase, 
(6) amount of security, | 
(c) rate of interest, and 2 ( 
(d) date of maturity. | 


Statement of amount of dominion government securities purchased from 
other than the dominion government by the Bank of Canada, segregated as 
follows: — 

(a) date of purchase, 

(6) from whom purchased, 

(c) amount of security, 

(d) amount of interest rate, and 

(e) date of maturity. 


Statement showing provincial securities purchased by the Bank of Canada 
guaranteed by the dominion government and indicating such securities as 
follows:— 

a 


) By provinces issued, 
) date of purchase, 
) amount of securities, 
) rate of interest, and 
e) date of maturity. 


I am not sure that it would be either convenient or practical to answer all 
these questions, but you might deal with them and, if it is possible to have 
answers, I should like to have them. However, you will see from this what 
information is desired —A. Then may I, with the permission of the committee, 
put on the record certain figures in regard to the volume of money and volume 
of business in certain countries, also in regard to the number of Canadian — 
chartered bank branches, the latter in reply to a question raised by the chairman 
at an earlier meeting, and the former in response to a suggestion made by the 
chairman. 


VOLUME OF MONEY AND VOLUME OF BUSINESS: CANADA, U.S. AND U.K. 
INDEXES 1936 = 100 
1926 1927 1928 1929 1930 1931 1932 1933 1934 1935 1936 1937 1938 


Canada— . 
Volume of Money. .. ... 100 108 113 Pt OBC OF 94. 94. 100 (107. Hissin a . 
Volume of Industrial 

Production... .......'100-' 106 :.118 127 108 90 74 rif 94 104: °314" 1970-35 . 

United States— 

Volume of Money. .. .. 100 105 112 109 105 93 86 80 92 100 110 107 109K 
Volume of Industrial : 
Productions) 6 .cige es 100 08 1030 PROT cio 15 59°" FO 73 83 wen een 

United Kingdom— 

Volume of Money. .. .. 100 102 105 103106: 31002 112) 4017 av ear bo ake Is)) 127 
Volume of Industrial 
Produetionie:. lick aks LO7: INGA E? 108 94 93 09° 11-119: S T3060 Soe, 190 
(1924 = 100) 


Notes: Volume of Money includes coins, notes and bank deposits—December figures. 
Volume of Industrial Production—Canada: D.B5S. 
—U.S.: F.RB. Annual averages. 
—U.K.: B. Tr, 
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ToraL BRANCHES OF CANADIAN CHARTERED BANKS IN CANADA—Dkxc. 31 


1929 1930 193] 1932 1933 1934 1935 1936 1937 1938 
4,049 4,089 3,972 3,778 3,640 3,528 3,423 . 3,355. ~- 3,329 3,324 


Mr. Tucker: Mr. Chairman, I really do not think it fair to Mr. Landeryou 


to have his examination broken into more or less to the extent of two or three 


days. I understood Mr. MeGeer would get through this morning. I think we 


should let Mr. Landeryou finish before we have his examination permanently 


_ broken into, in fairness to himself. I think that is only fair. : 


Mr. McGrer: Might I suggest to you and Mr. Landeryou that we might 


agree to get the facts as regards the operation of the Bank of Canada and the 
system complete. | 


Mr. Howarp: Get them all together. 
Mr. McGrrr: And then in the discussions before the committee, after we 


have those facts before us, we can have it agreed that there is to be an open 
- discussion on the different points of view in a clear and concise form. Now, 


- personally, I would like to see Mr. Landeryou present a concise and complete 


_ social credit plan. 


Mr. Howarp: Hear, hear. 
Mr. McGerrr: And I would like, if I could, to get the committee to listen 


sf to me while I submit some ideas which I have as to the amendments to the Act 


and changes in policy which I believe would greatly assist in having more 


- co-operation between the Bank of Canada and the merchant banking system 


and the governments in Canada as a whole—not merely the federal government 
but the provincial and the municipal governments—so that we can find some 
way, without bringing about the disastrous consequences of inflation or the 
destruction of capitalistic individual initiative to provide enterprise to get a 
greater volume of going concern activities safely and sanely financed. I think 
our problem in Canada is to get into circulation a medium of exchange that 
will increase the going concern activity by balancing internal production, and 
construction, and while I quite agree that international trade plays a great 
part in the economy of this nation, and has to be dealt with, I think as the. 


- conference of 1932-33 suggested there are some possible opportunities for 


— 
ieee 


investment here which will improve the general situation internally throughout 
the dominion. However, as I say, those are arguments, but Mr. Towers might 
be interested in listening to them. 

Mr. Tucker: Mr. Landeryou agreed to have his examination broken into, 
and I do not want him to think that he is being taken advantage of. 

Mr. DracumMan: Mr. Chairman, I requested the other day that Mr. 
Landeryou should give us his complete plan. Now, while he was proceeding 
to-day he was interrupted— , 

Mr. Jaques: He has not got a plan. 

Mr. DreacuMAN: He promised to give us his suggestions along that line. 
Now, he has been interrupted by a long examination which we were told would 
last only a short time. 

Mr. McGeerr: No, I did not say that, Mr. Deachman. 

Mr. Dreacuman: I am speaking nov, please. 


Mr. McGeer: I would like to see Mr. Landeryou proceed and finish at the 
next meeting. 


Mr. Lanperyou: I never suggested I was going to present any plan to the 
committee. I believe there are many methods being advocated to-day to solve 
the problem. We are not dogmatic. We have principles which we propound 
and believe in. We have a certain philosophy that goes with those principles. 
Now, I have no intention of presenting a definite plan to solve the economic 
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problems of Canada, because there are a number of things to consider. I did 
suggest that I would make suggestions to the committee that would be along 
the line we believe in and develop the principles that we stand for as we have 
placed them on record across Canada, being the establishment of a just price, 
the establishment of a continuous flow of credit, the establishment of increased 
purchasing power through the payment of dividends or price discounts. 
Practically everyone is familiar with those principles and I believe it is possible 
to introduce them into the economic life of Canada. As to the method by 
which it should be done there is a great divergence of opinion, but we can all 
agree that increased purchasing power is necessary if we are going to abolish 
poverty. / 

The CuarrMan: Well, we will give you an opportunity to show us how it 
can be done. : 

Mr. McGerr: Is it agreed that I may go on? 

Mr. Lanperyou: I suggest we should complete the examination of 
Mr. Towers if there is time, and if I can be of any assistance to the committee 
in further explaining the principles we stand for I am perfectly willing to do so. 


Mr, Jaques: Mr. Chairman, could Mr. McGeer tell us how long he will 
take to finish? 

Mr. McGeenr: I will shorten it as much as I can. I wanted to go in to the 
discussion of kind and quantity. I would like to place before the committee 
the actual parliamentary enactments under which this money is created— 
that is the source of supply. Then I think I would like to go briefly into a 
discussion of the uses of money. We have all got before us the Currency Act 
and the Bank Act and the Bank of Canada Act, and with those Acts before 
us I think we could spend a little time in dealing with the actual statutory 
enactments through which money originates in Canada. That would be 
valuable. That would probably take the balance of the next morning. 

Mr. Jaques: You think that will take another sitting? 

Mr. McGerrr: I think so. | 

Mr. Jaques: Before any general plan is discussed, I have a series of ques- 
tions I would like to put having a bearing on the existing system. We have 
held a good many sittings and I have sat here silently. I do not mind waiting, 
of course, so long as I do get an opportunity to put these questions. 

Mr. McGzerr: I think we can agree to that. 

Mr. Howarp: That is a fair way to put it. I would like to see, following 
the evidence of to-day, Mr. McGeer complete his programme, if I may call it 
so; and then I am interested in how we can secure under our present system 
more facilities to increase the business of this country. 

Mr. Lanprryovu: That is it. 

Mr. Howarp: I think we should have Mr. McGeer complete his examin- 
ation at the next meeting. | : 

_ Mr. Tucker: Let us have some understanding with regard to how much 
time we are going to need. Mr. McGeer needs one morning. How much time 
does Mr. Landeryou need to finish? We have to make our plans now, because 
I think we will get through on Friday. We have to make plans to hold the 
necessary meetings to do the things we are planning to do. 

Mr. Jaques: Before any proposed scheme or any proposed plan is discussed, 
I have a series of questions which I want to address on the present system. 

Mr. McGeerr: We all agree to that. 

The CuHarrMan: Shall we meet this afternoon at 3.15? 


(The committee adjourned to meet at 3.15 p.m.) 
[Mr. Graham Ford Towers.] 
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AFTERNOON SESSION . 
The Committee met at 3.15 p.m. 


The CHAIRMAN: We have a quorum. 


In attendance: Mr. Granam Forp Towers, Governor of the Bank of 
Canada. 


By Mr. McGeer: 


Q. Now, Mr. Towers, in addition to our annual production of gold, pro- 
ducing a surplus which we are apparently adding to the existing surplus of gold 
which we possess, I think you told me the other day that the need for a currency 
gold reserve was to-day largely psychological so far as domestic currency was 
concerned?—A. As far as domestic currency was concerned, yes. 

Q. Then I take it from that that you would agree that the finding of the 
MacMillan committee, the British MacMillan committee, section 148, would be 
worth reading. I should like to put it on the record, and it is as follows:— 


In the first place, the maintenance of a stable price level is not 
bound up with an inevitable annual increment in the volume of the 
various forms of purchasing power held by the public—coin, notes and 
deposits in commercial banks. Changes in habit may alter substantially 
the amount of purchasing power which the public desires to hold in 
various forms and, as the world situation improves and confidence is 
restored, the holding of purchasing power in cash or liquid deposits may 
decline in importance. Thus even if a constant relation must be main- 
tained between the growth of central banks’ liabilities and the desire of 
the public to hold liquid resources, a rate of growth of the former less 
than that usually assumed as necessary will suffice. In the second place, 
the relation between total central bank liabilities and gold supplies is 
influenced by the form which those liabilities take. For in so far ag the 
legislation governing central banks’ reserve ratio requires a smaller (or 
no) reserve to be kept against reserve liabilities, the growth in these 
liabilities, relative to total liabilities will diminish the pressure upon the 
available gold supplies. In the third place, it 1s not necessary that the 
volume of note issues should continue to be regulated, as it 1s now, by 
reference to the amount of gold held in reserve. If, as we recommend 
in part 2 of our report, the principle is adopted that gold reserves should 
be held, not primarily against note issues, but to meet temporary defi- 
ciencies in the balance of international payments, there need be no 
obstacle to the creation of a much increased volume of purchasing power 
without any increase in the supply of monetary gold, 


That report, as you know, was filed in 1931.—A. Yes. 


Q. And since then there has been plenty of evidence that that theory has 
not been worked out but is being more generally adopted as time goes on?— 
A. Yes. 


Q. That is the necessity or the value of gold as a reserve base for domestic 
currency is disappearing and in fact, in Canada, whatever value it has now 
is purely psychological?—A. I would think so, and at the same time, of course, 
the realization of the desirability of holding gold as a means of effecting inter- 
national settlements or of obtaining certain imports in the event of emergency 
is probably more prominent in the minds of a number of countries than it 
ever has been before. } 

Q. Oh, I quite agree. And it still has for that paramount purpose, inter- 
national purchasing power or settlement of obligations, a real value?—A. A real 
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value, and a value which is all the greater now by reason of the fact that there 
aré so many stumbling blocks in the way of doing without it through borrowing 
in foreign markets. | een be 


By the Chairman: ce | 
Q. May I intervene and ask a question? Have you the. value of the 
gold supplies of. the United Kingdom in 1931 and to-day?—A. Have we them 
here? Not here, but we can get them. 
Q. They have increased enormously within that period, have not they ?— 


v 


A. Yes. ) 


By Mr. McGeer: 
_.Q. And as the need of gold for international purposes increases the desire 
to release it from domestic obligations increases also?—A. I think that would 
be a fair statement, yes. | 
_. Q. Now, on page 112 of the MacMillan report, in section 287, reading 
from the middle of the page we find the following:— . | 
.The sole use of a gold reserve to-day is, therefore, to enable a. 
country to meet deficits in its international balance of payments... 


A. Is this someone’s evidence, Mr. McGeer? . 

Q. No, the finding—A. The report? 

). Yes, and as I recall it this was a unanimous finding of all the members 
of the committee—A. Yes. 

(. Not qualified in this regard by any of the addenda that were appended 
to the main report. This was, as I read the report, a unanimous finding of the 
committee. It says:— 

The sole use of a gold reserve is, therefore, to enable a country 
to meet deficits in its international balance of payments, until the 
appropriate measures can be taken to bring it again into equilibrium. 
This being the case, it is paradoxical that, in the numerous cases where 
countries have since the war re-established or established for the first 
time the gold or gold exchange standard, the consequent legislation has 
almost always expressed the total reserves ‘of gold or foreign gold 
exchange as a definite percentage of the central bank’s notes outstanding 
(plus in several cases its sight liabilities). 


Now, as I take that finding, it is a finding that having decided in actual practice 
that gold’s use is now confined to the settlement of international balances, 
it is an absurdity to have any portion of your gold reserves tied into your 
domestic currency issues as a reserve for that purpose—A. I would not go so 
far as to say that it is an absurdity, because it does provide a certain check, 
and perhaps a very useful one, on occasion. | 

Q. Well, the limitation upon the power to issue currency as a reserve for 
bank deposits?—A. Yes. 

Q. Is that the form of check you mean?—A. Yes, it is. In other words, 
the central bank has a curb in that way from going beyond a certain figure. 
In the case of Canada, of course, that curb could be removed by action of 
council, subject, of course, after an interval of at most a year, to the approval 
of parliament. 

Q. And it could be done under the administration we have, and the attitude 
of our government, without weakening our internal currency system ?— 
A. Assuming that the need for expansion was a justifiable one, I would hope 
and expect that would be the case, yes. 


By the Chairman: 
@. And the psychology was adapted according to your premise?—A, Yes. 
[Mr. Graham Ford Towers.] | | 
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By hr: MeoGeer tet pee: ye 
- Q. I was not dealing with that particular point at the moment. The point 
JI had in mind was that having the huge available money resources which 
_ we are neither using nor abusing, the elimination of our gold reserve prevision 
in our Bank of Canada Act would not alter the policy of the Bank of Canada 
or the government at all?—A. No; in other words, that gold reserve provision 
is in no sense a hampering one and I would not expect it to be in the visible 
future. : , | 
é Q. That is, we have plenty of reserves and plenty of money over and 
» above any money laws?—A. Yes. 
q Q. Which we are not using, and as a limiting force upon the issue of 
currency and credit currency in Canada it plays no part?—A. Not in these 
» days. | 
Q. And if we eliminated that from our Bank of Canada Act, the gold 
"reserve provision of 25 per cent as against Bank of Canada note issues, it would 
4 not affect the monetary policy or the monetary situation in Canada at all?— 
A. It should not, no. 
“a Q. So that when the MacMillan committee found that it was somewhat 
i; paradoxical, that it was a paradox to have in legislation such as the Bank of 
: Canada Act a provision for a gold reserve, they were correct as far as we are 
~ concerned?—A. At that stage, of course, they had in the back of their minds 
4 gold reserve provisions which were very much higher than the one we have in 
the Bank of Canada Act; and they had in mind cases where the banks were 
actually being hampered by those provisions. I would say that if there is any 
- thought of removing the provision, there should be a positive reason, so to 
speak, for doing so. | 

Q. Yes.—A. In other words, it should be thought of as something which 
would gain something for us. ; ; 

Q. In section 289 they dealt specifically with the use of gold by adopting 
the recommendation of the gold delegation of the financial committee of the 
League of Nations?—A. Yes. 
| Q. You remember that?—A. Yes. 

a Q. The section reads as follows. It is at page 122. 

. The CHarrmMan: This is the final report? It is page 122 of the final report? 
Mr. McGerr: Yes, Mr. Chairman. It was the final report filed in 1931 
of the MacMillan committee which had spent two years investigating the 
matter. 

The Cuarrman: I thought you were reading from the final report of the 
gold delegation. 

Mr. McCrrr: No. I will just read the whole section. 

The CuairMan: Will you read it very slowly so that we can follow it? 

Mr. McGzer: Yes. Section 289 reads as follows:— 

Under this heading, we strongly agree, therefore, with the general 
purpose of the recommendations of the gold delegation of the financial 
committee of the League of Nations in their second interim report. We 
hope that the following principle will be adopted by central banks 
generally: 

Then the provision that deals with gold is sub-section (iv) and reads as 
follows :— 
| (iv) There is also a further principle of central banking of a some- 
what different character which must be observed if central banks are to 
be in complete control of the situation, namely, that central banks must 
not be unduly limited in their power to expand their deposits otherwise 
than against a corresponding increase in their holdings of gold or the 
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equivalent of gold. Such undue limitation may result if the class of 
assets which the central bank is entitled to hold is too narrowly pre-— 
scribed by law. Similarly, it should lie within the power of a central 
bank to restrict the volume of its deposits otherwise than by decreasing 
its holding of gold. 


That is, they wanted the gold holdings of the central bank to be divorced from 
domestic currency, so that the gold holdings could be increased without in- 
ducing inflation and so that through the issue of currency as a basis for them, 
- bank deposits could be reduced without disposing of gold reserves; and in that 
process of reasoning the result desired would be the development of gold 
reserves for international purposes. 

Mr. Towers: Roughly, I think that is the case. They wanted to get away 
from the rigidities which were inevitable under a system where, to take an 
extreme case, a 100 per cent reserve in gold had to be held against those issues. 
They wanted to achieve greater flexibility; and, of course, those thoughts which 
were being expressed at the time by the gold delegation of the financial committee 
of the League of Nations and by the MacMillan committee were embodied in our 
legislation. | ; 

The CHairMAN: ' And may I add that, at that time, the gold delegation began 
with the idea, that there would be a scarcity of gold production. 

Mr. Towers: Yes. 

The CuarrmMan: To take care of currency needs. That was the foundation 
of the gold delegation. 

Mr. Towers: Yes. 

Mr. McGrrer: To take care of international needs. 

The CuHairMan: No, no; currency needs. 

Mr. McGrrr: Well, I did not quite read that into it, Mr. Chairman. 

The Cuatrman: If you will read the first volume of the gold delegation 
report, I think you will find—if my memory serves me correctly—that it was 
instructed to investigate that very subject. 

Mr. Towers: That was the atmosphere at the time: How can Europe get 
along with less gold? 

The CHAIRMAN: Yes. 


Mr. McGerr: Or how can we expand the gold production or the use of gold 
so that international gold standard requirements for the settlement of inter- 
national trade balances can be maintained as a means of increasing international 
trade? 

The CuHatrman: It is not my recollection that the international aspect 
was involved. 

Mr. Towers: Primarily, no. I think it was from the domestic situation and 
the feeling that they would be forced to operate domestically with less gold. 

The CHAIRMAN: Yes. 

_ Mr. McGrrr: If I may read again section 148 which I think makes that 
fairly clear, I should like to do so. I am reading from section 148. 

The CHairmMan: What is the date? 

Mr. McGeerr: Section 148, page 66. 

The CuatrMan: You will remember that the gold delegation was formed in 
1929 or 1928. It was instructed to report. The depression came in the midst of 
the investigation of the gold delegation in 1929, I think. 

Mr. McGerr: In any event, the MacMillan committee had all that before 
them and their finding was-as follows:— 

[Mr. Graham Ford Towers.] 
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In the third place, it is not necessary that the volume of note issues 
should continue to be regulated, as it 1s now, by reference to the amount 
-of gold held in reserve. If, as we recommend in part 2 of our report, the 
principle is adopted that gold reserves should be held, not primarily against 
those issues, but to meet temporary deficiencies in the balance of inter- 
national payments, there need be no obstacle to the creation of a much 
‘nereased volume of purchasing power without any increase in the supply 
of monetary gold. 


If, as is suggested by the chairman, in 1919 and thereafter— 

The CuHarrMAN: No, no. 

Mr. McGrrr: —the League of Nations committee were considering the 
necessity — , 

The CuarrMAn: 1929. 

Mr. McGerr: This is 1931. 


The CHAIRMAN: I know; but the gold delegation began its operations, 
I think, in 1929 or 1930. We will get that. 


Mr. McGerr: I think the gold delegation of the financial committee of 
the League of Nations was set up in 1919, in the beginning. 

Mr. Towers: In 1919 or 1929? 

Mr. McGuer: No, 1919. 

The CuHarrMAN: We will get a copy. 


Mr. McGerr: One of the first things they set up, of course, was a monetary 
committee to deal with reparations and debt payments. The whole problem 
that faced those working out the administration of the Treaty of Versailles was 
to find some way by which the reparations could be maintained. That whole 
question was very early considered. In any event, if there was at any stage of 
the proceedings of the gold delegation of the financial committee of the League 
of Nations the idea that there was a shortage of gold for the issue of notes for 
domestic purposes within nations, the MacMillan committee came to the 
conclusion as they say:— 

If, as we recommend in part 2 of our report, the principle 1s adopted 
that gold reserves should be held, not primarily against note issues, 
but to meet temporary deficiencies in the balance of international pay- 
ments, there need be no obstacle to the creation of a much increased 


° ° 


volume of purchasing power without any increase in the supply of mone- 
tary gold. 


By Mr. McGeer: 

Q. That was the finding of the MacMillan committee?—A. Yes. I think 
it should have been rather careful to define what it meant by “purchasing 
power.” But I understand it. In other words, the expansion of deposits was 
probably what they had in mind. | 

Q. The purchasing power in all countries is practically on the same basis— 
subsidiary coin, bank notes and bank deposits?—A. Yes. They are thinking 
of purchasing power to the extent that it is represented by money, of course. 

Q. Yes.—A. Rather than to the extent of increased production and the 
exchange of goods. ; 

Q. In other words, they made a finding that the volume of purchasing 
power to be issued through the banking system was not necessarily to be limited 
by the supplies of gold; and I think we are on general agreement on that?— 
Ay Yes: 

Q. I mean, that is the situation in Canada. So that we come now to the 
proposition that, in addition to the huge reserves which we have—that is, the 
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abundant supply of money—we have power to suspend the operation of our 


25 per cent gold reserve?—A. Yes. 


Q. And we could do that without, as you said a moment ago, any harm — 


to our system?—A. Under appropriate circumstances. | 
@. Are you aware of any instance in which governments have used paper 
currency successfully in an issue through the unlimited powers of the depart- 
~ ment of government?—A. No, I do not recall it 7 
-Q. During the great war did not Great Britain resort to the use of that 
type of money?—A. Of course, that depends on the definition of the word 
“successful.” If success implies the maintenance of stability of the value of 
the money, then they have never done it successfully, so far as I am aware. 
Q. But you are aware that during the war time period the British treasury 
had unlimited power to issue national currency for the liquidation of govern- 
ment obligations in the form of paper currency?—A. Not liquidation of gov- 
ernment obligations. You mean of bond ‘issues, for example? | 
(. I should like to read another section from the MacMillan report. I 
am reading from page 27. Section 56 reads as follows:— 


- During the war the Currency and Bank Notes Act of 1914 authorized 
the issue of Bank of England notes in excess of the limits fixed by law 
to such an extent as might be temporarily authorized by the treasury 
and subject to any conditions attached to that authority. But the 
important change in practice was that during the war and for ten years 
afterwards currency notes for £1 and 10s. were issued by the treasury, 
the amount and manner of the issues being entirely within the discre- 
tion of that department. | 


That was one instance where the British government had resorted to the issue 
of national currency in the form of paper money?—A. At the cost, of course, 
of a substantial depreciation in the internal value of the currency—vyery sub- 
stantial. 

Q. Whether that was so or not, and whether it was due to that issue or 
not, may be matters that are arguable—A. Whether it was so or not is not 
arguable, because one has only to refer to the price level in Great Britain 
during those years. 

@. There were other factors in addition to the issue of this money which 
played a part in that which have to be considered.—A. In other words, it was 
the case that they had a depreciated currency; but you raise the question. 
as to whether that was due to the issue of the money or to some other cause? 

Q. Yes. Bradburys is what they were called?—A. Yes. 

Q. The volume of Bradburys was, in comparison to the whole issue of 
the new money and national debts, comparatively small?—A. It was the founda- 
tion. 

Q. Would you suggest that the Bradburys in any way took the place of 
Bank of England notes at that time?—A. They were in addition to them. I 
would say that the whole financial policy of the British government on the 
credit side, on the banking side, and on the side of provision of additional 
currency through Bradburys is all part and parcel of that thing which did 
produce in England during the war a very substantial degree of inflation ean 
other words, reduction of the value of their money in terms of commodities. 

Q. Yes?—A. And that is a fair example of what you can do, particularly 
under war circumstances, by following a policy of that kind. 

Q. But, in any event, we have that particular instance. When a govern- 
ment is in distress for money, due to international crises, one of its resources 
is the issue of its own national currency in the form of paper money?—A. Yes, 
it decides that the emergency is such that it cannot afford to ask for direct 
sacrifices, it decides that it must take the easy and quick way of doing it 
by depreciating the currency. . 

[Mr. Graham Ford Towers. ] 
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 Q. Yes—A. ‘England went quite a distance; France went, of course, a- good 
jeal further; so did Italy, Belgium; and as regards the other belligerents, the 
enemy countries, they went so far that their currency never recovered from 
the shock. It was all a question of degree though. It is much the same thing, 
but some did it more strenuously than others. he 
—__ Q. Now, of course, when we talk about an inflated currency we talk in 
terms of currency that is issued in excess of the statutory gold reserve 
requirements.—A. Oh, no, Mr. McGeer; in excess of the monetary requirements, 
irrespective of gold. | 
 Q. I did not say in whole, I said in part; it is at least evidence of inflation 
with a country having a gold reserve-—A. Not to me. 
 Q. When a country having a gold reserve issues currency in excess of that 
gold reserve requirement, now that may or may not produce inflation, because 
the volume of currency issued although it is in excess of the gold reserves 
may not in itself be sufficient to create an inflationary condition. But normally 
the gold reserves are there to prevent inflation; that is, they are there to 
restrict the issue of currency to a level which will not be inflationary. You 
just told me that a moment ago.—A. I said that they were a form of curb. 
: Now, a curb may be so slight that one could go very far in the direction of 
inflation before reaching the curb. That is the case in Canada. I would say 
that simply because the central bank liabilities in the form of notes or deposits, 
simply because they happen in some countries to have gone beyond the place 
_ where they should have been in relation to the legal ratio of gold does not in 
itself indicate anything wrong. One would have to examine the situation and 
find out whether the thing that was wrong was the increase in their liabilities 
or the gold reserve provision. ; 
4 Q. Well, in any event, if it does not result in inflation, the abandonment 
of those reserves, that is another proof that it is not an essential thing to 
-domestic—an essential factor in the regulation of the issue of domestic cur- 
- rency?—A. The situation really depends on the issuance of domestic currency, 
on the creation of a credit situation from the domestic point of view which is 
- not over done. 
x Q. Now, as a matter of fact to-day our gold is purchased by the Bank 
of Canada with the notes which it issues, Bank of Canada bills——A. Or 
' cheques, shall we say. 
i Q. Well, if you wish, cheques; with cheques which can be redeemed in 
» Bank of Canada bills—A. Yes. 
Y Q. So the medium of exchange that is used to purchase gold by the Bank 
» of Canada is Bank of Canada bills?—A. Yes. | 
4 Q. And these Bank of Canada bills are not redeemable in gold?—A. No. 
Q. So that we are in effect using a paper currency authorized by parlia- 
ment as the medium of exchange to purchase gold?—A. Or, anything else, as it 
is legal tender. 
si Q. I am just thinking of gold—A. Quite. 
is Q. Now, aren’t we then in effect using printing press money not convertible 
into gold to purchase gold?—A. That is the practice all over the world, with 
- few exceptions; and there is nothing wrong with printing press money except 
' the connotation. I think the phrase when generally used conveys the thought 
that once having started the presses going you can never do anything to stop 
' them. 
Fi Q. I am quite aware of that argument. What I want to get at is the fact 
- that we in Canada are using to purchase gold a printing press form of money 
authorized by parliament—aA. We are on a fiat money basis in Canada, there 
is no mistake about that. 
Q. Yes, we are on a fiat money basis in Canada.—A. The value of our 

money will therefore depend on the prudence with which issues are managed, 
so to speak. 
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Mr. Howarp: Certainly. | ) 

Mr. McGerr: What I want are the facts. We will come to that argument 
later. Now, that is a very great change in monetary policy as it was main- 
tained prior to 1914? Hoa 

Mr. Towers: Yes. 

Mr. Howarp: Yes. 


By Mr. McGeer: | 


Q. Yes; the great change is in this, that prior to 1914 we condemned the 
issue and use of paper currency unless that paper currency was convertible 
into gold. That was in 1914—A. Yes. : 

Q. Since 1914 we have moved to the place where we compel the sale — 
of gold for a paper currency not convertible into gold. That is right, isn’t 
it? I do not know whether you have got it or not, but I want to have it on © 
the record; and I am not saying that facetiously. Now, that proves, does it — 
not, that a currency of paper authorized by parliament has a purchasing power — 
more powerful than gold itself?—A. I would not say more powerful, but for — 
domestic purposes just as powerful. 

Q. Well, it goes further than that; you see you have got two strings to 
that bow. If I have gold I must sell it for paper money.—A. Oh, no; oh, no. 

Q. I can’t sell it any place else. If I am a gold producer in Canada I — 
must sel]— 

A. You can export it, provided the Minister of Finance gives a licence. I 
doubt whether the Minister of Finance would—but I cannot speak for the — 
Minister of Finance. 

Q. I do not expect you to. But as a matter of fact, in general practice 
the government of Canada has taken over a monopoly of the control of the 
export of gold?—A. Yes. Incidently, of course, what they have also done is — 
this, when there has been a premium on New York funds, and when ordinarily 
a gold producer would benefit from the sale abroad in terms of New York 
Ae the government has paid the gold producers that premium on New York 
unds. 

Q. Yes, but they force the sale to go to the government, not to be exported 
by way of licence?—-A. On the basis of a gold producer getting as much as 
he could have gotten in any market in the world. 

Q. Quite true—A. If, for example, gold is selling at $35 an ounce in New 
York, and if there were to be a premium of 20 per cent on New York funds, 
the government would not take gold from the producers here at $35 an ounce 
in Canadian paper money— 

Q. I think the point that I want to make is not involved in those details. 
I put it on this basis, that if he sells gold to the Bank of Canada he must take 
paper currency?—A. Yes, but you don’t need to sell the gold. 

Q. I don’t need to sell the gold, but if I have paper currency I can’t get 
gold from the Bank of Canada?—A. No; so long as the gold provisions are 
suspended from year to year by order in council. 

Q. And therefore, on that basis, now; and even since the Bank of Canada 
started—A. Yes. 

z nf So that in that regard we must give up gold for paper currency ?—A. Not 
must.” 

Q. If I want to sell it to the Bank of Canada?—A. Yes, but you can sell 
it to somebody else. 

Q. Not in Canada.—A. Yes, you could sell it to the government. 

_  Q. To the government?—A. And receive as much as you would by sell- 
ing it anywhere in the world. . 
[Mr. Graham Ford Towers.] 
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Q. But I would have to take that in legal tender cash of Canada, which is 

Bank of Canada bills——A. At a rate which would allow for any depreciation 

in the value of currency. 

mee 6. Yes.—A. In other words, if Canadian currency were depreciated to the 

_ extent of 50 per cent I presume, perhaps rashly, that the gold producer would 

receive $70 an ounce in Canada. 

a Q. Providing that the government agreed to it—A. So that the spirit of 

force, so to speak, in the sale of gold, has never been present. : 

| Q. I am going to deal with the Gold Export Act a little later on, and I think 

we will clarify that then—A. Yes. 

eS Q. Then we have in Canada two forms of national currency being issued; 

_ one is the subsidiary coin—bronze, nickel and silver coins—issued through the 

: -mint?—A. Yes. 

~~ Q. And the Bank of Canada.—A. As agent, yes. 

QQ. And authorized, as far as its creation is concerned, by the Currency 
Act—A. Yes. 

¥ Q. And we have Bank of Canada bills issued by the Bank of Canada, the 
creation of such bills being contained in the provisions of the Bank of Canada 
Act?—A. Yes. 

is Q. Now, could you give me a statement of the percentage of national 

‘currency money in issue as compared with. the money issued by our chartered 


_ banks.—A. Are you speaking now only of note issues? 


Q. No. I want subsidiary coins and the Bank of Canada bills now issued 


and in circulation contrasted on a percentage basis with merchant bank bills 
and merchant bank deposits.—A. To make that comparison a proper one we 


should also include deposits with the Bank of Canada. 
Q. Oh, quite. I think all the way through these proceedings, if I over- 


looked it, Mr. Towers, I consider, and I think you will agree with me, that the 
amount of Bank of Canada Bills is the amount of deposits with the Bank of 
Canada, or the equivalent of a note issue?—A. That is right. 

Q. You could give me that percentage?—A. Yes. Perhaps IT can work that | 
out in a couple of minutes and come back to it. om 

Q. Mr. Towers, when you allow the merchant banking system to issue , 
bank deposits which, with the practice of using the cheques as we have it in 

vogue to-day constitutes the medium of exchange upon which I think 95 per 

eent of our public and private business is transacted, you virtually allow the 
banks to issue an effective substitute for money, do you not?—A. The bank 
deposits are actual money in that sense, yes. 

Q. In that sense they are actual money, but, as a matter of fact, they are 
not actual money but credit, bookkeeping accounts, which are used as a sub- 
stitute for money?—A. Yes. 

Q. I think it is fair to say that in the evolution of the monetary system ‘we 
have moved from metal money to the use of metal money and paper money and 
then on to the use of metal money, paper money and bank deposits in the form 
of accounts?—A. Yes. 

Q. And that when we allow the banks to issue bank deposits and to use 
them as money— —A. The banks do not use them as money; the customers do. 

Q. Well, to permit their use as money.?—A. Yes. 

Q. Then we authorize the banks to issue a substitute for money?—A. Yes, 
I think that is a very fair statement of banking. 

Q. Then it would be fair to assume that in the evolutionary processes of the 
development of our medium of exchange the prerogative right of government 
to be the issuer of the money medium of exchange of the nation has been 
transferred from the government to the merchant banking system?—A. I am 
not capable of speaking of the legalistic conception of it. 

Mr. Howarp: You mean prior to the formation of the Bank of Canada? 
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Mr. McGerr: No, I would say subject to the control of the Bank of Canada 
whatever that may be, if you want. that qualification in. | (a 


By Mr. McGeer: 


Q. But, as a matter of fact, the merchant banks issue bank deposits which — 
I think we all agree are in use as the medium of exchange to consumate about 
95 per cent of our money transactions?—A. Yes. Not thinking of any legal 
conception of it, it is the case that, subject to the control exercised by the — 
central bank, and subject of course also to the regulations imposed by the Bank 
Act, the banks are allowed—this sounds rather trite but it really is the case—~ 
to.do the business of banking, which is along the lines that you describe. May 
I say that it is only a question of phraseology, so that it is a minor point, but. 
the issue of bank deposits does not ring very truly in my ears. The banks are ‘ 
able, so long as they operate within the framework of the Bank Act and command ~ 
the confidence of the people, to make loans or investments which will result in © 
their setting up liabilities in the form of deposits. The public having decided — 
that they will leave those deposits with the banks, as a question of convenience, 
then use those deposits rather than using metal money or. paper money for most ‘ 
of the transactions of the country. @ 
QQ. Have we got that percentage now?—A. The percentage of subsidiary — 
coin, plus Bank of Canada notes, plus chartered bank deposits with the Bank — 


of Canada to chartered bank deposits and notes is 16 per cent. 
Q. 16 per cent of the total?—A. Yes. 
Q. Is that 16 per cent of bank deposits or 16 per cent of the whole total of | 


money in issue?—A. 16 per cent of chartered bank deposits and chartered - | 
bank notes. | 

Q. What I wanted to get was— —A. The percentage of the total? 

(). —the percentage of the total. What you have given me is the percentage _ 
of one to the other, but I want what percentage of the total is issued by the — 
government and what percentage of the total is issued by the merchant banks. — 
—A. That percentage is 12, . 4 

Q. 12 per cent of the money in use in Canada is issued by the government — 
through the mint and the Bank of Canada, and 88 per cent is issued by the © 
merchant banks of Canada on the reserves issued by the Bank of Canada.— 
A. Yes. As you can see through taking the total of all those items and saying 
that the subsidiary coins and Bank of Canada items represent 12 per cent of 
the total, there is a certain distortion, because the Bank of Canada notes and 
deposits are quite largely the cash reserves on which the other deposits rest. ’ 

Q. But if the issue of currency and money is a high prerogative of govern- 
ment then that high prerogative has been transferred to the extent of 88 per : 
cent from the government to the merchant banking system?—A. Yes, but I ; 
would say this, that it would be from a legislative point of view comparatively 
simple to remedy that. Obviously, we want a banking system; I mean, the 
convenience of being able to carry accounts and pay by cheque is very great . 
and the people would want that continued ; therefore, there is no thought in — 
any of our minds that a banking system would disappear. . 

Q. No—A. Now, if it is considered undesirable that the banking system 
should be operated privately, so to speak, then the remedy obviously lies in 
nationalizing the system. It can be the only possible change in that respect. | 

Q. Well, I think we will come to that argument a little later on. 

Mr. Howarp: I disagree with that. 

Mr. Towers: I do not suggest that that should be done, but those are the _ 
alternatives arising from the thought expressed by Mr. McGeer. 


By Mr. McGeer: 


Q. Mr. Towers, I have no thought of nationalizing the merchant banking 
system and no thought of nationalizing privately owned money. 
[Mr. Graham Ford Towers. } 
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tte . 
|. Mr. Howarp: Hear, hear. 

wa Py By Mr. McGeer: 7 | | Ue 

_ Q. We can be on clear ground regarding that. And I have no thought 
of establishing a change in the monetary system.—A. Yes. ) 

Q. That would destroy the merchant banking system.—A. Yes. 

m Q. As an effective service to the commerce of a capitalistic democracy? 
ee ede ; 

Mr. Howarp: Hear, hear, that is the thing. 


‘By Mr. McGeer: dy 

' Q. And if you -have any idea that my thoughts are drifting along that — 
line I may say to you that they are not. May I say to you further that in the 
proposals which I intend to make before this committee, before its deliberations 
‘are concluded, I propose to show that the changes which I think can be made 
‘to improve public finance and general circulation will not be detrimental to 
‘the merchant banking system, to the insurance companies, to the trust companies 
or to private investment or to private capital. On the contrary, that all those 
‘institutions and individuals will be benefited rather than harmed. 

. Now, the point that I was making was this: If it is the prerogative right 
‘of government to issue money, then that prerogative right in Canada under 
‘our existing system has been transferred to a merchant banking system to the 
‘extent of 88 per cent of the money in issue in use? That is correct, is it not?— 


te Yes. : 

QQ. Now, when the merchant bank is authorized to create and issue a bank 
‘deposit’ as a substitute for money in a system where that substitute actually 
functions as money, it 1s ceiving to the bank the equivalent of the power to 


‘mint coins, or print money?—A. Under the regulations imposed by government, 


yes. 

4 Q. But that is the result of that transaction?—A. As I said in one of the 
earlier meetings on the same subject. it gives them that power. Naturally, in 
order to exercise it, they have to have the confidence of the people. 

- Q. In any event, under the system of banking authorized by parliament 
and accepted by the people as the common practice, our merchant banks create 
and issue 88 per cent of the money medium of exchange used by government 
‘and people in Canada?—A. Through their ordinary banking activities in the 
form of making investments and loans. 

‘i Q. But they do create and issue 88 per cent of the money which we use?— 
A. “Issue” is just that phrasing which I questioned, but it is the case that 
through their banking activities in the form of making investments and loans 
‘you find then the creation of these deposit liabilities which serve in major por- 
tion as the medium of exchange in the country. 

p Q. But there is no question about it that the banks do create that medium 
of exchange?—A. That is right. That is what they are there for. 

y Q. That is what they are there for and that is what they do.—A. Yes, they 
do. 

it Q. And they issue that form of medium of exchange when they purchase 
securities or make loans?—A. That is banking business, just in the same way that 
a steel plant makes steel. 

Q. So that we are clear on this point that our merchant banks do create 
‘and issue 88. per cent of the money medium of exchange in common use in 
Canada to-day? That is correct, is it?—A. Roughly. 

: Q. This may seem elementary, Mr. Towers, but I should like to place it on 
the record. I want to deal with the laws under which Canadian money is 
created and issued into circulation and controlled and regulated in circulation. 
“ 


d 
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I think you will agree with me that the creation, issue, and regulation of the 


circulation of the Canadian medium of exchange are provided for in our currence 


and banking laws?—-A. The principles and safeguards are laid down; the amounts, 


of course, are not specified. 
Q. Controls of the amounts are specified?—A. Yes. 


@. And in so far as banking practice in the regulation of circulation is con- 
cerned provision is made for that, both as to currency and bank notes? That 
is correct, is it not?—A. The actual amount of circulation in the hands of the 


people is determined by their needs. ~ 


Q. And as the MacMillan committee pointed out, by their own attitude 
in so far as private money is concerned?—A. By the habits of the people, you 


mean? 
Q. By the habits of the people, yes, or changes in practice. 


By Mr. Vien: 
Q. The power and limitation is in the Act?—A. Yes. 


By Mr. McGeer: 


Q. There are two factors which affect circulation: The controls which are 
defined by legislation and exercised by authorities who are there for that purpose, — 


and the habits or actions of the people with regard to their private possessions. 
That would be correct, would it not?—A. Yes. 


Q. The basic law for the creation of Canadian money is the Currency Act, 
is it not?—-A. That refers now, of course, as I recall it, only to subsidiary coins. — 


Q. I shall go through the different provisions of that Act with you. For 
instance, section 15 of that Act provides that all accounts, debts and obligations— 
—A. Oh, yes, I see. | 

Q. It goes further than merely subsidiary coins—A. Yes. 


“By Mr, Vien: - 

Q. Would you quote the reference to the statute? 

Mr. McGerer: An Act respecting currency, chapter 40. This might be cited 
as the Currency Act, 1910. It will appear in the revised statutes. I have not 
them here. I would suggest that the Currency Act be made an appendix to this 
record. 

Section 15 of that Act—and I put the sections in the order which I think 
work out the conclusion—provides that all debts, accounts and obligations shall 
be kept and settled in the money of Canada or in the currency of Canada. That 
regulates by law the thing that we use for money in all our commercial and public 
transactions, and that is the basis of the money system in Canada. 

Section 2 of that Act fixes the denomination in terms of dollars, cents and 
mills, which are the denominations of our Canadian money. 


Sections 6 and 7 authorize the Minister of Finance to purchase bullion. I | 


should like to draw the committee’s attention to the language of section 6, which 
says:— 
The Minister of Finance may from time to time issue out of the 
Consolidated Revenue Fund such sums as may be necessary for the pur- 
chase of bullion in order to provide supplies of coin for the public service. 


By Mr. McGeer: 

Q. That section puts a direct responsibility upon the Minister. of Finance 
to purchase bullion and to create the money medium of exchange as far as coin 
currency is concerned needed to service the Dominion of Canada?—A. Yes.. 

Mr. Vien: Would not that section apply only to the requirements for mint- 
ing purposes? 

[Mr. Graham Ford Towers.] 
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Mr. McGerr: In order to provide supplies of coins for the public service. 
Mr, Vien: That would be linked up with the mint. | 
q _ Mr. Towers: The raw material of the mint. 

Mr. Vien: It refers to coins, the power to buy bullion to provide the neces- 
sary ees of material for coins. Is that not necessarily linked up with the 
mint | 

Mr. McGerr: I quite agree. I mean to say this deals with coins, but it is 
‘a relic of legislation which existed prior to the use of paper money, prior to the 
issue of bank deposits as a substitute for money; but what I suggest it indicates 
is that it is a governmental responsibility of a specified minister of the crown 
to supply the coin needs of Canada. 


Mr. VIEN: Yes. 


By Mr. McGeer: 


Q. Now, to make the matter pointed to what I am suggesting, may I say 
that if it is the duty and responsibility of the government to supply the coin needs 
of Canada there is no reason that I can see why it should not be the duty and 
responsibility of government to supply all the money needs of the public. 

The next section of importance is section 3 which defines the fineness of gold 
coins and the fineness of silver coins, one, nine-tenths fine and the other, eight- 
tenths fine. Section 20 gives to the Governor in Council all the powers necessary 
to supervise the creation, issue and circulation of coin. That is correct, is it not? 
~—A. I am not familiar with it. 
Q. You are not familiar with that?—A. Not from memory, no. 
-Q. I thought there would be no question about that. 

Mr. Vien: Might I suggest, Mr. Chairman, to Mr. McGeer at this point, 
that if it is a foundation leading to a series of questions to be put to Mr. Towers, 
it would be quite in order, but if it is only for the purpose of making argument 
here, it may be preferable to deal with Mr. Towers in the form of questions for 
the time being? 

Mr. McGerer: What I want to do— 

Mr. Vien: I do not want to interrupt. 

Mr. McGerer: What I want to do is to put on the record the sections that 
I think are important and upon which an argument may be made. 

‘ Mr. Vien: I thought it was already understood that the act was to be 
printed as an appendix to the report. 

Mr. McGezer: I am putting this on the record because I thought the 
members of the committee would wish to refer to it. 

Mr. Vien: All right. 

Mr. McGerr: Section 4 of the act fixes the money value of the coins and 

~ sections 8 establishes their legal tender value. 


By Mr McGeer: 

Q. In the sections that I have referred to, Mr. Towers, we have the basis 
of the creation and issue, and within the limits that government can go, the 
regulation and circulation of coin money in Canada.—A. Yes. 

Q. The next act which parliament has given similar authority to is the 
Bank of Canada Act. You are quite familiar with that?—A. I am familiar with 
that one. 

Q. I should like to put on the record now the general duties of the Bank of 
Canada as they are defined in the preamble. May be it would be wrong to say 
duties, but hopes of service-—A. General objectives. 

Q. General objectives? | 

Mr. Vien: General functions. 
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By Mr McGeer: ) | , 

Q. No, objectives would probably be the better term. The preamble reads 

as follows:— =} ep a 
Whereas it is desirable to- establish a central bank in Canada to 

regulate credit and currency in the best interests of the economic life of. 

the nation, to control and protect the external value of the national 
monetary unit and to mitigate by its influence fluctuations in the general 

level production, trade, prices and employment, so far as may be possible. 
within the scope of monetary action, and generally to promote the economic — 
and financial welfare of the dominion... 


A. It is a work of genius. I may say at least one country, probably two, have 
borrowed from it when their draftsmen came to draw up something of that kind. 

(. Now, when we get to the powers of the act, we find them set out in 
section 21. I do not need to go into it, but it gives you almost unlimited power 
to buy and sell securities—A. Within certain limits in respect to maturity, yes, 
and of course specified securities, dominion and provincial. 

Q. They are a pretty wide range of banking securities?—A. Dominion and 
provincial direct and guaranteed. 

Q. Some foreign?—A,. In very strict limitations, some foreign ones, yes. 

(. And to buy and sell and rediscount all manner of exchange, promissory 
notes endorsed by chartered banks?—A. Yes. | 

(. Which means that your power to loan to chartered banks is limited only 
to the type of security which the banks take in exchange for merchant advances? 
—A. Not quite, probably; but it does mean this, that having in mind the fact 
that the chartered banks are holders of very substantial amounts of securities 
which are eligible for pledge, and also have substantial loans of a character 
which can be rediscounted, that in effect the rediscount powers are very ample. 

Q. As a matter of fact, you have power to make loans to banks on 
promissory notes?—A. Unsecured notes, no. | 

Q. But secured notes?—A. On promissory notes on the security of: pro- 
vincial and Dominion bonds. 


By Mr. Vien: 


Q. Can you rediscount commercial paper?—A. Yes, if it conforms with 
certain principles laid down in the act. 


By Mr. McGeer: 

Q. The point I want to get at is this: the type of security which you are 
permitted to take in exchange for advances to our merchant banks is abun- 
dantly available in our merchant banking system?—A. Yes, it is. 

Q. There is no such thing as a difficulty for our Canadian banks to get 
whatever reasonable amount of Bank of Canada bills they want under these 
powers?—A. That is right. | 

Q. Now, section 2 prohibits you from accepting deposits and a number of 
other things——A. In respect to deposits for a fixed term or paying interest on 
deposits, yes. 

@. You know the practice in Australia with reference to the Common- 
wealth Bank and the state banks? They do take deposits, don’t they?— 
A. From private parties, yes. The state banks, of course, are not central banks 
in any sense. The Commonwealth Bank had been, practically speaking, a 
commercial bank before it gradually grew to being a central bank as well. 

Q. As a matter of fact, the banking laws of Australia prevent merchant 
banks from taking savings bank accounts?—A. I was not aware of that. 

Q. You are not aware of that?—A. No. 

@. You may check it, if you will—A. Yes, I will. 
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- Q. Can you give me a statement of the amount of savings on deposit with 

Commonwealth banks? I have no doubt you have their report.—A. Yes. 

Q. It is a very substantial amount?—A. Yes, it is. 

Q. And the amount of interest they pay for those savings?—A. Or rather 

_the rate of interest. | 

f Q. The rate of interest, yes. 

| Mr. Vien: Do you mean to say in Australia all savings must be deposited 

with the central bank? 

Mr. McGerr: I think there is a slight qualification in that. In the main 

that is true, but I think there is a provision for a customer of the bank to carry 
a portion of his current account in what they call a “time” but not a savings 

account, but what we have defined as purely a savings account. 

Mr. Vien: As distinct from commercial? 

Mr. McGeer: And a form of time account which we really treat as a 
savings account here. The restriction is that these savings must be deposited 
with the Commonwealth Bank or a branch of it, which indicates that after all 
the deposits on account with the merchants banking system as savings are not 

necessary to the merchant banks functioning as such. | 
Mr. Towers: Yes, they are, as the organization stands to-day. 


By Mr. Howard: 

Q: You mean under our system?—A. Under our organization I would say, 
so to speak. In other words, they have built up an organization and a chain of 
branches for that purpose, and the organization could not survive if the purpose 
disappeared. | 

Q. That is right. 

Mr. Vien: How do they proceed about it in Australia? 

Mr. McGerr: As a matter of fact what they do is this: when a merchant 
bank wishes to make a loan or wishes to secure an asset, they do not go through 
ths process of going into their vaults and taking a portion of their own capital, 
nor do they go to an existing depositor’s account and charge that account. with 
any amount. They do create a new deposit. account against that loan or pur- 
chase, and those transactions go on independently of whether there are savings 
on deposit or not. 


By Mr. McGeer: 

Q. That is correct, is it not?—A. I do not follow that, Mr. McGeer. I do 
not understand it at all so I am not in a position to reply. Perhaps when [ 
read it in the record I may understand it. In any event, of course, there is no 
difference in that respect between Canada and Australia. 

Q. No; I would say that is true. I would say if our merchant banks in 
Canada got rid of the cost of paying interest on savings it would release the 
merchant. banking system from a very costly hability.—A. They would then, of 
course, also lose an equal amount of earning assets and the question would then 
be— 

Q. I thought we agreed on that the other day. 


By Mr. Vien: 

Q. Does not it boil down to the question whether the Canadian merchant 
banks to-day are losing money or making money out of their savings depart- 
ments?—A. That is it. 

Q. Would it be true to suggest that the Canadian banking system, outside 
of the central bank, which has no savings accounts, is losing money ?—A. No. 
Q. Through the savings departments?—A. I would not think they are. 
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Q. Are they not making money through the savings departments?—A. 
Yes, I should say they are. “| 
Q. They are paying 14 per cent on the deposits and they loan that money 

for other banking purposes?—A. They have loans and investments against 
those savings, yes. 
e 
By Mr. Howard: f 

Q. Mr. Towers, as a matter of fact I do not think that is quite the right 
answer. Is not this the case: when business is good in the country and the 
demand for money is large it is an asset to the merchant banks in Canada to : 
have savings deposits. But in times of depression, when we have a money glut 
in the market as we have to-day, it is not so much of an asset. That is the 
reason why they vary the interest on their savings deposits—A. Yes, because - 
the amount which they earn from the employment of these savings deposits is 
being reduced. ; 
Q. For instance, just along the same line, there are trust companies which — 
take savings accounts and trust companies which do not take savings accounts; — 
that question has been discussed time and time again, and the consensus of — 
opinion is that it is better for trust companies not to take savings deposits, 
due to the up and down of the commercial tide of affairs. : 


By Mr. Vien: 


Q. Even if they do adjust the rate of interest paid to the depositors on 
savings accounts, this adjustment just takes place for the purpose of retaining, 
for the bank, a certain amount of profit?—A. Yes. 

Q. Out of that department?—A. Yes. 

Q. And, therefore, if the suggestion which I understood to be made was 
carried out, namely, that the central bank alone would deal with savings 
accounts, we would deprive our merchant banks of a source of revenue?—A. 
You would do two things. You would deprive them of a source of revenue, ~ 
because I would think that even now there is a small margin—smaller than 
it used to be, of course, but still a small margin—between the cost of the 
savings department and the earnings from the assets which they have against 
those savings. There is that small margin. Moreover, there is also the question 
of the branch organization and its overhead, part of which is borne by the 
savings activities. If you remove those savings activities, then, of course, you 
have to curtail your overhead by closing branches all over the place. 

Q. Is it not a fact also that through our branch banking system we can 
draw to the head office surplus deposits in one branch to meet surplus demands 
for funds in other branches?—A. Deposits are taken where they are available. 
Loans and investments are made where they are demanded. Therefore, there 
is no rigidity whatever within the country. There is a flow from one end of the 
country to the other. 

Q. Therefore, if you deprive the merchant banks of the privilege of 
receiving deposits in all their branches, you might curtail the flexibility of our 
banking system in the sense that a bank would not be able to draw from sur- 
plus deposits in one branch to meet demands for industrial loans in other 
districts ——A. Yes, that is true. The question would largely be whether the other 
organization created for that purpose re-supplied the flexibility. I do not know. 


Mr. McGrrr: Would you mind my putting this on the record at this point? 
I thought we agreed with the findings of the MacMillan committee the other 
day as to how bank deposits are created. 

Mr. Towers: Yes, we did agree. , 

Mr. McGerrr: I thought we did. Might I repeat this: At page 34, sec- 
tion 74— : 

[Mr. Graham Ford Towers.] 
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Mr. Vien: The English report? 
Mr. McGzrr: The English report, yes. Section 74 reads as follows:— 

It is not unnatural to think of the deposits of a bank as being created 
by the public through the deposit of cash representing either savings or 
amounts which are not for the time being required to meet expenditure. 
But the bulk of the deposits arise out of the action of the banks them- 
selves, for by granting loans, allowing money to be drawn on an over- 
draft or purchasing securities, a bank creates a credit in its books, which 
is the equivalent of a deposit. 


By Mr. McGeer: 

Q. You agree with that?—A. I do. I was wondering what brought to 
your mind any possible disagreement, arising from anything I said recently. 

Q. Probably I have not followed the discussion as closely as I might have, 
because I did not think we were in disagreement.—A. No; I am sure we are not. 

Q. When a bank makes—to use the language of this section—a loan or 
erants a loan or allows money to be drawn on an overdraft or purchases securi- 
ties, it creates its own deposit against the assets of that loan?—A. Not its own 
deposit; an amount owing to a depositor. 

Q. Well, it creates the deposit?—A. It creates the liability. 

Q. Which is its liability?—-A. Yes. 

Q. Which it exchanges for the asset of the borrower or the promise of 
the overdrawee or for the security which it purchases?—A. Yes. 

Q. It does not use the accumulated deposits of the savings depositor. 
What they have found out, I think, in Australia is that the banks can use that 
deposit practice, without resorting to savings accounts.—A. Of course. 

Q. And that is true?—A. Of course. 

Q. And the Australian Commonwealth Bank——A. But you then separate 
the two forms of organization. In the case that you mention, the use of deposits 
takes place in exactly the same way but they are called demand deposits or 
time deposits. They do not happen to be called savings deposits. 

Q. As a matter of fact, we have that practice right here in Ontario to 
some extent—that is, I am referring to the practice in Australia—where the 
savings banks of the Ontario government take a large portion of the savings 
deposits of the people. I probably should not say a large portion, but a sub- 
stantial amount.—A. Yes. © 

Q. Of the savings of the people of Ontario?—A. Yes. 

Q. And that bank—that is the Ontario Savings Bank—pays what rate of 
interest to depositors now?—A. I am not sure whether it is 14 or 2 per cent. 


Mr. Lanperyou: It is more than 15 per cent. 

Hon. Mr. Lawson: 14 per cent in Ontario. 

Mr. Towers: I think so. 

Mr. Lanperyov: I think it is more than that. 

Mr. Towers: I think it is 2 per cent on small amounts, but I am not sure. 


By Mr. McGeer: 


Q. The savings bank of the province of Ontario in turn invests a sub- 
stantial amount of those savings in Ontario government securities?—A. Yes. 

Q. And gets that money for 14 per cent plus the cost of administration ?— 
A. Yes. 

Q. Which would not be very large?—A. Yes; that rate is 14 per cent for 
accounts under $10,000; it is 1 per cent for those over $10,000. 

- How much is on deposit?—A. I have not got that here; but it is about 

$40,000,000, I believe. 

Q. About $40,000,0002—A. Yes. 
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Q. As a matter of fact, that money is invested in long term province of. 
Ontario securities, is it not?—A. I do not know. There may be a statement in 
the public accounts, but I do not recall it. ! 

Q. In any event, it is not essential to a merchant bank’s power to finance 
loans, overdrafts or purchase securities to have savings deposits on hand, because 
the merchant banks can finance loans and overdrafts and the purchase of 
securities by the creation of new deposits. | 


Mr. Taytor (Nanaimo): Mr. Chairman, may I ask a question? 
Mr. McGerer: Might I get an answer? | 
Mr. Taytor: I should like to ask a question right there. 


By Mr. Taylor: 


Q. Is not that possible by virtue of the deposits of the trading accounts 
in merchant banks?—-A. And of the savings accounts, 

Q. No, eliminating the savings accounts which Mr. McGeer is attempting — 
to discuss. He wants to provide that there shall be elimination of the savings” 
accounts. 

Mr. McGeer: Might I put my question again, because I think there has 
been a misconception. I quite appreciate the existence of trading accounts | 
which would still remain with the banks if the savings accounts went out. I 
mean, there would not be any interference with the trading accounts. For | 
instance, if a man has a current account of $10,000, and a savings account of 
$5,000, if he puts the savings account—as he does in Australia—in the common- — 
wealth bank, he leaves the $10,000 current account with the merchant bank. 

Mr. Taytor: Which is sufficient for the merchant bank’s purposes. . 


Mr. McGerr: Yes; that is what I say. But the question I asked, if you 
will follow me, was right in line with your own reasoning, I think. The 
merchant bank can finance a loan, an overdraft and the purchase of securities — 
without resorting to savings deposits on hand, because the bank can create 
against the asset of that loan, against the asset of the overdraft or against 
the asset of the security to be purchased, a new deposit. 


. 


| 
| 
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By Mr. McGeer: 


Q. That is correct, is it not, Mr. Towers?—A. I think that how we started 
on the question of the creation of deposits was due to the fact that I said 
that if the savings bank business was divorced from the chartered banks, they 
_ would hand over presumably $1,660,,000,000 in savings to some new organiza- 
tion formed for that purpose, and at the same time would have to hand over 
$1,660,000,000 of their assets; which means that they would have to hand 
over all their securities and also some of their loans. They would have left, 
so to speak, the shell of their former selves, with some $734,000,000 in de- 
posits, and allowing for their capital, I suppose about $900,000,000 in assets; 
they would have most of their loans left, but not all, and nothing else. 

Q. And they would have all the assets of their loans?—A. I beg your 
pardon? 

Q. For instance, they would have all the assets of their loans?—A. They 
have handed over the assets in the from of investments and loans which per- 
tain to the savings deposits. They have handed those over to the new 
organization. 

Q. But apparently you do not segregate between the assets which come 
to the bank against its loans or investments?—A. Loan or investment? 

Q. Loan or investment or overdraft.—A. Savings accounts are in that 
category just the same as demand accounts, by definition in the MacMillan 
commission report. 
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; Q. There may be some assets purchased against deposits?—-A. They all 
e. : 

Q. They are in the form of savings accounts, but they are certainly not 
oans.—A. Yes. 
 Q. How could you get that? For instance, tell me the process you go 
hrough. I may go to the bank and make a deposit, and the bank then 
secures, without using that deposit, an asset against it—A. You make a deposit 
and the bank secures an asset? That is not the way it happens, because when 
you make a deposit you are depositing a cheque from someone else. 
— Q. Yes—A. The asset is already in existence; and when you make your 
‘deposit, it is simply the transfer between one deposit account and another. 
“Where the deposit is created at the time of the purchase of the investment 
or making of the loan, at that stage—and let us say it is a $1,000 loan made 
to a man—the bank has an asset in the form of that man’s obligation to pay; 
“it has a liability in the form of a $1,000 balance in that man’s favour in a 
demand deposit account. The man uses that money. He has borrowed it 
for that purpose. You will find that as he spends it, that a portion of the. 
“amount which he so spends will gradually find its way into other people’s 
savings accounts. So to take the balance sheets of the combined banks and 
say that their loans, for example, were responsible for demand deposits and 
their investments for savings, would. be a wrong conception. Their total. 
assets are in that sense responsible for the total amount of their deposits, 
whether savings or demand. If it is desired to divorce that business of savings 
from the chartered banks, the only way it can be done would be to set up a 
new organization with branches all across the country and to have that organi- 
sation take over the deposits from the chartered banks and at the same time 
take over $1,660,000,000 of the chartered banks’ assets. If there is something 
to be gained by that of course it is not theoretically impossible. But what 
there is to be gained, I do not yet follow; I expect you have in mind developing 
it. 
: Q. You have information in your office as regards the Australian banking 
system?—A. Yes. | 

Q. Would you mind preparing for us a statement as to just what the 
position is with reference to savings in the Commonwealth Bank of Australia? 
——A. Yes. 
The CHAIRMAN: I have it here. I will hand it to you. 


Mr. McGeer: What is that? 
The CuairMaNn: It is a list. 
Mr. McGerrr: I mean, that is the statistical record. 


The CHAIRMAN: It is a list of the Australian banking statistics, the ten 
trading banks; and gives the deposits bearing interest and the deposits not 
bearing interest, year by year, down to 1936. So that in 1936 the trading banks 
had deposits bearing interest and deposits not bearing interest. 


Sa 


ee 


By Mr. McGeer: 
Q. Well now, if Mr. Towers will get us a statement of the situation in 
Australia with reference to savings accounts, and whatever information the 
Governor thinks is pertinent on the Australian practice as contrasted with our 
own?—A. Yes. 
Q. Because we have, of course, savings accounts in our chartered banks 
to a total of $1,691,000,000, while the total assets of the banks are $3,421,000,000. 
_ —A. Both foreign and Canadian. 


, Q. Yes. 
i 
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Mr. Vien: What I would like to ask Mr. McGeer, Mr. Chairman, would © 
be this: What advantage does he suggest that such a step, divorcing the savings 
business from the ordinary commercial activities of our chartered banks, would | 
produce for Canada? } 


By Mr. McGeer: | 

@. I think it is two-fold. I think it would place at the disposal of the 
government a very large sum of money which would be less costly than the 
government is paying for money to-day, with the security of the nation behind ~ 
savings accounts.—A. How would it do that, Mr. McGeer? 

@. Give the security of the nation, do you mean?—A. How would it place 
it at the disposal of the government? 3 3 

Q. The government savings bank could invest as a bank the deposits in — 
the savings bank, just as I understand the Commonwealth Bank of Australia — 
to do; they place funds at the disposal of the government for investment in — 
government securities—A. In the first instance, there would be nothing to — 
adjust.. When you set up a new organization it would take over the $1,660,- 
000,000 of deposits, and $1,660,000,000 in the form of assets transferred, then 
in the form of government bonds, I imagine. Where do we go from there? 

Q. Just where they have gone in Australia, and just where they have gone — 
in the Savings Bank of Ontario, and just where they have gone in the Municipal 
Bank of Birmingham.—A. Yes. Well then, in that case, the bank, shall we say, 
has been making additional loans which are first of all paid into demand 
deposit accounts. Some people who receive these chartered bank cheques 
decide that they will deposit them in some savings bank. ‘The government 
savings bank then has a claim on the commercial bank and can, if the deposits 
are in the process of increasing generally, add somewhat to its assets in the 
form of government bonds? 

Q. Yes, but if those bonds are deposited with the Bank of Canada the 
interest payable on those bonds is paid to the Bank of Canada and it becomes 
the owner of whatever securities are transferred from the merchant banks with 
these savings accounts?—A. Yes, in that first transfer there is a liability to the 
depositor, interest on it has to be paid, there are the earnings on the securities 
which have been taken over, and then there is the cost of operation. 

Q. For instance, the Bank of Canada being a public-owned body, any 
difference between the rate of interest payable on these bonds which are held 
as security for savings and the amount paid in interest to the depositor is 
profit to the bank?—A. Less the operating charges. 

Q. And the operating charges. 


Mr. Vien: The question would be, how much it would cost to set up 
operating organizations to provide for that and compare the difference between 
what we pay to the banking system and what we got from the investments on 
their deposits plus—that is, what we pay to the depositors for operating charges, 
- deducted from the revenue derived from the investment. 


By Mr. Vien: 


Q. Now, where can we get in Canada any accurate information as to these 
three factors?—A. Absolutely accurate information I think would be impos- 
sible to get. 

Q. Are there any reports of the operations of the Ontario Savings Bank? 
—A. I think there are brief ones, and I will look those up. 

Q. It might be interesting to find out what the government of Ontario 
derives from this system of operation?—A. Yes. I do not know whether they 
are in a form which will really show the operating expenses. 

Q. Possibly not. 


{Mr. Graham Ford Towers. ] 
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; By the Chairman: 


Q. Would the government have their branches all over the country ?— 
.. Oh yes, all over the country. 

= the Cuarrman: Mr. McGeer, would you consider establishing branches 
all over the country? 


| Mr. McGerr: Well, I am merely dealing with one phase of it. I think that 
thing would come in later. 


By Hon. Mr. Lawson: 


Q. Might I ask a question dealing with that phase of it? As I understand 
it, if Mr. McGeer’s scheme were put into effect, with the government bank 
taking all savings deposits, would that mean that the money was costing the 
government one and one-half per cent which they paid the depositor as inter- 
est, plus whatever were the administration charges on having a nation-wide 
banking system; would that be correct?—A. That would be correct. 

Mr. McGerer: Nation-wide savings bank 


Hon. Mr. Lawson: A system such as that, I mean. 


By Mr. McGeer: 
Q. As a matter of fact, the success of the branches in Australia is | think 


jn doubt; certainly the success of the Ontario system is reputed to be very 


 effective?—A. Well, of course, it is just a question there, of how much this 
scheme costs you. 


Hon. Mr. Lawson: It would not cost more than it does in Australia. 


By Mr. McGeer: 
Q. I quite agree, that is a matter for checking and determination?—A. Yes. 


By Mr. Vien: 
, Q. What I am saying 1s that because these practices have developed there 
we have that consideration; and if you have any information about that I 
would like to have it?—A. Yes. 

Q. As I said, it would seem that the operation of a savings branch through 
the chartered banks would be cheaper than to have another set-up created by 
the government, which would involve a great deal of expense? 

Mr. McGerr: Of course, that is pure speculation. 

Mr. Vien: Is it purely speculation? May we not visualize actually that 
in every centre where depositors might be found there would have to be 
created an agency to receive deposits? 


By Mr. McGeer: 
Q. I did not mean to be controversial on that thing. What I mean to say 


4s that until you are in possession of the record of performance no one could 


give us what these things are costing, the difference in the cost and overhead 
varies greatly with the volume of business you do, and the volume of business 
in Canada— —A. That is right. That is why overheads are high in Canada 
in relation to some other countries. 

Q. I can agree to that; but one of our problems here is to provide a bank- 
ing service for the very widespread distribution of our Canadian communities? 
—A. That is right. 

The CHAIRMAN: Before you go on, might I just put this on the record, 
that the ten trading banks in Australia, including New Zealand, collected sav- 
ings deposits bearing interest to the extent of 182,000,000 Australian pounds, 
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and deposits not bearing interest to the extent of 109,000,000 Australian pounds; 
making a deposit total of 291 million Australian pounds. > 

Mr. McGrrr: Have you got some figure there as to the amount of the 
savings of the Commonwealth bank? . 

The Cuatrman: No, I was just given.these. These were the ten trading 
banks, including the Bank of New Zealand. Mi ’ 

Hon. Mr. Lawson: They must have some other deposits. 

The Cuatrman: That is obvious. 

Mr. McGersr: I would say it is not obvious, because of what I pointed 
out to the committee before. I understand that there is a type of thing which 
is classified as a straight savings account and that is reserved to the Common- 
wealth Bank. I do say that I have not had the suggestions before me. I will 
be very glad to examine them and deal with them. I did not say there was 
no such thing as a time deposit in the Australian banks. I think there is, but 
I think that the common practice is to define between the current accounts and 
time accounts, and what they call them is savings accounts. 

The Cuairman: I have given the two types here, and the total amounts 
to 291,000,000 Australian pounds. Now, that is a pretty big savings deposit 
for a country with less than 7 000,000 people. 

Mr. Vien: I think they are giving there the amount of s avings in the 
Commonwealth bank. 

The CHairman: No, I will look it up. It would not be very much in 
addition to that, or else the Australians are a very saving people. 

Mr. Vien: For the purposes of the record, should we have the name of the 
book from which you are reading? 

The Cuatrman: Yes, Economic Planning in Australia, 1929-1936, by 
W. R. MacLaurin, page 121. 


ee 


By Hon. Mr. Lawson: 


). At some convenient time would Mr. Towers put on the record what is 
the amount now deposited by the people in the Post Office Department. of 
Canada, which is a form.of savings banks, and what rate of interest they pay ?— 
A. I may say it is 2 per cent. 

@. Further to that, could we have such information as may be available 
produced in connection with the operation of the Ontario Provincial Savings 
Bank?—A. I will locate as much information as there is in the public accounts 
and make it available. 


By Mr. McGeer: 


Q. You might also include in that statement the savings deposits of the 
Commonwealth Bank of Australia which we have already asked for?—A. Yes. 

Q. Another item which would go happily with that would be the amount 
of deposit with the Post Office banks in England?—A. Yes. 

Mr. Vien: Could we have also somebody from the chartered banks, ‘or 
from the Canadian Bankers’ Association, to express an Opinion on the advis- 
ability of such an operation or change in our establishment? 

The CHatrman: That is at the pleasure of the committee. 

Mr. Lanperyou: Mr. McGeer, would you deal with the power of the 
commercial bank to create new deposits by making loans, granting overdrafts 
and purchasing securities? | 

Hon. Mr. Lawson: Surely we have had that so often. 

[Mr. Graham Ford Towers. ] 
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- Mr. Lanperyov: providing there has been a national savings bank 
established and the savings deposits have been transferred from the commercial 
banks to the national savings bank? 
Mr. McGerr: I was coming to that. Mr. Vien asked me to indicate what 
 penefits I thought would flow. I suggested one. The other would be that the 
merchants’ banks would be relieved of the cost of paying interest on deposits 
whether they could invest with any profit or not. 
_ Mr. Towers: They would also be relieved of assets, too. 

Mr. McGerr: I put that qualification, whether they could make an invest- 
nt or not. 


By Mr. McGeer: 

Q. Now, if a savings bank deposit is taken at the rate payable by the 
bank, 14 per cent, and it is lent again at 6 per cent, of course, there ought to 
be a profit in that, because we used to have 3 per cent.on savings bank accounts © 
and even higher rates for bank loans than we have to-day, but the drop in 
our current rates on bank loans has not been proportionate to the drop in the 
rate paid on savings accounts?—A. That is right. The amount of commercial 
bank loans has dropped. The amount they have had to invest in government 
securities has greatly increased, and incidently there is that question of overhead 
which enters into it. For example, if during the more expensive times of opera- 
_ tion bank operating costs were about 23 per cent—$2.50 for $100 of assets at 
that time—suppose they pay 3 per cent on savings, the total operating costs 
are 54 per cent. Now, suppose that overhead has been brought down to 2 per 
Brent or a shade less, and savings to 14 per cent, you have an operating cost of 
- 34 per cent instead of 54 per cent. In other words, a reduction of 50 per cent 
- in the interest paid on savings has not meant the reduction of 50 per cent on 
the total cost of operation, overhead and interest. 


| By Hon. Mr. Lawson: ) 
4 Q. Would not the aggregate net earnings of the commercial banks in any 
one year compared to the rate of interest paid on time deposits give us a key 
as to whether or not banks were making more or less money on a higher or 
lower rate of interest on loans?—A. Perhaps I do not quite follow that. 
| Q. For example, Mr. McGeer used the figure of 14 per cent for time deposits 
and 6 per cent as the charge for loans. That is very confusing, because if I 
owed a bank money I might pay 5 per cent on some of it because it is collaterally 
secured and I might pay 54 per cent on other loans that are not secured col- 
laterally. On short-term loans I think I saw recently that the dominion is 
borrowing money at three-quarters of 1 per cent, so that you would have to 
get an average rate-—A. Yes, you would. The average rate I would guess is 
_ something in the neighbourhood of 3 per cent. 
me Q. What would the average rate be at the time they were paying 3 per 
cent? Would it not be correspondingly higher?—A. As they had a much larger 
volume of loans then and a much smaller volume of other securities their average 
- might have been 44 or 5 per cent. 

The CuatrMAN: Before Mr. McGeer continues I have obtained some further 
information on the Australian subject. The amount of deposits with the Com- 
monwealth Bank increased from June, 1929, from £43,000,000 sterling to 
£83,000,000 sterling in 1934. There is this note: 

The most significant change for the period 1929 to 19384 was the 
increase in the deposits in the banking system of the Commonwealth Bank. 
About half this increase came from the balance of the trading banks with 
the Commonwealth Bank. 


¢ 


: 
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Mr. Towers: Mr. Chairman, I do not want to side-step anything, but I 
just wonder whether this very subject, that is, the proposal to divorce the 
savings business from the chartered banks and undertake it by the government, 
is something on which I should express views on the pros and cons. It has nothing 
to do with monetary policy, of course. It is a question of national policy, surely. 
And, frankly, I am neither a commercial banker nor am I the government, and 
I would find it a bit embarrassing to express an opinion. 

Mr. Howarp: Except from your wide banking experience. 

Mr. McGerr: The only thing about it is that I was dealing with a section 
of the Act which prohibits the Bank of Canada from taking savings, time 
deposits or paying anything for deposits. 

Hon. Mr. Lawson: I think it would be unfair to ask Mr. Towers to express 
an opinion. 

Mr. Vien: I think what Mr. McGeer has said clearly shows that this is 
within our order of reference, but I think, as Mr. Towers said, it is very unfair 
and I would suggest to Mr. McGeer that it would probably be unreasonable 
to press the question very much further, inasmuch as Mr. Towers is not here 
to advise on the advisability of such a step being taken. 

The CuarrMan: I doubt if Mr. McGeer is going to press that point. 

Mr. McGrrr: I did not ask for that, but I thought Mr. Towers might 
have some information that the committee could deal with and form its own 
opinion, because, after all, if this committee is here for any purpose it is for 
the purpose of making recommendations as to changes in the existing legislation 
or the transfer of it, one or the other. But I have not asked Mr. Towers 
to express an opinion as to whether it would be a good or bad thing. I should 
not think anybody could make that observation without making a very 
exhaustive survey. . 

Mr. Towers: We shall bring to the committee those facts you wanted to 
obtain, Mr. McGeer. 


By Mr. McGeer: 
Q. Yes, anything you have available—A. Yes. 


By Mr. Howard: 


Q. Mr. Towers, when the Manitoba Savings Bank closed its doors or got 
into financial difficulty, was it due to loans made to customers orto the govern- 
ment? Possibly you do not know but, if you do, I should like to have that 
information ——A. My recollection is that the assets of the Manitoba Savings 
Bank were almost entirely in obligations of the Manitoba government. There 
were disturbances in Winnipeg at that time. I think sections of the foreign 
population in particular, who constituted the vast majority of the depositors 
in the Manitoba Savings Bank, got disturbed. They perhaps had not: been long 
enough in Canada to be quite satisfied in regard to banking matters. 

Q. In other words, to recognize our stability? —A. And they wanted cash. 
It caused embarrassment in so far as the Manitoba government was concerned, 
and they made arrangements to have the bank taken over. 


By Hon. Mr. Lawson: 

@. In other words, the provincial savings bank loans were not balanced 
in respect of commercial securities and government securities, and so forth?— 
A. All the eggs were in one basket. | 

Mr. McGrrr: I do not know that we want to get into that interesting 
episode of Canadian banking. © 

[Mr. Graham Ford Towers.] 
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Mr. Towers: Of course, the same situation arose in Alberta only in that 
ase the bank has never been taken over. It remains with its doors closed, 
to speak. 


By Mr. McGeer: 
Q. The next section which deals with matters pertinent to the inquiry 


js section 23, which makes the Bank of Canada the fiscal agent of the Dom- 


inion government and authorizes the bank on the request of the provincial 
governments to become their fiscal agent as well—A. It says, ‘shall act as 


fiscal agent of the government of Canada without charge and, subject to the 
_ provisions of this Act, by agreement may also act as banker or fiscal agent 
_ of the government of any province. | 


Q. You have taken over the administration of the Dominion’s debt?— 

Q. Have you taken over the administration of any of the provincial debts? 
—_A. No, we have never been requested to do so. 

Q. You have never been requested to act as the banker or fiscal agent of 
any provincial government as yet?—A. Never. 

Q. That service is available without charge?—-A. The Act says without 
charge in respect to the Dominion. I take it therefore that the implication is 
that there would be a charge in respect to the provinces. 

-Q. You have no power to act for municipalities?—A. No. 

Q. Section 24 is the section under which you get your power to issue notes? 


mA. Yes. 


Q. That section also makes the notes legal tender?—A. Yes. 
Q. Section 25 provides for the redemption of notes in gold bars of 400 


ounces?—A. Yes. 


Q. And the redemption of notes, even in gold bars of 400 ounces, is suspen- 
sible by Order in Council?—A. Yes. 

Q. Section 26 is the reserve section which provides for a 25 per cent of 
reserve of gold against your deposits and bank notes in issue-—A. Yes. 

Q. That is also suspensible by the Governor in Council for periods of sixty 
days and completely suspensible by parliament?—A. Yes. 


By Mr. Vien: 
Q. Is there any limitation on your gold purchases?—A. No. 


By Mr. McGeer: 

Q. So that that Act, taken along with the Currency Act, provides for the 
creation and issue of money in the form of coins and paper notes with the 
exception of the merchant bank notes in use in the Dominion of Canada?—A. 
Yes. 

Q. Therefore our Canadian money is a creature of our parliamentary laws? 
BA. Yes. ; ' 

Q. It is the parliament of Canada which says by law what Canadian 
money is, how Canadian money is created and the manner of Its issue into 
circulation?-—A. The manner implying the various restrictions, provisions, etc., 
etc., yes. | 

yey So that Canadian money is the creature of Canadian law.—A. Un- 
doubtedly. ; 

Q. The next Act under which we create and issue money is the Bank Act, 


is it not? 
By Mr. Vien: 
Q. On this point, when you buy Dominion or provincial securities are you 
obliged to keep the gold coverage on the Bank of Canada notes that are issued 
in payment of these securities?—A. Yes. 
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Mr. McGeer: Because that would be an issue. 


By Mr. Vien: 


Q. If I have $10,000 of Dominion bonds and I discount them or sell them 
—A. Sell them. 

Q. — and you redeem them, you can redeem them with Bank of Canada 
notes?—-A. Well, we purchase from you, shall we say, and give you in return 
an exchange, Bank of Canada notes, or, what is the equivalent, a deposit in the 
Bank of Canada. 

Q. The bonds of Canada or the provincial bonds are not held as coverage 
for the issuance of notes?—A. They can be to the extent of 75 per cent. 

Q. Yes, because you carry only 25 per cent gold coverage.—A. That is the 
legal minimum provision. 

Q. If I understood rightly your coverage is in the neighbourhood of ?—A. 
Fifty. 

Q. Even at fifty you could buy all the gold in Canada or elsewhere and 
issue twice as many notes?—_A. Yes. 

Q. As you would buy gold for?—A. Yes. 

Q. And this marginal amount of notes could be used for public purposes?— 
A. Assuming that it. was being advanced to the government, yes. 

Q. For instance, if you bought a billion dollars in gold bullion that would 
provide coverage for— —A. We could buy a billion dollars in gold bullion, 
making an advance to the government of a billion dollars and issue two billion 
dollars in notes, 

@. More than that, because you have $3,000,000,000; you could issue 
$3,000,000,000 in notes?—A. On the basis of the 25 per cent legal minimum, yes. 
We could buy one billion dollars in gold bullion, make an advance to the gov- 
ernment of three billion and issue four billion in notes. 

Q. Is there any governing factor to determine to what extent you should 
go along that line?—A. The general direction is that we should go as far as we 
think it is desirable to promote the general interests of the country in so far as 
that may be possible within the scope of monetary action. 

Q. Suppose, for instance, we want to build the Supreme Court of Canada, 
could you not buy a certain amount of gold to provide coverage?—A. As matters 
stand right now we would not need to buy any more gold because there is quite 
an ample margin of coverage. 


By Mr. McGeer: 


Q. To make what Mr. Vien brought out realistic we could purchase the 
$160,000,000 of gold production in Canada for $160,000,000 of Bank of Canada 
notes?—A. Assuming that our currency was at par with the United States, that 
would be true. 

(). Well, it is at par with the United States.—A. Practically. 

Q. I am talking of to-day’s situation.—A. Yes. 

Q. And we could issue against that $160,000,000 another three times its 
value—A. Oh, yes. As you remember, in previous meetings, we have agreed 
that in so far as scope is concerned you could issue billions. 

Q. We have $160,000,000 of gold production, and if we carried the power 
given by parliament— —A. We also have agreed that the gold end of it is not 
the important factor from the point of view of domestic currency, and I would 
not be restrained by gold in thinking of the possibilities of issue. I would say, 
“Let us forget about having any gold and still issue billions.” 


By Mr. Vien: 


Q. I am thinking of the stability of our currency in the international market. 
—A. The stability of our currency will be determined by the size of the issue 
irrespective of any gold that we may hold. 

[Mr. Graham Ford Towers. } 
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QQ. Would that be true? For instance, would you say that irrespective of 
my gold coverage, the volume of my notes in circulation— —A. Well, the value 
of those notes will be affected if the issue is an excessive one quite apart from 
the amount of gold which one may hold. 

—_ Q. I am not quite clear as to where the foot rule is by which to measure that. 
_ —A. The foot rule to determine whether the quantity is excessive or is not 
_ excessive? 

b. Q. Yes.—A. There is no rule of thumb. One can only go on the signs of 
the times, on developments in markets, on developments in prices, on variations 
in velocity, and the desire to spend, as well as a thousand and one things like 
_ that; then, combining as much information as possible along those lines, try to 
_ interpret it in the proper way. 

‘ Q. My idea was to ascertain to what extent we could operate on that basis 
; for the payment of government expenses instead of proceeding by way of the 
issuance of bonds.—A. Yes. We did contribute a memorandum, that you may 
~ remember, which expressed the best views we could. 

af Q. It covered that specific point?—A. It covered that specific point, yes. 


By Mr. McGeer: 

F Q. We have that on the record. The fact is that with our present gold 
_ provision, if we resorted to the issuing of currency against it, under the provision 
_ of the Bank of Canada Act we could have issued another $480,000,000 a year?— 
- A. Tshould think that proceeding to increase your issue in that way would have 
_ been even more disturbing than if you did not buy the gold. 

Q. I am not dealing with the disturbing factor. I say, under the law as it 
- stands we can do that. What the result of that would be is another issue—A. Yes. 


By Mr. Tucker: , 
i Q. You said something that I did not understand. You said providing our 
_ money was on a parity with the U.S. money?—A. I was simply speaking of the 
amount payable to the gold producers. 
= Q. Suppose it was not on a parity and that you exported your gold without 
a permit?—A. Well, that would be a matter of government policy. The question 
has never arisen, of course, because the government has always paid to the gold 
_ producers the amount that they could obtain, say in US. dollars plus any 
_ premium on US. dollars. Now, I cannot speak of what the policy might be or 
how that policy might be changed. If US. dollars were at a premium of 20 per 
cent in Canada, would the government force the gold producers to take $35 

Canadian, per ounce? I do not know; they never have. 
| Q. But they could, of course?—A. I suppose the producers would have 
something to say about that. If their voice is as nothing in the land— 
\ Q. The money of the Bank of Canada would be legal tender. If they 
- could not sell outside the country, they would not want to pile up gold in 
the meantime; they would have to sell to somebody.—A. I suppose the govern- 
~ ment could force people in the country to do anything they want so long as 
~ they were not encroaching on property and civil rights. I am not sure about 
that. 

The CuHarmMan: Suppose you let Mr. McGeer finish his examination. 


Mr. Towers: However, that would not be a monetary matter, really; it 
would be a question of a fight. between the government and the gold producers. 


By Mr. McGeer: 
Q. Whether or not the government could in fact adopt a law to compel 
_ the sale of gold at a price fixed by the government— —A. Yes. 
i Q. —is not a matter that we can deal with, because there is so such law 
a in existence.—A. No. 


i: 
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Q. The situation to-day is that the government has agreed to pay to the 
producer the price that the producer could procure if he had free export | 
privileges?—A. That is right. el 

Q. And that is the policy. But our money being on a par with that of the | 
United States is not a material consideration?—A. Not on the basis of what 
you suggest, what you were mentioning a moment ago; that is, suppose we 
should buy all the gold and issue currency against that. I said I thought the | 
effects might be even more disturbing than if we made the issue without getting | 
the gold. That remark arose from this thought. The withdrawal of $160,- 
000,000 of exports from the market—$160,000,000 of foreign exchange—I am 
using the $160,000,000 figure of gold production although I know it is higher | 
now—would inevitably produce a discount on the Canadian dollar. ot 

Q. That is providing the Canadian inflationary program got to the point © 
of disturbing prices and wages and working conditions in the Dominion?—A. : 
I think that if the issue of currency produced an inflationary effect you would — 
have a discount on the dollar. But even before anything like that happened — 
I think that the withdrawal of $160,000,000 a year of exports would in itself 4 
produce a discount on the dollar; therefore there would: be the double effect 
there. 


By Mr. Vien: 1 
Q. It would create an unfavourable balance of trade to that extent?—A.— : 
It would reduce your foreign resources by that amount. 


By Mr. McGeer: 


Q. Unless as a result of the internal activity in Canada you increase— —_ 
A. Other things to replace the gold. 4 

Q. You increase the sale of goods abroad and decrease the purchase of — 
goods abroad. I mean, all these factors would have to be considered.—A. Yes. 
They do not sound very possible, or in some cases even very favourable factors. 
To me personally, I think the export of gold to swell the favourable balance 
of payments and the use of the balance to repatriate some of the very large 
amounts of Canadian debts which are held abroad, is probably a very good 
policy in large measure. 

Q. I think we can probably agree on this, that while that may be a 
theoretical possibility, if we wanted to increase the currency spreading power 
of the government there are possibly cheaper and better ways to do it than by 
issuing currency against gold?—A. Just leave out the gold. 

Q. Yes. 


By Mr. Tucker: 


Q. Just along those lines, if Mr. McGeer will permit me, we are actually 
to-day using our gold powers to keep our money at a premium as ae 
with sterling, and working it against the exporters of butter, cheese, bacon, and ~ 
wheat, so that we are using our gold exports against our other primary pro- — 
ducers?—A. I would not say gold exports specifically; I would say all our 
exports. 

Q. But gold up to now has been regarded as a monetary matter?-A, I do 
not know by whom, Mr. Tucker. | 

Q. Until very recently gold was regarded as a matter of money rather than 
on the same basis as cheese or butter?—-A. Well, maybe there are people who — 
do so. I must say I certainly have not had any illusion on that subject for 
many years. 

Q. It is true if you were using that gold now just the same as a commodity — 
there would be the tendency for our money to actually be on a parity with 
sterling instead of being at a premium to-day which cuts the price that all our 
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ther producers are getting for their products?—A. All exports have a tendency 
to support the foreign exchange value of Canadian currency, and gold is one of 
those exports. If one agreed to cut off a substantial quantity of exports of any 
commodity you would tend to produce that effect. . 

- Q. That is one way in which we can fix our money on a parity with sterling, 
by cutting off gold? 

q The CuatrMan: Or wheat. 


= = 


By Mr. Tucker: 


i Q. Gold is one thing we can export at any time to any one. 
¥y Mr. McGerrr: I think that probably is a matter for argument. 
A Mr. Towers: Will you give me one second? I do not think that it was 


ever suggested that it would be impossible by various ways and means to 
depreciate Canadian currency. 


3 By Mr. Tucker: 

h Q. Our farmers cannot understand why you are allowing our currency to 
be kept at parity with the United States as compared with sterling—A. The 
currency has found its own level on the market, and of course, any action in 
_ that respect would certainly be a matter of governmental policy—A. So far 
- through history the Canadian dollar has found its own level. 

} Mr. Howarp: We would have some job to put it down if the Americans 

did not consent to it. 


. By Mr. McGeer: ; 
; Q. That is by monetary action?—A. By monetary action. 


By Mr. Tucker: 
Q. Are you not deliberately affecting it every time you give a permit to 
export gold? 
' Mr. Howarp: No. 
Mr. Towers: Or wheat or bacon or anything else. 


By Mr. Tucker: 

- Q. We do not have to give a permit to export wheat or bacon but we have 
to give a permit to export gold—A. You could change the system, where you 
would only export bacon by licence. 

Q. We have not got that. Every time the government gives a permit to 
export gold it is actually operating to keep our dollar at a ‘high price compared 
with other currency —A. If the government repealed that arrangement, by 
which they have to give a permit, would that cure the situation? 

Q. Well, they have that power and are exercising it, and the way they are 
doing it they are actually consciously operating to keep our money at a 
premium compared with sterling?—A. Well, the government would have to 
speak on that; I think it is very far-fetched. 


| By Mr. Vien: 

Q. There are other results that would follow in addition to that; if the 
Canadian dollar found its own level on a parity with the pound sterling and 
depreciated with respect to the American dollar; we would have to pay much 
higher for what we purchase in the United States and we would receive much 
less to the same extent for the goods that we sell on the American market.—A. 
As we pointed out in earlier memoranda, the effect of exchange depreciation is 
an internal transfer. Mr. Tucker feels that internal transfer from one section 
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of Canada to another, or from certain people to others, would be beneficial. I 
could mention pros and cons. I can say that it is an internal transfer, so that if 
one accepts that view, it is possible for members of the committee to consider 
it; but, of course, I should stop absolutely short of expressing opinions in regard 
to policy. The limit of my usefulness to the committee, if any, is in trying to 
show the results of exchange depreciation. 


By Mr. McGeer: | 

Q. In any event, that is a matter to be determined in the light of a great 
many factors.—A. Yes: 

Q. There is our debt position in the United States, which very materially 
changes the picture as between Canada’s position in controlling its own 
exchange and that which exists between Australia and New Zealand, where 
most of the debts are in England and where there is an agreement probably 
between the Bank of England and the banks of Australia and New Zealand. | 
—A. No, there are no such agreements. : 

Q. No fixed agreements?—A. No, and there is no measure of difference — 
between those two situations except this very important one: Australia and_ 
New Zealand have only one other currency to consider which vitally affects 
their life, so to speak; that is sterling; whereas Canada is in the peculiar 
position of being vitally interested in two foreign currencies. 

Q. Australia and New Zealand are tied to sterling?—A. Yes. 

@. Whereas we— —A. We are divided. 

Q. Between the American dollar and the pound system?—A. And the 
level of both of these has strong internal repercussions in Canada. 

Q. And our close proximity to the United States is another one?—-A. That 
is a factor in some ways. 

Q. Now, the next thing I want to deal with on the creation and issue of 
Canadian money is the Bank Act, and I think that on the creation of bank 
deposits subsection (4) of section 59 is the ruling section, is it not?—A. 
Section 4? | 

Q. Chapter 24. Might I have the Bank of Canada Act attached to the 
evidence to-day as an appendix to make the record complete? 

The CHarrMAN: You mean to print it? 

Mr. McGzusr: Yes. 

Mr. Towers: This is the office consolidation of the act. 

Mr. McGrer: I do not think you need to include the amendments, as 
they only involve a change from private ownership to public ownership. 

Mr. Towers: Of course, the office consolidation includes all the amend- 
ments. 

Mr. McGerr: I suggest to the committee these figures go out to the 
public. The people are impressed, but they have not always got a copy of 
the act and it is not intelligible unless they have a copy of the act before 
them. For my own purposes of reference I should like this record to be com- 
plete. I should like it to include these acts. 

Mr. Howarp: I think that is a good idea. | 

The CuarrMan: Is that the opinion of the committee? 

Suggestion agreed to. 

Mr. McGrrr: I do not think we need to include the Bank Act because 
I think there are only two sections that are of importance. I think subsection 
(4) of section 59 of the Bank Act of 1934 is an important one, and that pro- 
vides that subject to the provision of the Bank of Canada Act the banks 
shall maintain a reserve which shall be not less than 5 per cent of its deposit 
liabilities within Canada. Now, that reserve provision carries with it by 
implication the right to issue bank deposits, does it not? 

[Mr. Graham Ford Towers.] 
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Mr. Towers: The right to make investments and loans, which in turn 
Bs will create liabilities in the form of bank deposits. 


By Mr. McGeer: 
g Q. That is, if I may be permitted to use my own language, the power of 

the banks to issue deposits as a substitute for Canadian money ?—A. I think 
Twill stick to my. language. 

Q. I thought you agreed with that? I do not think there is any dispute 
about that now, is there?—A. No. 

Mr. Howarp: You agree; but your English is different. 


By Mr. McGeer: 

Q. Is there any other provision that you know of in our banking laws 
that authorizes the banks to create deposits for the purpose of financing loans, 
overdrafts and purchasing securities?—A. I think the shoe is on the wrong foot 
—create deposits for the purpose of financing loans. I think that they make a 
loan and credit the proceeds of that to the individual in a deposit account; if 
they find that he does not withdraw that in cash, all right, that process of 
banking that you are thinking of can go on. But as for the question of author- 
izing that, I think you will find the authorization is in various sections of the 
Act where it says they can make investments, that they can make loans. 

Q. I see.—A. And they can also take deposits. In the process of making 
investments and loans in accordance with the authorization as contained in the 
Bank Act, they will find that they will have certain deposits on their books, 
automatically, unless the people withdraw the proceeds. : 

Q. Yes. The banks have certain forms of capital which are available to 
them to make loans on. For instance, the paid up capital of the bank is one 
thing?—A. Yes. 

Q. If a bank is going to secure a charter from the government to sell 
stock in the banking corporation and raise capital as any other corporation 


does— —A. Yes. 
| Q. —then it would require those powers to make loans and to purchase 


A a ae, ve CO EN ag > ln Oe eee oe = _ eee + 


assets as a power of the corporation?—A. Yes. 

: Q. So that those powers are there for that purpose?—A. And for the other 
purpose as well, no doubt. 

' Q. We will come to that. The other form of capital which the banks have 
the use of is the kind of capital that is brought to them by individuals and 
deposited with them as the individual’s money in the bank?—A. Legal tender, 
4 you mean? 

q Q. Yes; whenever I make a deposit in the bank I deposit legal tender.— 
-. A. Thinking of the banking system as a whole, the only way in which they can 
obtain cash in that sense from individuals is when the individual does deposit 


legal tender in the form of Bank of Canada notes or gold. 

: Q. Suppose I come from a foreign land, and I come with American money? 
4 _A. That will not be any good as a cash reserve. 

q Q. What is that?—A. That will not be any good to the bank as a cash 
4 reserve. 

: Q. No. But what I say is this: | deposit that cash with a Canadian bank. 
4 __A. Not in a Canadian dollar deposit account. 


Q. Well, I put up that deposit.—A. No, excuse me. The first thing you do 
in that case is you say to the banks: “Can you sell these American notes for 
me to someone who will give me Canadian dollars for them? If so, credit 
those Canadian dollars to my deposit account”. 

Q. Yes, that is actually what happens. But to-day with our exchange 
facilities as they are, when I come back from a trip to the United States and 
% I happen to have any American cash- left over— 
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‘Mr. Howarp: You are lucky if you do. 
Mr. McGeerr: I mean, this is a reality that happens every Sah 
Mr. Towers: Yes. 


By Mr. McGeer: 


Q. I simply hand that American cash in with whatever other deposits I 
am making, and it is accepted as such. Now it is true that the Canadian banks 
immediately convert that American money into Canadian money?—A. Yes. 

Q. And it becomes legal tender cash?—A. No. It becomes a deposit in your 
account. 

Q. Yes. But suppose I— —A. And it has come from someone else’s deposit 
account into yours. 

Q. Well, we will take the transaction as I would do it myself if I wanted 
to make a deposit without the banks making it?—-A. Yes. 

Q. I will go into my bank and ask for legal tender cash.—A. What would 
you give them in exchange? 

Q. I would give them my check against my deposit?—A. Yes. 

Q. And they would hand me legal tender cash?—A. Yes. 

Q. And I would take that. Suppose I wanted to make a change of banks?— 
A, Yes. 

Q. I would then deposit that legal tender cash with the bank. ae) One 
bank has lost $100 legal tender cash and the other has gained it. 

Q. Yes.—A. There is no change in the total. 

Q. I am doing exactly the same thing with a deposit of American cash, if 
I go through the process which eventually must take place. I would go to the 
bank and I would say, “Give me Canadian funds for this American money” 
which, under to-day’s circumstances, I would get. I would then go and make a 
deposit of that legal tender cash which I would secure from the bank, with a 
bank and create a deposit in that way—A. Yes; but you would have reduced 
some other bank’s deposits by the same amount. The sum total of deposits or 
of legal tender cash would not have changed by one dollar. 


By Mr. Taylor: 


Q. Excuse me, but is foreign exchange not a bank’s function?—A. Yes. 

Q. Is it not part of the bank’s business?—A. Yes. 

Q. Was it not really the earliest form of banking?—A. Yes. The banks 
in that case act as the go-between between those with foreign exchange to sell 
and those who want to buy it. 


By Mr. McGeer: 


Q. All right. Take another form of deposit. I dig out of the ground a 
certain amount of gold——A. That is new production. 

Q. That is a new production. I mean, you are distinguishing between the 
increment of money from abroad as not a new production of money in Canada 
and the production of gold from the Canadian ground which in turn is sold 
abroad. Now, all those ways of making deposits—that is, the digging of gold 
out of the eround, the accumulation of foreign exchange— —A. That does not 
increase Canadian deposits. 

Q. That is, the digging of gold out of the ground— —A. If you dig gold out 
of the ground and sell it to a chartered bank-—let us assume we are on a gold 
standard and it was possible for the chartered banks to buy it—yes, that could. 
If it added to its assets by buying and holding the gold, that would increase its 
deposits; but any accumulation of foreign exchange will not increase Canadian 
bank Canadian dollar deposits. 

Q. We will say that Canada is in her international trade balance— —A. Yes. 

Q.—securing a favourable balance of trade——A. Yes; make it $100,000,000. 

[Mr. Graham Ford Towers.] 
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 Q. All right, make it $100,000,000.—A. Yes. 

® QQ. At the end of your year’s business, she has sold abroad and purchased 

abroad, but she has an increase in her total wealth of $100,000,000 of a favour- 

able balance of trade —A. Yes. 

~~ Q. Do you say that Canada’s wealth in money would not be improved by 

~ $100,000,000 dollars?—A. I say her wealth would be improved; but she would 

not have a larger volume of deposits in the bank. She would either have that 
~ $100,000,000 in the form of accounts with foreign banks in favour of Canadian 
 eitizens—perhaps going through the intermediary of Canadian banks, but never- 
~ theless accounts in foreign currencies—or Canadian citizens would have brought 

_ home from foreign countries $100,000,000 of debt which was previously held 

abroad. But the operation of that favourable balance will not increase by one 

7 dollar the deposits in the Canadian banks—the Canadian dollar deposits in the 

~ Canadian banks. 

9 Q. All right. We have got down to this proposition of your theory, that a 
favourable balance of trade in international trade does not in reality increase the 
“money wealth of the Dominion in the Dominion?—A. By no means. It does not 

increase Canadian deposits. But Canadian citizens have $100,000,000 more in 
assets than they had before. They either have them in the form of balances in 
foreign banks or they have them in the form of securities which were previously 
held abroad or something of that form. 

: Q. Yes?—A. They have got the additional wealth, but it is not in the form 

of deposits in Canadian banks. 

Q. All right. Suppose I had, as the result of international trading, a claim 
~ on London?—A. Yes? } 

" Q. For funds payable in Canada.—A. For sterling? 

Q. Well, for funds payable in Canada; we will say that I have shipped out 
lumber—A. Oh, yes; they have got to pay 10,000 Canadian dollars, shall 

we say? 

Q. Yes. When they come to pay me 10,000 Canadian dollars, they have 
got to go and get 10,000 Canadian dollars —A. Yes, that is right. They will 
get that from some other depositor and pass it on to you; but the total deposits 
will not change. 

~ Q. When we make this transaction on the bill market of London, they do 

either one thing or the other; they settle in gold or they settle with a purchase 

of legal tender Canadian cash?—A. Yes; in practice they would have settled 
through the purchase of legal tender Canadian cash. 

Q. Yes?—A. Which they would get from some depositor in that bank. 

Q. But they would give to the Bank of Canada their British currency 
which you will accept in exchange for Canadian currency?—A. Oh, no. 

Q. You will not buy?—A. They would not do it in that form. Let us 
assume that we are not doing an exchange transaction, although it makes no 
difference. Suppose Tom Smith in London had to make payment of 10,000 
Canadian dollars to you. Tom Smith goes down to his bank and says, “ I want 
to buy 10,000 Canadian dollars.” They buy that through the intermediary 
of the Canadian bank from someone in Canada who has $10,000 on deposit with 
the bank, and who happens to want sterling. He gives up his 10,000 Canadian 
dollar deposit which is paid to you. The sum total of deposits has not increased. 
It is a transfer from one Canadian to another. 

Q. In any event, in international exchange transactions there is always 
sufficient to make an exchange of deposits?—A. There has to be. 

Q. There has to be?—A. By definition; unless people will leave money 
accumulating in foreign banks—unless people do leave money accumulating 
in foreign banks—as, for instance, if in that case you had left the $10,000 on 
deposit in London in the Midland Bank, shall we say, to the tune of £2,000. 

Q. Yes?—A. Then you would have an increased deposit, but in London. 
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@. Do you mean to tell me if I have a bank deposit in London I cannot © 
transfer that bank deposit to Canada?—-A. Yes, you can; but in so doing you 
will not increase the sum total of Canadian deposits. 

Q. All right. Suppose that that deposit comes from London?—A. Yes. — 

Q. It is the deposit of sterling money.—A. Where, in Canada. : 

Q. It is a deposit of sterling money in England. ik I England, yes. 


Mr. Taytor: Suppose you were the heir to an estate, for instance. 
Mr. McGerer: Yes. 


By Mr. McGeer: 

Q. I am afraid we are not working together, because I cannot see how, — 
if I am living in London—A. Yes. | 
@. —and I wish to come to this country—A. Yes. r 

Q.—and to bring to this country my money wealth in an English bank. 
—A. Yes. 

Q. I do not sell anything to Canada; I do not do anything at all but go © 
to my bank in London and say, “I want the £5,000 which I have got on © 
deposit here.”—A. Yes. 

Q. I say, “I want that transferred from London to Montreal.”—A. Yes. 

Q. I come in with $5,000 of new money. Now I cannot see how the money 
wealth of Canada is not increased by £5,000.—A. Of course it is, but that is the 
point I made before. The money wealth of Canada is increased but the bank 
deposits in Canada are not increased. 

Q. All right. I have not spent anything. I have transferred the bank 
deposit of £5,000 from a bank in London to a bank in Montreal—A. But you 
have transferred it in Canadian dollars, I take it? 

Q. No, I have given the cash_A. I do not quite understand. What do 
you want in Canada? Do you want an account with the bank for £5,000 or 
for $25,000? 

Q. I want a Canadian bank deposit— —A. In Canadian dollars? 

Q. Of whatever it is—A. Yes. You will find then that the £5,000 has been 
sold to some other Canadian who wanted the £5,000. Some other Canadian 
has got the £5,000. | 

Q. And he has got a liability in London of £5,000?—A. He has got an 
asset. 

Q. Which he liquidates or takes a deposit of over there?—A. Yes. He 
wants £5,000 to pay a liability in London: 

CQ: Now I see what you are doing. Suppose the rates of exchange—not 
the rate of exchange but the exchange facility is not such that it is possible 
to liquidate that liability of the British bank to me as a depositor which I 
want to transfer to Canada?—A. Yes. 

Q. Then that bank which is given the right to transfer my deposit to 
Canada must find some way of securing that Canadian bank deposit of £5,000, 
which can be done by shipping £5,000 worth of gold to Canada?—A. Yes, 
that can be done. It can be done theoretically, not just at the moment. 

Q. Well, as a matter of fact, unless international transactions balance out, 
and there is a withdrawal of £5,000 from Canada to London at the same 
time that there is a presentation or transfer of £5,000 from London to Canada, 
then the new deposit would be in the form of a gold settlement?—A. Under 
certain circumstances. That could not be done in Canada at the prAent 
time because we do not take any gold. 

Q. You are not receiving any gold now? Then, what would you settle any 
favourable balance of trade with that you happened to have if you did not 
accept gold and there is no other transfer available?-A. You would find in 
that case that the rate of exchange would alter and that with the altered rate 
of exchange demand and supply would balance, by definition. 

[Mr. Graham Ford Towers. ] 
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 Q. In time?—A. Right away. In other words, it would alter sufficiently 
to achieve that balance, whatever amount was necessary. 
ha Q. It would be a strange thing in my conception of international trade if, 
as the result of our buying more from abroad than we have in the way of 
sales abroad—than we are doing in the way of purchases abroad—if we did 
~ not increase our accumulation of money wealth?—A. I must keep on saying, 
- it is not money wealth, it is other assets. 
> Q. Well then, our money wealth in Canada is in bank deposits, because 
~ none of us has any money wealth in Canada that is not in the form of deposits? 
» —A. That is why I say it is not money wealth; it would be in securities or in 
other forms of assets. 
Q. I am talking of money wealth, I mean, it is all— —A. I'do not know 
how I can make it plainer. ; 
Q. I think maybe we had better let the matter drop.—A. The wealth 
arising from our favourable balance of payments you will find takes a visible 
form in securities, bonds, preferred stocks, common stocks; things we have been 
bringing back from abroad in that form and which have real value; and that 
is the form it takes. 
Q. I see. I think where our difficulty arises is that I am dealing with 
specific monetary deposits and you are dealing with actual results, balancing | 
international payments by selling one obligation against the other or by hold- 
ing securities against liabilities abroad?—A. Well, I do not quite follow the 
holding of securities against liabilities abroad. It is really converting your 
favourable balances into securities previously held by the foreigner, and bringing 
them home. 
Mr. LanpEryovu: It is simply putting the other country in debt to you. 
Mr. Towrrs: That is really the case, and the other country discharges 
its debt by selling back to you securities which they have previously bought. 
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By Mr. Tucker: 

Q. There is something I would like to ask there. Your bank set-up would 
have something to do with the exchange as between Canadian and foreign cur- 
rencies?—A. The exchange, that part appears, so to speak, in only one place 
in the Act and that is in the preamble. 

- * Q. Yes?--A. And it is true that monetary policy will, over a long run, 
S undoubtedly influence the exchange rate. On the other hand, there has never 
been anything in the form of legislation which said the exchange value of the 
‘Canadian dollar versus other currency shall be so-and-so. There is nothing 
on that point. 
r Q. Yes, but there was an exchange equalization fund set up in order to 
_ deal with the situation in that regard and it seems to me, and I wish that 
~ to be dealt with, the tendency for the flight of funds from Europe to Canada 
and the United States is continually offering to appreciate our money as com- 
pared to sterling, and that is hurting our primary producers and if our Bank 
of Canada is not consciously dealing with that problem then it seems to me 
that we should know about it and take it up with the government to actually 
set up an agency to deal with it—A. The exchange fund, as you recall, is 
completely under the control of the Minister of Finance. 

Q. I take it then that you play no part at all in the working of that fund? 
—A. Please don’t say it is no interest to us, because Heaven knows it is a 
matter of interest to us sixteen hours a day. 

* Q. I mean from the standpoint of doing anything about it?—A. I wonder 
how far I would be justified in speaking about it. I do not know just how far 
3 I could go certainly, if it was to be done by the exchange fund not even the 
_ Sergeant-at-Arms himself could make me say anything about it, by provisions 


" of our own parliament. 
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By Mr. Landeryou: } 
Q. Why not put it this way: the government or yourselves are taking no © 
practical action to avoid it, but other factors are entering into it that you have 
not counteracted?—A. I think that I must rest by saying that there has been ~ 
and is no legislative direction so far as I am aware that the value of Canadian ~ 
currency should be thus and so. There is no direction to the Bank of Canada 
that we must do what we can to have our currency at par with the others, or 
at a premium of 20 per cent, or at a discount of 20 per cent. 


By Mr. Tucker: 


Q. We arrived at the situation in 1932, as I understand it, at which time 
wheat was forced to the lowest level it ever reached, and the depreciation of 
sterling as compared to our dollar helped to bring that situation about. As I 
understand it there are powers at present at work, there is the tendency for 
that movement to start again, through our money depreciating compared to 
sterling, which affects the prices of all operating farms. And I understood from 
you—and if it is not right I hope you will correct me—you are not taking 
any direct action in regard to our money appreciating as compared to sterling. 
If you are taking action that you do not want to tell us about that is all right 
too. I am pleased to hear it. My information was that you people had taken 
no action whatever to correct that situation, one which is becoming very grave 
and serious.—A. If we have taken any action it cannot be concealed action. 
It would show in our balance sheet. 

Q. Then you are not taking action?—A. If you read our balance sheet of 
two years back—I need not go back that far, say from February, 1937, to March 
or April, 1939, you will see right there any action we have taken. But in order 
to save you the trouble of looking this up, you will see that our holdings of 
gold and foreign exchange have probably increased fifty million to sixty million 
dollars during that time. 

Q. It is not, then, nearly enough to counteract governmental action in 
permitting our gold to be sold abroad which up to that time had always been 
regarded as being used to settle international balances? We have turned the 
gold that was not needed for settling international balances to a use that has 
appreciated our money compared to other money.—A. Of course, the government 
would have to answer that, as I said before. And, incidentally, I should not 
say that the action that I have mentioned was specifically action intended to 
change the value of the Canadian dollar. I think there are other circumstances 
which might be observed which served to increase our reserve. There is the 
circumstance of the general international outlook, and the movements of capital 
which were taking place; but there is no question that we removed fifty odd 
million of foreign exchange from the Canadian market. Now, I think that is 
absolutely as far as I can go. A recommendation in regard to bringing our 
dollar down to a certain level in relation to sterling must necessarily be one for 
parliament and for the government. 


Q. There is one other question I would like to ask in connection with that? 
—A. As to the methods of achieving it, there are various ways. 


@. Does the government not give permission by governmental action to 
export that gold? During the last few years I’think you will admit that instead 
of our money being at a premium as compared with sterling to-day it would 
probably be at least on a par, and perhaps at a discount? That is correct, isn’t 
it?—A. I should say if we cut out a couple of hundreds of millions of dollars 
of exports, no matter what they were, that it would certainly be at a discount, 
if someone inside the country bought these things which would otherwise have 
been exported. Your idea would be that the gold should be bought by the gov- 
ernment? 


[Mr. Graham Ford Towers. ] 
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Q. My idea would be that the gold should be bought by the government 
to the extent that it should not be used as exports to throw out of balance our 
money so that we as a great exporting nation are at a disadvantage compared 
to practically every other nation in the world—A. I really think that it would 
save time and thought—I am just giving this as a suggestion—if we concentrated 
on the recommendation that there should be depreciation. The method of 
trying to achieve that is another story. Your main object would be depreciation. 


Q. What we are doing is that we are using our gold twice, and greatly 


appreciating our money?—A. I cannot agree with that. 


Q. Well, when we ship our gold to the United States—A. When we ship 
any production. | 

Q. I am talking about gold, gold has after all monetary value?—A. Excuse 
me, I absolutely differ. So far as Canada is concerned gold is no different from 
anything else. 

Q. So far as the nations of the world are concerned gold is one commodity 

used to settle international exchange, international balances, and to prevent 
currencies from being thrown out of line by virtue of not being able to settle 
international balances, and it is the only product used for the purpose?—A. For 
that purpose gold is a commodity. : 
Q. Now then, to the extent, however, that we use it as a commodity 
beyond the necessity of settling our international balances, to the extent that 
I suggested to you, and build up a favourable balance of trade, it means that 
our money is being appreciated in terms of foreign money, and that we are 
using our gold supplies to actually appreciate our money rather than to leave 
‘t+ where it otherwise would be?—A. Another way of doing it would be to forbid 
mines to produce any gold. 

Q. No, what I suggest to you is this, that to the extent that you are using 
your gold supplies— —A. But if it 1s not needed at home why not forbid the 
mines to produce it and get the result that way? 

Q. f suggest to you, Mr. Towers, that under the present state of affairs, 
we are permitting the mines to sell gold that is worth originally $20 an ‘ounce 
for $35 an ounce, and then permitting on top of that an appreciation of our 
dollar, so that the unfortunate farmer who is selling his bacon and his butter 
and his cheese and his wheat gets less for it on his main market; and somebody 
should be doing something about it, because you are actually giving every 
possible benefit to your mining industry at the expense of all your other primary 
producers. 

Mr. McGrer: I do not know that we should badger Mr. Towers as to 
what is really a matter of high policy for the Minister of Finance and for the 
government itself. I think that if we have any information from him that 
information should be along the line of what facilities are available to Canada 
to bring about a depreciation of our currency, and that is, I think, ias far as he 
should go. I think he said there were at least a dozen ways by which Canadian 
currency could be depreciated in the form of international value if the govern- 
ment of the day would declare for a policy of reducing the Canadian dollar to 
a depreciated level. Isn’t that correct? 

Mr. Towers: That is correct. A dozen may be a broad statement, but 
you know what I mean. 


By Mr. McGeer: 
Q. Would there be any objection, Mr. Towers, to your making a state- 
ment enumerating those ways? I do not think it is a thing that we should 
ask you to answer offhand—A. I would say that I can enumerate the main 
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ways right now. One is by excessive issues of credit and currency which would 
in due course cause inflation here. That will produce depreciation. 

Q. Have you any idea of how much we would have to issue to get that 
result?—A. No; one could not say that; it would depend partly on the amount 
of the issues and partly on the psychology of the Canadian people. If they 
got really scared, depreciation would come more quickly. 

Q. That is, you would have a flight from the Canadian dollar?—A. Yes. 
The only other way—and when I said a dozen I should have limited myself 
really to two although the second method could be produced in various ways 
which one might call subsidiaries to No. 2—is to create a demand for foreign 
currency in Canada. Now, that demand might have to be supplied by an 
exchange fund. You would have to keep on buying and buying, as, when you 
buy in sufficient quantity, presumably you put the price up. 

Q. When you speak of the exchange fund in Canada you mean the stabili- 
zation fund of $250,000,000 that was voted for that purpose?—A. No. The 
exchange fund was created from the revaluation of gold in July, 1935. 

Q. Was that used under what we call our stabilization of exchange Act? 
—A. It is the Exchange Fund Act which created it. 

Q. Have we not got a stabilization fund Act as well?—A. No, the Exchange 
Fund Act is the only one. 

Q. When was that put into operation?—A. It was passed in July, 1935, but 
the sections which permit the Minister of Finance to buy and sell gold and 
foreign exchange will only come into effect when an order in council is passed. 

Q. Has that order in council been passed?—-A. No, it has not. 

Q. So that our exchange fund is not in operation?—A. That is right, from 
that point of view. 

Q. Before we could get any action on that the Governor in Council would 
have to act?—A. Right, or you could do other things.. If you want to force 
depreciation on the exchange you could call obligations payable abroad. 

Q. Yes, but if you started using your stabilization fund and the secretary 
of the finance department of the American government, Mr. Morganthau, 
started using his, he would rather outbid you, would he not?—A. If he were 
willing to accumulate balances in Canadian dollars. That is all there is to it. 

Q. In the face of the stabilization fund of the American government you 
could not compete with that power to fix the rate of the Canadian dotiar?—A. 
Not if they chose to fight that action, that is right. 


By Mr. Ross (St. Paul’s): 
 Q. Is that not what they are doing now, keeping their dollar on a parity? 
—A. No, they are not taking any action. 
Q. Why is our dollar on a parity? 
Mr. McGeer: Because of our trade situation. 


By Mr. Ross: 


Q. I understand that all right, but we are depreciated as far as the pound - 
is concerned. We are at a parity as far as the United States is concerned. 
Why should we not be below the American dollar and appreciated as far as the 
pound is concerned? In other words, why should we be half way between?— 
A. The pound has fallen in New York because of the great forces which, as we 
all know, have put pressure on sterling. It is depreciated in New York almost 
exactly to the same amount as it is depreciated here. 


Mr. McGerr: Our dollar is not depreciated below the pound sterling. 
[Mr. Graham Ford Towers.] 


2 BER: . Ow dollar i ‘is ee a “preniom. 
a HAIRMAN: Gentlemen, it is 6 o’clock. | ‘i er ont 
Mr. McGerr: a understood you to say our dollar was at a discount with iH 


ting 

‘Mr. Ross: No, it is appreciated. | 
The CHAIRMAN: Gentlemen, we have lost our quorum. What is your © 
re about to-morrow? Shall we meet in the morning? Shea de) 


| Mr. Tucker: To-morrow morning. 
tat 6.05 p.m. the committee adjourned to meet again at 11 a.m., Tope 
y 4, 1939.) | Tinea 


“BANK OF CANADA ACT ¢ 


24-25 Gonos y, CuaprEr 43 (1984) 


As Amended by— : 


yA | Edward VIII, Chapter 22 (1936). 
ey. Spore VI, Chapter 42 (1938) 


7 


BANKING AND COMMERCE -. 317 


24-25 GEORGE V. 


CHAP. 43 


An Act to incorporate the Bank of Canada 
[Assented to Srd July, 1934.| 


W HEREAS +t is desirable to establish a central bank in Canada Preamble. 
to regulate credit and currency in the best interests of the 
~ economic life of the nation, to control and protect the external value 
of the national monetary unit and to mitigate by its influence 
j fluctuations in the general level of production, trade, prices and 
a 


en a eT OE ee 


- employment, so far as may be possible within the scope of monetary 
action, and generally to promote the economic and financial welfare 
of the Dominion: Therefore, His Majesty, by and with the advice 
and consent of the Senate and House of Commons of Canada, 
enacts as follows:— 

SHORT TITLE 


1. This Act may be cited as the Bank of Canada Act. Short title. 
INTERPRETATION 
2. In this Act unless the context otherwise requires :— Definitions, 


(a) “Board of Directors” or “Board” means the Board of «Board of 

Directors of the Bank of Canada; Directors.’ 

(b) “ chartered bank” means a bank to which the Bank Act «Chartered 
applies; Bank.” 

(c) “Director” means a member of the Board of Directors “Director.” 
other than the Governor or the Deputy Governor or the 
member acting in virtue of the authority conferred by 
subsection two of section five of this Act; 1936, c. 22, s. 2. 

(d) “Dominion notes” means notes payable to bearer OM “Dominion 

: demand, issued and outstanding, which immediately prior notes.” 

to the day on which the Bank of Canada was authorized to 

| commence business constituted a direct liability of the 
Dominion of Canada; 1936, c. 22, s. 2. 

(ec) “Governor” means the Governor of the Bank of Canada «q@oyernor.” 
or the person acting for him pursuant to the provisions of 
this Act; 1936, c. 22, s. 2. te 

(f) “ Minister” means the Minister of Finance; “Minister.” 

(g) “notes” means notes of the Bank of Canada payable to “Notes.” 


3 


bearer on demand and intended for circulation; adnan 
4 (h) “ Receiver General” means the Receiver General of Canada}; General.” 
(i) “the Bank” means the Bank of Canada; “The Bank.” 


| (j) “Treasury Board” means the Treasury Board as constituted “Treasury 
. by the Department of Finance and Treasury Board Act. Board. 
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CONSTITUTION OF THE BANK 


3. (1) There shall be established a bank to be called the 


Bank of Canada. 


(2) The Bank is and shall continue to be a body politic and 
corporate. 1936, c. 22, s. 3. | 


4. (1) The head office of the Bank shall be in the city of Ottawa. 


(2) The Bank may establish branches and agencies and appoint 
agents in Canada and may also, with the approval of the Governor 
in Council, establish branches and appoint agents elsewhere than in 
Canada. 


®. (1) The Bank shall be under the management of a Board of 
Directors composed of a Governor, a Deputy Governor and eleven 
directors appointed in accordance with the provisions of this Act. 
There may also be an Assistant Deputy Governor who shall not as 
such be a member of the Board. 1938, c. 42, s. 3. 


(2) In addition to the Members of the Board as constituted by 
subsection one of this section, the Deputy Minister of Finance or, 
in case of his absence or incapacity at any time, such other officer of 
the Department of Finance as the Minister may nominate for the 


time being, shall be, by virtue of his office or of such nomination, — 


as the case may be, a member of the Board, but shall not have the 
right to vote. 


6. (1) The Governor and Deputy Governor shall be men of 
proven financial experience and each shall devote the whole of his 
time to the duties of his office. 


(2) No person shall hold office as Governor or Deputy Governor 
or Assistant Deputy Governor, who,— . 


(a) is not a British subject; or 

(6) is a member of either House of Parliament or of a Provincial 
Legislature; or 

(c) is employed in any capacity in the public service of Canada 
or of any province of Canada or holds any office or position 
for which any salary or other remuneration is payable out 
of public moneys; or 

(d) is a director, officer or employee of any other bank or 
financial institution or has an interest as a shareholder in any 
other bank or financial institution; or (1936, c. 22, s. 5.) 

(e) has reached the age of seventy-five years. 


. MANAGEMENT 


¢. (1) The Governor of the Bank shall be the chief executive 
officer and shall on behalf of the Board have the direction and control 
of the business of the Bank, with authority to act in connection with 
the conduct of the business of the Bank in all matters which are not 
by this Act or by the by-laws of the Bank specifically reserved to 
De by the Board or by the Executive Committee. 1938, c. 42, 
8, 4. 


(2) The Deputy Governor and the Assistant Deputy Governor 
shall perform such duties as are assigned by the Board. 
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iam , ‘4 : 3 a . . 
(3) In the event of absence or incapacity of the Governor from Absence | 
whatever cause arising, the Deputy Governor shall have and may ¢¢ rc thaap daepay 


exercise all the powers and functions of the Governor. 


4 (4) In the event of absence or incapacity of both the Governor Absence or 
‘and the Deputy Governor, the Board of Directors shall authorize the incapacity of 
Assistant Deputy Governor or one of the members of the Board to nad Depa 
act as the Governor for the time being, but no such person shall have Governor. 

- authority to act as Governor for a period exceeding one month without 


_ the approval of the Governor in Council. 
! 8. (1) The Governor, Deputy Governor and Assistant Deputy ris of 


~ Governor shall each be appointed as hereinafter provided for a term ° 
_ of seven years or, in the case of the first Governor, Deputy Governor 
“and Assistant Deputy Governor, for such shorter period as the 


' Governor in Council may determine. 


: (2) The first Governor, Deputy Governor and Assistant Deputy Appointment 
_ Governor shall be appointed and their salaries shall be fixed by the ee eh 
’ Governor in Council and thereafter appointments shall be made by Deputy and 
the directors with the approval of the Governor in Council. Assistant. 


i (3) Except as provided in the next preceding subsection the Salaries. 
Governor, Deputy Governor and Assistant Deputy Governor shall, 

‘subject to the approval of the Governor in Council, receive such 

salaries as the directors from time to time determine, but no such 
remuneration shall be in the form of a commission or be computed 

' by reference to the income or profits of the Bank. 

4 (4) The Governor, the Deputy Governor and the Assistant Re-appoint- 
- Deputy Governor shall on the expiry of their terms of office be ™°"* 
eligible for re-appointment. 

; (5) The Governor, Deputy Governor and Assistant Deputy cere ae 
~ Governor shall each hold office for the aforesaid term during good STR 
behaviour. 


_ 


DIRECTORS 


. 9. (1) The Minister with the approval of the Governor in Directors. 
~ Council shall as of the first day of March in each year appoint for 
terms of three years each a sufficient number of directors to provide 

that there shall be eleven directors: Provided, however, that every 

director holding office at the date of the coming into force of this 
subsection shall continue as a director up to and including the last 

day of February in the year of the expiration of the term of office for 

which he was elected or appointed. 1938, c. 42, s. 5. 


(2) In the event of a vacancy amongst the directors the Minister Vacancy. 
shall, with the approval of the Governor in Council, appoint a 
qualified person to hold office for the remainder of the term. 1938, 

c. 42, s. 5. 
, (3) In the transaction of the business of the Bank each director Votes. 
- shall have one vote. 1938, c. 42, s. 5. 


; (4) The directors shall on the expiration of their terms of office May be re- 
be eligible for re-appointment. 1938, c. 42,8. 5. appointed. 


10. (1) The directors shall be selected from diversified occupa- Selection of 
tions; but no person shall be eligible for appointment who is a director, “rectors: 
officer or employee of a chartered bank, and any person appointed 
as a director who is a shareholder of a chartered bank shall divest 
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himself of ownership of his shares within three months of the date 
of his appointment and shall not thereafter during the term of his — 
office have an interest, either directly or indirectly, as a shareholder 


in a chartered bank. 1938, c. 42, s. 6. 


(2) No person shall be appointed, or shall continue to hold office 
as a director who:— 

(a) is not a British subject ordinarily resident in Canada; or 

(6b) is employed in any capacity in the public service of Canada 
or of any province of Canada, or holds any office or position 
for which any salary or other remuneration is payable out of 
public moneys; provided, however, that a director may 
perform temporary services for the Government of Canada 
or any province for which he may be reimbursed actual 
living and travelling expenses; or 

(c) has reached the age of seventy-five years. 1938, c. 42, s. 6. 


(3) If any director, in the opinion of the Board, becomes 
permanently incapacitated, he may be removed from office by 
resolution of the Board approved by the Governor in Council. 1938, 
c. 42, s. 6. 


11. The directors shall be entitled to receive for attendance at 
directors’ meetings and executive committee meetings, such fees as 
may be fixed by the by-laws of the Bank, but the aggregate amount 
of the fees paid to all directors, exclusive of expenses, shall not exceed 
twenty thousand dollars in any year. 1988, c. 42, s. 7. 


12. The Governor shall be Chairman of the Board of Directors. 
1936, c. 22, s. 8. 


EXECUTIVE COMMITTEE 
13. (1) There shall be an Executive Committee of the Board, 


consisting of the Governor, the Deputy Governor and one director — 


selected by the Board. 


(2) In addition to the Members of the Executive Committee as 
constituted by subsection one of this section, the Deputy Minister of 
Finance or, in case of his absence or incapacity at any time, such 
other officer of the Department of Finance as the Minister may 
nominate for the time being shall be by virtue of his office or of such 
nomination, as the case may be, a member of the Executive 
Committee, but shall not have the right to vote. 


(3) The Executive Committee shall be competent to deal with 
any matter within the competence of the Board but every decision of 
the committee shall be submitted to the Board at its next meeting. 


(4) Except when the Board is in session the Executive Committee 
shall determine the minimum rates at which the Bank is prepared to 
discount or rediscount bills or to make advances and the Bank shall 
at all times make public the rates at which it is prepared to discount 
or rediscount bills or to make advances, 


(5) The Executive Committee shall keep full minutes of its 
proceedings, which shall be submitted to the Board at its next meeting. 


14, (1) The Governor, or in the event of his absence or incapacity 
the Deputy Governor only, shall have power to veto any action or 
decision of the Board of Directors or of the Executive Committee, 
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if this veto power be exercised, the Governor or Deputy Governor, To be 

e case may be, shall within seven days inform the Minister in stbmitted to 
ting of the circumstances and the Minister shall submit the veto in Council. 
the Governor in Council who may confirm or disallow the veto. 


36, c. 22, 8. 9. 


__ (2) Any director or member of the Executive Committee may View of 

inform the Minister in writing of his view of the action or decision in director or 
question, which view shall also.be transmitted to the Governor in eens 
founcil. 1936, c. 22, s. 9. Executive. 


BANK STAFF 


15. (1) Such other officers, clerks and employees may be Officers and 
smployed as in the opinion of the Executive Committee may be employees. 


' (2) In the case of officers, clerks and employees of the Bank galaries, 
rho at the date of appointment were officers, clerks or employees of 

we Civil Service of Canada, the salaries to be paid by the Bank 

all be at rates not less than the rates which such persons were 
recelving in the Civil Service. 


___ (8) Any officer, clerk or employee mentioned in subsection two Contributor 
this section who was a contributor under the provisions of the und ey BEBE 
wil Service Superannuation Act, chapter twenty-four of the Revised Act may 
latutes of Canada, 1927, may continue as a contributor under the continue f 
‘ovisions of the said Superannuation Act for a period not exceeding dno ne ie 
e year after the date of his appointment by the Bank, and shal! Bank to 


iring such period continue his contributions to the Civil Service (9nttibute | 


subsection four of this section, at the expiration of one year after 3°: veep 
the date of the appointment by the Bank of any such officer, clerk or subject to 
smployee his benefits under the provisions of the said Superannuation nee 
Act shall be calculated and determined as of the date of the expiration 
of the said year as if he had at that time retired from the Civil Service 

by reason of abolition of his office, in which case the enjoyment of the 

said benefits shall be deferred until such time as he leaves the service 

of the Bank. 


_ (4) Upon the said officer, clerk or employee becoming a iene of 
sontributor to or participant in any pension scheme which the Bank {fet 
May establish he may elect either— he becomes 


; ; Ngee tribut 
(i) to have his benefits under the provisions of the said fo Banke 


Superannuation Act calculated and determined as at the date of ene 

his becoming a contributor to or participant in any pension Benefits 
scheme which the Bank may establish or at the expiration of one PN tk at 
year from the date of his appointment as aforesaid, whichever edb 
shall first occur, in which case the enjoyment of the said benefits contributor 
shall be deferred until such time as he leaves the service of the oe 
Bank; or fund. 

(11) to waive his right to any payment or benefit under the Ware - 
said Superannuation Act and in that case his period of service a paca ae? 
in the Civil Service shall be counted as service with the Bank for tion Act. 
the purposes of the Bank’s pension scheme to the extent that Period in 
such service would have counted under the said Superannuation Civil 


3 : : ice to 
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agreement as to the amount to te paid to the Bank with refe ere 
to the assumption by the Bank of liability under its pens 
scheme with respect to the said period of service in the | 6) 
Service. The Minister may pay the amount agreed upon ow 
any unappropriated moneys in the Consolidated Revenue Fu 
which shall be recorded as a payment from the said Superannua. 
tion Fund, and the Bank shall pay the said amount into” it; 
Pension Fund. 2 
(5) The Governor in Council may make such regulations as m 
be deemed necessary to give effect to the provisions of supa 
three and four of this section. 
(6) The Board may by by-law establish a pension fund for’ ik 
officers, clerks and employees of the Bank and their dependen 
and may contribute to it out of the funds of the Bank, and su 
pension fund shall be invested in securities in which a trust compal 


may invest under the Trust Companies Act. 
16. Every director, officer, clerk and employee of the Bank s 1a 
before entering upon his duties take before a Justice of the Peace ¢ 


a Commissioner for taking affidavits, an oath of fidelity and secre eC} 
in the form prescribed in Schedule A to this Act. | 


le 


CAPITAL AND SHARES 


(1) The capital of the Bank shall be five million dollaeaa 8) 
may ws increased from time to time pursuant to a resolution passe 
by the Board of Directors and approved by the Governor in Count 
and by the Parliament of Canada. 1988, c. 42, s. 8. hd 


(2) The capital shall be divided into one hundred thousat 10 
shares of the par value of fifty dollars each, which shall be issued 
the Minister to be held by him on behalf of the Dominion of Canad 
1938, c. 42, s. 8. 

(3) The shares issued to the Minister shall be registered by t 
Bank in his name in the books of the Bank at Ottawa. 1988, c. 42,s. 


17a. (1) The Minister shall, as of the date of the coming into 
force of this subsection, exchange one hundred thousand Class “ B 
shares of the Bank out of the one hundred and two thousand Cla 
‘“B” shares of the Bank then held by him for one hundred thousa 
shares of the capital of the Bank authorized to be issued by section 
seventeen of this Act and the said one hundred thousand Class “ B? 1 
shares of the Bank so exchanged shall forthwith be cancelled. 1938, 
c. 42, s. 9. : 

(2) The Bank shall on the date of the coming into force of this 
subsection pay to each holder of Class “A” shares of the Bank the 
sum of fifty-nine dollars and twenty cents for each Class “A” share 
registered in his name at the close of business on the fifteenth day oi 
July, 1938, together with the amount of dividends accrued to tht 
date of the coming into force of this subsection and all Class “A? 
shares of the Bank shall be deemed to be cancelled as of the date 0: 
the coming into force of this subsection. 1938, c. 42, s. 9. 

(3) The Minister shall as of the date of the coming into force ol 
this subsection reimburse the Bank the amount by which payments 
made by the Bank to the holders of Class “A” shares, excluding any 
amount paid by way of dividend, exceed the par value of such shares 
and such reimbursement shall be effected by surrendering to the Bank 
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for cancellation two thousand of the Class “B” shares held by the 


- Minister having the aggregate par value of one hundred thousand 
dollars and by paying to the Bank out of any unappropriated moneys 


“in the Consolidated Revenue Fund the sum of eight hundred and 


twenty thousand dollars. 1938, c. 42, s. 9. 


(4) 


subsection, pay to the Minister on behalf of the Dominion of Canada 


The Bank shall, on the date of the coming into force of this Bank to 
pay accrued 
» dividends 


the amount of dividends accrued up to the said date upon the one upon Class 


hundred 
Minister 


18. 
19. 
20. 


ry 
Pe AG) 


(0) 


(c) 


(e) 


(f) 


(g) 
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and two thousand Class “ B” shares of the Bank held by the “B” shares. 
as of the said date. 1988, c. 42, s. 9. 


Repealed. 1938, c. 42, s. 10. 
Repealed. 1938, c. 42, s. 11. 
Repealed. 1936, c. 22, s. 12. 


BUSINESS AND POWERS OF THE BANK 


(1) The Bank may 


buy and sell gold, silver, nickel and bronze coin and gold Coin and 
and silver bullion; bullion. 
effect transfers of funds by telegram, letter or other method Exchange. 
of communication, and buy and sell transfers effected by 

such means, trade acceptances, bankers’ acceptances, bankers’ 

drafts and bills of exchange drawn in or on places outside of 

Canada and having a maturity not exceeding ninety days, 
excluding days of grace, from the date of acquisition by the 

Bank; 1936, c. 22, s. 13. ; 

buy and sell or rediscount short term securities issued OF Investments. 
cuaranteed by the Dominion of Canada or any province, 

having a maturity not exceeding two years from the date of 
acquisition by the Bank; 

buy and sell securities issued or guaranteed by the Dominion Bank may 
of Canada or any province, having a maturity exceeding two buy and sell 
years from the date of acquisition by the Bank, but the paicomn 
Bank shall at no time hold securities not maturing within securities. 
two years having a par value in excess of fifty per cent of 

its outstanding note issue and deposit liabilities, nor shall 

the Bank at any time hold securities not maturing within 

ten years of a par value in excess of five times the amount 

of the paid-up capital and rest fund of the Bank; 1938, 

c. 42, s. 12. 

buy and sell short term securities issued by the United 
Kingdom, any British Dominion, the United States of 
America, or France, having a maturity not exceeding six 

months from the date of acquisition by the Bank; 

buy and sell securities issued by the United Kingdom or the Securities 
United States of America having a maturity exceeding six eS 
months from the date of acquisition by the Bank, but the 
Bank shall at no time hold such securities of a par value in 

excess of one-half of the amount of the paid-up capital of the 

Bank; 1938, c. 42, s. 12. 

buy and sell or rediscount bills of exchange and promissory Discounts. 
notes endorsed by a chartered bank drawn or issued in 
connection with the production or marketing of goods, wares 
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and merchandise as defined in The Bank Act, excepting those 


mentioned in paragraph (h) of this subsection, and having a — 


maturity not exceeding ninety days, excluding days of grace, 
from the date of acquisition by the Bank; 1936, c. 22, s. 13. 
buy and sell or rediscount bills of exchange and promissory 
notes endorsed by a chartered bank, drawn or issued in 
connection with the production or marketing of products of 
agriculture, the forest, the quarry and mine, or the sea, lakes 
and rivers, as defined in The Bank Act, and having a 


maturity not exceeding one hundred and eighty days excluding | 


days of grace from the date of acquisition by the Bank: 
Provided that the Bank may by regulation limit to a 
percentage of its total assets the amount of such paper 
having a maturity in excess of ninety days excluding days of 
grace but not exceeding one hundred and eighty days 
excluding days of grace, from the date of acquisition by the 
Bank; 


(7) make loans or advances for periods not exceeding six months 


to chartered banks or to banks incorporated under the 
Quebec Savings Banks Act on the pledge or hypothecation 
of the foregoing classes of securities, bills of exchange or 
promissory notes, or of Canadian municipal securities, or of 
securities issued by a school corporation or parish trustees, 
or of securities issued pursuant to the statutes of a province 
making provision for the payment thereof and the interest 
thereon by the province, or of gold or silver coin or bullion, 
or documents of title relating thereto; 


(j) make loans or advances for periods not exceeding six months 


(k) 


to the Dominion Government or the government of any 
province on the pledge or hypothecation of readily marketable 
securities issued or guaranteed by the Dominion of Canada 
or any province; 

make loans to the Dominion Government or the government 
of any province, but such loans outstanding at any one time 
shall not, in the case of the Dominion Government, exceed 
one-third of the estimated revenue of such government for 
its fiscal year, and shall not in the case of any provincial 
government exceed one-fourth of such government’s estimated 
revenue for its fiscal year; and such loans shall be repaid 
before the end of the first quarter after the end of the fiscal 
vear of such government; 


(1) for the purpose of its open market operations, buy and sell 


in the open market from or to any person, either in or outside 
of Canada, securities, cable transfers, bankers’ acceptances, 
and bills of exchange of the kinds and maturities defined in, 
and subject to the limitations, if any, contained in, paragraphs 
(6), (c), (d), (e), (g) and (h) of this subsection with or 
without the endorsement of a chartered bank; 


(m) accept from the Dominion Government or the government 


(n) 


of any province or from any chartered bank or from any 
bank incorporated under the Quebec Savings Banks Act 
deposits which shall not bear interest; 

open accounts in a central bank in any other country or in 
the Bank for International Settlements and act as agent, 
depository or correspondent of such other central banks 
or the Bank for International Settlements; 
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(o) acquire by purchase or lease and hold real or immovable Real estate. 
property for the actual use and occupation of the Bank in 
connection with its business and sell and dispose of the 
same; 

(p) do any other banking business incidental to or consequential Incidental 

7 upon the provisions of this Act and not prohibited by this P°’°™* 

‘4 Act. 1936, c. 22, s. 13. 


bd (2) The Bank may acquire from any chartered bank and hold Acquisition 
any warehouse receipt, bill of lading and other security held by such npn teh 
chartered bank pursuant to the provisions of The Bank Act, as nf ' 
collateral security for the repayment of any bill of exchange or 
promissory note acquired by the Bank under the provisions of the 

next preceding subsection; and the Bank may exercise every right 

‘and remedy in respect of such collateral security as could have been 
exercised by the chartered bank aforesaid. 


22. The Bank shall not, except as authorized by this Act, Prohibited 
4 ; ; : business. 
(a) engage or have a direct interest in any trade or business 
whatsoever ; | 
x (6) purchase its own stock or the shares of any other bank except 
: the Bank for International Settlements or make loans upon 


the security thereof: 

pe (c) lend or make advances upon the security of any real or 
immovable property; provided that in the event of any 
claims of the Bank being in the opinion of the Board 
endangered, the Bank may secure itself on any real property 
of the debtor or any other person liable and may acquire 
such property, which shall, however, be resold as soon as 
practicable thereafter; 

(d) make loans or advances without security; 

(e) accept deposits for a fixed term or pay interest on any moneys 
deposited with the Bank; 

(f) allow the renewal of maturing bills of exchange, promissory 
notes or other similar documents purchased or discounted 
by or pledged to the Bank; provided that the Board may 
make regulations authorizing in special circumstances not. 
more than one renewal of any such bill of exchange, 
promissory note or other document. 


23.(1) The Bank shall act as fiscal agent of the Government of Fiscal agent 
Canada without charge and, subject to the provisions of this Act, Or eee 
by agreement, may also act as banker or fiscal agent of the government and of 


of any province. | provinces. 


(2) The Bank, if and when required by the Minister so to do, To manage 
shall act as agent for the Government of Canada in the payment of Public debt. 
interest and principal and generally in respect of the management of 
the public debt of Canada. 


(3) The Bank shall not make any charge for cashing or negotiating Dominion 
any cheque drawn on the Receiver General or on his account, or for Government 
cashing or negotiating any other instrument issued as authority for saat pi 
the payment of money out of the Consolidated Revenue Fund, or upon negotiated 
any cheque drawn in favour of the Government of Canada or any Pat. 
department thereof and tendered for deposit in the Consolidated 


Revenue Fund. 1936, c. 22, s. 14. 
7802864 
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NOTE ISSUE 


24. (1) On and after the day on which the Bank is authorized 


Act, have the sole right to issue notes payable to bearer on demand | 
and intended for circulation in Canada and may, subject to the | 
provisions of section twenty-six of this Act, issue such notes to any 
amount. Such notes shall be legal tender, and shall be the first charge 
upon the assets of the Bank. ¢ 


(2) It shall be the duty of the bank to make adequate arrange- 
ments for the issue of its notes at its head office and at its branch offices" 
and agencies in Canada, and to supply such notes as required for | 
circulation in Canada. : 


(3) Notes of the Bank shall be in such denominations and shall ; 
be printed and signed or otherwise executed as the Governor in Council : 
shall by regulation determine. 1986, c. 22, s. 15. 


(4) The form and material of the notes shall be subject. to 
approval by the Minister; Provided, however, that each said note 
shall be printed in both the English and the French languages.* 
1936, c. 22,78. 15. y 


(5) The Bank shall not re-issue notes which are torn, partially 
defaced or soiled and provision may be made by the Bank for the 
disinfection and sterilization of notes before re-issue. . 


REDEMPTION OF NOTES 


25. (1) The Bank shall sell gold to any person who makes 
demand therefor at the head office of the Bank and tenders the 
purchase price in legal tender, but only in the form of bars containing 
approximately four hundred ounces of fine gold. 


(2) The Governor in Council, from time to time and for such 
period as he may deem desirable, may suspend the operation of the 
next preceding subsection and remove such suspension. 


(3) Repealed. 1936, c. 22, s. 16. 


(4) On and after the day on which the Bank is authorized to 
commence business the Bank shall be responsible for the redemption — 
of all Dominion notes then issued and outstanding and such notes 
shall be and continue to be Jegal tender. 


it * Subsection 2 of section 15 of chapter 22 of the statutes of 1936 reads as 
ollows: 


(2) As soon as practicable after the coming into force of this Act, each note 
of the Bank shall be printed in both the English and the French languages; 
Provided, however, that any such note printed before the coming into force of 
this Act and issued thereafter and any such note theretofore issued shall never- 
theless be a valid and binding obligation of the Bank. 
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(5) Repealed. 1936, c. 22, s. 16. 
(6) Repealed.** 19386, c. 22, s. 16 


; RESERVES 

26. (1) The Bank shall always maintain a reserve, as hereinafter 
provided, as security against its outstanding notes and deposit 
liabilities. 

(2) The reserve required by this section to be maintained shall 
consist of gold coin and bullion in the unrestricted ownership of the 
Bank equal to an amount not less than twenty-five per centum of the 
notes and deposit liabilities aforesaid; and may in addition include 


(a) silver bullion received from the Minister under the next 
preceding section or purchased under the authority of 
subsection four hereof, valued at the market price of the fine 
silver content thereof; and 

(b) foreign exchange which shall mean:— 


(i) balances in pounds sterling, United States of America 
dollars and currencies which by law and in fact are convertible 
on demand at a fixed price into exportable gold, held in the Bank 
of England, the Federal Reserve Bank of New York, the Bank 
for International Settlements or a central bank in any country 
the currency of which is convertible as hereinbefore described ; 

(ii) treasury bills or other obligations of the United Kingdom 


or the United States of America having a maturity not exceeding 
three months from the date of acquisition by the Bank; 

(iii) bills of exchange having a maturity not exceeding ninety 
days, excluding days of grace, from the date of acquisition by the 
Bank, payable in pounds sterling, United States of America 
dollars or in a currency which by law and in fact is convertible 
on demand at a fixed price into exportable gold, 

less any liabilities of the Bank payable in the currency of the United 
Kingdom, the United States of America, or any country whose 
currency is by law and in fact convertible on demand at a fixed price 
into exportable gold. 1936, c. 22, s. 17. 


** Section sixteen of chapter 22 of the statutes of 1936 which repealed sub- 
sections three, five and six of section twenty-five of the principal Act reads as 
follows: 

“16. Subsections three, five and six of section twenty-five of the said Act 
are repealed: Provided, however, that the authority to pay the principal of 
and interest on securities issued to the Bank under the aforesaid subsections 
three and six shall continue.” 

Subsections three and six of section twenty-five of the principal Act repealed 
as aforesaid read as follows: 

(3) On the day on which the Bank is authorized to commence business 
the Minister shall transfer to the Bank 

(a) gold held by the Minister for redemption of Dominion notes; 

(b) silver held by the Minister for redemption of Dominion notes valued 
at the market price of the fine silver content thereof; 

(c) securities of the Dominion of Canada bearing interest at three per 
centum per annum, payable half-yearly and having a maturity not 
exceeding five years, valued at par; 

to the amount of Dominion notes outstanding on that day, except notes issued 

under the authority of the Finance Act. 

_ (6) The Minister, for the purposes of paragraph (c) of subsection three of 
this section, is authorized to issue securities under the provisions of The 
Consolidated Revenue and Audit Act, 1931, and payment of the principal of 
me peter on such securities shall be made out of the Consolidated Revenue 

und. 
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(3) At the request in writing of the Board, the Governor in 
Council may suspend the operation of this section insofar as it requires 
the Bank to maintain a reserve of gold equal to an amount not less 
than twenty-five per centum of its‘notes and deposit liabilities. Such 
suspension shall be for such period not exceeding sixty days as may 
be specified by the Governor in Council, but on the further request in 
writing of the Board may be extended from time to time for further f 
periods not exceeding sixty days each, provided, however, that no — 
such suspension shall continue for a period longer than one year — 
without the sanction of Parliament. 


(4) The Bank shall during the years 1935, 1936 and 1937 
purchase and hold newly-mined Canadian silver as and when required q 
so to. do by the Minister but the Bank shall never be required to — 
purchase more than 1,671,802 fine ounces in any year. : . 

: 
RESERVE OF CHARTERED BANKS 

2%. (1) Every chartered bank shall maintain a reserve of not 
less than five per centum of such of its deposit liabilities as are — 
payable in Canadian dollars, and such reserve shall consist of a - 
deposit with the Bank and of notes of the Bank held by such bank. — 
1933;)0;' 42,9; to: | 


(2) For the purposes of this section, every chartered bank shall 
make a return to the Bank to be signed by the chief accountant or 
acting chief accountant and by the general manager or acting general 
manager of such bank, showing the amount of such of its deposit — 
liabilities as are payable in Canadian dollars and also the amount of 
its deposit with the Bank and the amount of the notes of the Bank held 
by such bank, at the end of each juridical day of the month last 
preceding the date of the return, and showing for the month the daily 
average amount of such deposit liabilities and of its deposit with the 
Bank and of the notes of the Bank held by such bank. Such return 
shall be delivered or transmitted to the Bank at the same time as the 
return to the Minister, pursuant to section one hundred and twelve 
of The Bank Act, is transmitted or delivered. 1938, c. 42, s. 13. 


(3) The daily average amount of such of its deposit liabilities 
as are payable in Canadian dollars for each chartered bank shall be 
the basis of determining the amount of the reserve to be maintained 
by such bank during the month next following the month in which 
such return was made. 1938, c. 42, s. 13. 


(4) If any chartered bank knowingly makes default in complying 
with the requirements of this section, it shall be liable to a penalty 
at the rate of ten per centum per annum of the amount of deficiency 
for each day on which there is a deficiency in the amount of the 
reserve maintained by the chartered bank, and such penalty shall be 
payable to the Bank and recoverable by it by civil action. 


(5) For the purpose of this section the Inspector General of Banks 
shall annually make such inspection of the books, accounts and 
documents of every chartered bank as he may deem necessary or 
expedient for the purpose of satisfying himself that the return required 
by subsection two of this section is correct, and shall certify to the 
Bank whether in his opinion the said return is correct, and every 
chartered bank shall give the Inspector General access to the books, 
accounts and documents of the bank for such purpose; and if the 
Inspector General is obstructed or delayed in making the inspection, 
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conviction to a fine of one hundred dollars for each and every day 
during which the obstruction or delay continues. 1936, c. 22, s. 18. 


(6) In the event of the property and assets of the Bank being Government 
insufficient to pay its debts and liabilities, and if the Bank suspends suarantee. 
_ payment of any of its liabilities, the deposit made hereunder by every 

a chartered bank is hereby guaranteed, and the Governor in Council, 

on the recommendation of the Minister of Finance, shall authorize 

_ payment out of the Consolidated Revenue Fund of such moneys as 

_ may be necessary to implement such guarantee. 


; (7) Every bank incorporated under the Quebec Savings Banks rad 
- Act shall maintain against its deposit liabilities such reserves in the Davia 
form of notes of the Bank or deposits with the Bank or a chartered 

bank as may be deemed to be sufficient by the Bank and shall furnish 
such information as may be required by the Bank from time to time to 


satisfy it that such reserves are so maintained. 


7 


SURRENDER OF GOLD 


4 28. (1) Every chartered bank shall, on the day on which the Chartered 
~ Bank is authorized to commence business, transfer to the Bank all ee 
_ gold coin or bullion owned and held by it in Canada. gold held. 


| (2) The Governor in Council may from time to time thereafter Power to 

require every chartered bank or every other person to transfer to the enforce this 
Bank any or all gold coin or bullion held in Canada which is owned ate ot) 
by such chartered bank or by such other person; and the Governor in 

~ Council may authorize all measures deemed necessary or expedient 

~ to enforce any such transfer and to impose: and recover penalties in 
respect of any neglect or refusal to make any transfer so required. 


VALUATION OF GOLD 


29. Whenever gold is sold by, transferred to, held as reserve by, Valuation of 
or deposited with the Bank pursuant to subsections one or three of gold. 
section twenty-five, section twenty-six, or section twenty-eight of 
this Act, the value of the said gold shall be computed on the basis 
established by the Currency Act at the date of the relevant transaction. 


30. Any profits resulting from the sale by the Bank of gold coin Disposition 
and bullion transferred to the Bank pursuant to subsection three of acaba sh 
section twenty-five, or section twenty-eight of this Act, or from an 
increase in the value of such gold resulting from any change in the 
monetary standard of Canada shall be paid by the Bank to the 
Receiver General for the Consolidated Revenue Fund: Provided, 
however, that the aforesaid provisions of this section shall not apply 
in the case of gold transferred under subsection one of section twenty- 
eight, if the Governor in Council is satisfied that the said gold was at 
the time of the transfer being held by a chartered bank against 
liabilities elsewhere than in Canada, and in such case the said profit 
shall belong to the chartered bank. 


PROFITS OF THE BANK 


31. The Bank shall establish a rest fund and after making such Rest fund. 
provision as the Board thinks proper for bad and doubtful debts, 
depreciation in assets, pension funds and all such matters as are 
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properly provided for by banks and after deducting an amount equal © 
to four and one-half per centum of the paid-up capital which may be 
utilized for the payment of cumulative dividends at a rate of four — 
and one-half per centum per annum, payable half-yearly, the — 
ascertained surplus available from the operations of the Bank during — 
each financial year shall be applied by the Board as follows: ; 
(a) If the rest fund of the Bank is less than the paid-up capital, 
one-third of such surplus shall be allocated to the rest fund — 
and the residue shall be paid to the Receiver General and 
placed to the credit of the Consolidated Revenue Fund; : 
If the rest fund is not less than the paid-up capital but is 
less than twice the paid-up capital, one-tenth of such surplus 
shall be allocated to the rest fund and the residue shall be © 
paid to the Receiver General and placed to the credit of the 
Consolidated Revenue Fund; 
If the rest fund is not less than twice the paid-up capital, 
the whole of such surplus shall be paid to the Receiver 
General and placed to the credit of the Consolidated Revenue 
Fund. 1938, ¢c. 42, s. 14. 


AUDIT 


(1) For the purpose of auditing the affairs of the Bank, the 
anaes in Council shall, on the recommendation of the Minister, 
not later than January thirty-first each year, appoint two auditors, 
eligible to be appointed as auditors of a chartered bank, but no person 
shall be eligible for appointment if he or any member of his firm has 
been auditor for nye successive years during the three next preceding 
years. 1936, c. 22, s. 20.. 

(2)otfvany vabatey occurs in the office of auditor of the Bank, 
notice thereof shall forthwith be given by the Bank to the Minister 
who thereupon shall appoint some other auditor eligible to be 
appointed as an auditor of a chartered bank to serve until January 
thirty-first next following. 1936, c. 22, s. 20. 

(3) No director or officer of the Bank and no member of a firm 
of auditors of which a director is a member shall be eligible for 
appointment as an auditor. 1936, c. 22, s. 20. 

(4) The Minister may from time to time require the auditors to 
report to him upon the adequacy of the procedure adopted by the 
Bank for the protection of its creditors or shareholders and as to the 
sufficiency of their own procedure in auditing the affairs of the Bank; 
and the Minister may, at his discretion, enlarge or extend the scope 
of the audit or direct that any other procedure be established or that 
any other examination be made by the auditors as the public interest 
may seem to require. 1936, c. 22, s. 20. 

(5) A copy of every report made by the auditors to the ee 
under this section shall be transmitted to the Minister by the auditors 
at the same time as such report is transmitted to the Bank. 1936, 
C22 a8 120, 


(b 


— 


(c) 


RETURNS 


33. (1) The Bank shall as soon as practicable after the close of 
business on Wednesday of each week, make up and transmit to the 
Minister in the form of Schedule C to this Act a statement of its assets 
and liabilities as at the close of business on that day. 
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| (2) A copy of every such statement shall be published in the next 

succeeding issue of the Canada Gazette. 

(3) The Bank shall also as soon as practicable after the close of 

business on Wednesday of each week, make up and transmit to the 

Minister a statement of the amount of its notes in circulation on each 
business day during the preceding seven day period. 

(4) The Bank shall on or before the seventh day of each month 
make up and transmit to the Minister in the form of Schedule C to 
this Act a statement of its assets and liabilities on the last business 

day of the preceding month. 

(5) Every return required under the next preceding subsection 
shall be accompanied by declarations which shall be a part of the 
return, and the declarations shall be in the form set forth in Schedule 
C to this Act, and shall be signed by the Chief Accountant or by the 
Acting Chief Accountant, and by the Governor or the Deputy Governor 
or the Assistant Deputy Governor. 1936, c. 22, s. 21. 

(6) The Governor in Council may from time to time, as he deems 

necessary, amend the form of Schedule C to this Act. 


34. (1) The fiscal year of the Bank shall be the calendar year. 
1938, c. 42, s. 15. 


(2) Within six weeks after the end of each fiscal year, the Bank 
shall transmit to the Minister a statement of its accounts for the 
fiscal year, signed by the Governor or the Deputy Governor or the 
Assistant Deputy Governor and the Chief Accountant or Acting Chief 
Accountant of the Bank, and certified by the auditors in the form 
prescribed by the by-laws of the Bank, together with such summary 
or report by the Governor as he may deem desirable or as may be 
required by the Minister. 1938, c. 42, s. 15. 

(3) A copy of the accounts so signed and certified and of the 
Governor’s report shall be forthwith published in the Canada Gazette, 
and if Parliament is then sitting, shall within fourteen days after the 
receipt thereof by the Minister be laid before Parliament, or if 
Parliament is not sitting, it shall be laid before Parliament within 
fourteen days after the commencement of the next ensuing session 
thereof. 1938, c. 42, s. 15. 


35. Repealed. 1938, c. 42, s. 16. 
36. Repealed. 1938, c. 42, s. 17. 
OFFENCES AND PENALTIES 


37. Every person who holds office or continues to hold office as a 
Governor, Deputy Governor, Assistant Deputy Governor or director 
of the Bank, knowing that he is not eligible for such office, shall be 
euilty of an indictable offence and liable to imprisonment for not 
more than three years and not less than three months. 


38. Every director, officer or auditor of the Bank who verifies 
any statement, account or list required to be furnished to the Minister 
pursuant to the provisions of this Act, or who has to do with the 
delivering or transmitting of the same to the Minister, knowing the 
same to be false in any material particular, shall be guilty of an 
indictable offence and liable to imprisonment for not more than five 

_ years and not less than six months. 
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39. Any officer of a chartered bank who transmits any statement 
to the Minister pursuant to the provisions of this Act or who has to 
do with preparing or transmitting the same to the Minister knowing 
the same to be false in any material particular, shall be guilty of an 
indictable offence and liable to imprisonment for not more than two 
years and not less than three months. 


40. Any officer of the Bank or any officer of a chartered bank or 
any other person who fails or omits to comply with any provision of 
this Act shall be guilty of an offence and, unless otherwise provided 
by this Act, shall be liable on summary conviction to a fine of not less 
than one hundred dollars and not more than five hundred dollars. 


LIQUIDATION OR WINDING-UP 


41. No statute relating to the insolvency or winding-up of any 
corporation shall apply to the Bank and in no case shall the affairs of 
the Bank be wound up unless Parliament so provides: Provided, 
however, that if provision is made for winding up the Bank the notes 
of the Bank outstanding shall be the first charge upon the assets. 
1938, c. 42, s. 18. 


ORGANIZATION EXPENSES 


42. All moneys required to be expended in connection with the 
organization of the Bank before the day on which the Bank is 
authorized to commence business not exceeding one hundred thousand 
dollars, or in connection with the issue of increased capital stock, 
shall be paid out of any unappropriated moneys in the Consolidated 
Revenue Fund, and shall be recoverable from the Bank as a debt due 
to the Crown at any time after the Bank has been authorized to 
commence business. 

BY-LAWS 


43. (1) The Board, with the approval of the Governor in 
Council, may make by-laws not repugnant to the provisions of this 
Act with respect to 

(a) the declaration and payment of dividends; 

(6) the calling of meetings of the Board and of the Executive 
Committee and what number of persons shall constitute a 
quorum in each case, and how questions considered at such 
meetings shall be determined; 

(c) the fees of directors and the duties and conduct of officers, 
clerks and employees of the Bank; 


(d) the form of the annual statement of accounts; and 


(e) generally as to the management and disposition of the stock, 
property and undertakings of the Bank; 
and may amend or repeal such by-laws. 1938, c. 42, s. 19. 


(2) Every by-law and every amendment or repeal thereof shall 
take effect when published in the Canada Gazette. 1938, c. 42, s. 19. 
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SCHEDULE A 


OatH OF FIDELITY AND SECRECY 


f Beare ec res CRMC, iw Reg eM ya <eees do solemnly swear that I will 
vt faithfully, truly and to the best of my judgment, skill and ability, 
~ execute and perform the duties required of me as a director (officer or 
_ employee as the case may be) of the Bank of Canada and which 
_ properly relate to any office or position in the said Bank held by me. 


oe I further solemnly swear that I will not communicate or allow 
to be communicated to any person not legally entitled thereto any 
information relating to the affairs of the Bank, nor will I allow any 
such person to inspect or have access to any books or documents 
4 _ belonging to or in the possession of the Bank and relating to the 
_ business of the Bank. 


a al a a 
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ScHEDULE C 
Statement of Assets and Liabilities 
as at Berk fon 
LIABILITIES— ASSETS— 
1. Caprran Paw Up........ 1. RESERVE— 
2. REST FUND. .c ccc cdsieces Gald “ketn. ad (bal 
3. NoTES IN CIRCULATION... lor Set ee ees 
4, DEPOsITS— Silver bullion.. 
(a) Dominion Gov- Sterling and U.S. ie 
ernment...... dollars ... e- : 
(6) Provincial Other ee chicie! | 
Governments of countries on : 


(c) Chartered 
DAT KSW ea) velaiel 


(d) Other » . ..4 


OLR aiurlabs wick sess 


ng 


a gold standard 


LOGE 
SUBSIDIARY COIN......... 


ABLE IN STERLING, U.S.A. ADVANCES TO— 
AND ForeIgN GOLD CurR- (a) Dominion sats 
RENCIES~ 2 sci ccc cescncces ment Esehe 


6. AtL OTHER LIaBILITIES.. (6) Provincial 
Governments. . 


(c) Chartered and 


hie 


Pi —T a 7 J A “4 a. > 
SW ree ita RE el AP ON OY ME MSIE UP 


. = 


Savings Banks z 
¥ 
Total ie. eoosveeeeeeee ae 
x 
5. Bits BovucutT IN OPEN 
- MARKET, NOT INCLUDING 
TREASURY BILLS. 2°. 0 o0 : 


6. INVESTMENTS— . 


(a) Dominion and 
Provincial Gov- 
ernment short 
term securi- 
Hes 

(b) Other Domine 
ion and Pro- 


vincial Gov- ' 
ernment secur- a 
AULOS a ctNs Auleatoters 
(ce) Other Seats 
CIC bc wh ee cloererets 
Total uv Eee ee ee ete 
1: BANKS .P REMISES< 4 220 oases 
8. ALL OTHER ASSETS....... 
TOTAL . Bo SAR Rdin a Ae TOTAL ye cleateuee nies 


Ratio of Net Reserve (Item 1 of Assets less Item 5 of Liabilities) to Notes and Deposit 
Liabilities: per centum. 


- - declare that the foregoing return is correct according to the books of the 
ank ; 


Chief Accountant. 

I declare that the foregoing return is to the best of my knowledge and belief 
correct, and shows truly and clearly the financial position of the Bank, as 
required by section thirty-three of the Bank of Canada Act. 
Ottawa, this day of , 19 


‘Governor. 
P.C. 2879 dated Nov. 12, 1936. 
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EXTRACTS FROM THE BANK ACT 


24-25 Grorce V, Cuap. 24 (1934) 


CASH RESERVES 


59. (1) The bank shall hold in Dominion notes not less than Cash 


forty per centum of the cash reserves which it has in Canada. reserves in 


Dominion 
Son notes. 
(2) The Minister shall make such arrangements as are neces- Supply of 


sary for ensuring the delivery of Dominion notes to any bank in Dominion 
- exchange for an equivalent amount of gold coin lawfully current at 


notes, 


the several branch offices of the Department of Finance established 


for the redemption of Dominion notes under the provisions of the 
Dominion Notes Act. 


(3) Such notes shall be redeemable at any of the branch offices Redemption. 


~ mentioned in subsection two hereof. 


be repealed on and from the date on which the Bank of Canada is 
~ authorized to commence business, and on and after that date the 


(4) The next three preceding subsections of this section shall Limited 
operation 
of section. 


bank shall maintain a reserve which shall, subject to the provisions 


of the Bank of Canada Act, be not less than five per centum of its 


deposit liabilities within Canada and which shall consist of a deposit 
with the Bank of Canada, and of notes of the Bank of Canada held 
by the bank; and the bank shall also maintain with the Bank of 
Canada or elsewhere adequate reserves against liabilities elsewhere 
than in Canada, and furnish such information as may be required 
by the Minister from time to time to satify him that such reserves 


against external liabilities are so maintained. R.S., c. 12, s. 60, am. 


A 


ISSUE AND CIRCULATION OF NOTES. 


60. (1) The bank may issue and re-issue its notes payable to Issue of 
bearer on demand and intended for circulation: Provided that Das 


(a) the bank shall not, during any period of suspension of pay- Proviso. 
ment of its liabilities, issue or re-issue any of its notes; and 
(b) if, after any such suspension, the bank resumes business 
without the consent in writing of the curator, hereinafter 
provided for, it shall not issue or reissue any of its notes 
until authorized by the Treasury Board so to do. 


(2) No such note shall be for a sum less than five dollars, or $5, or 
for any sum which is not a multiple of five dollars. multiples. 


(3) Except as hereinafter provided, the total amount of the Amount 
notes of a bank in circulation at any time shall not exceed the limited. 
ageregate of 

(a) the amount of the unimpaired paid up capital of the bank; 

and 

(b) the amount of current gold coin and of Dominion notes 

held for the bank in the central gold reserves hereinafter 
mentioned. 


(4) The Association may, with the approval of the Minister, Appoint- 
appoint three trustees and the Minister may appoint a fourth trustee, ment of 
and the trustees so appointed shall receive such amounts in gold earntings 
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coin and Dominion notes, or either, as any bank may desire from 
time to time to deposit with them; and such amounts so deposited 
are herein referred to as “central gold reserves” and shall be held © 
and dealt with in accordance with the provisions of this Act. ; 


“Central (5) The Association may make by-laws, rules and regulations — 
ee. » under section one hundred and twenty-four of this Act respecting { 
By-laws’ the custody and management of the central gold reserves and the — 
repecting. carrying out of the provisions of this Act relating to such reserves. © 
Excess (6) When and so long as the amount of notes of a bank in © 


deposits in circulation in excess of its unimpaired paid-up capital is less than 

reserves, the amount deposited by it in the central gold reserves, the excess of — 
the amount so deposited shall belong to the bank as its property, 
and the bank may apply to the trustees for a return of the excess 
last mentioned, and upon receiving from the bank a statement signed 
by the chief accountant and by the general manager or other prin- 
cipal officer next in authority in the management of the affairs of 
the bank at the time the statement is signed, and otherwise in the © 
form provided by said by-laws, rules or regulations, setting forth to — 
the best of the information and belief of these officers the amount — 
of the notes of the bank in circulation on the date of such statement, 
the trustees shall return the whole or part of the deposit of the 
bank, as the case may be. 


Withdrawal. (7) On and from the date when such statement is transmitted 
by registered post or delivered to the trustees, the amount applied — 
for shall, for the purpose of the statement to be made by the trustees 
to the Minister under subsection nine of this section, and for the 
purpose of calculating the total amount of the authorized note cir- 
culation of the bank, be deemed to have been withdrawn from the 
central gold reserves and shall not be taken into account in such 
statement nor included in such calculation. 


Exception. (8) Should the total amount of the notes of the bank in circu- 
lation be found, by reason of such withdrawal, to be in excess of 
the circulation of the bank authorized by this Act the bank shall not 
be deemed to be released or relieved from any of the penalties imposed 
by this Act for circulation of the notes of a bank in excess of the 
amount authorized by this Act. 


Statement (9) The trustees shall prepare and transmit by registered post 

tobesent or deliver to the Minister within the first twenty days of each 

toMinister. month a statement signed by them showing the amount on each 
juridical day of the preceding month of the deposit of each bank 
in the central gold reserves and not withdrawn or deemed to be with- 
drawn under the provisions of this section. 

Inspection (10) The Minister shall, from time to time, and not less fre- 

andaudit quently than twice in each year, cause an inspection and audit of 


oreele the gold coin and Dominion notes held by the trustees to be made 


notes. by officers of the Department of Finance. 
Particulars (11) It shall be the duty of such officers 
cuties (a) to inspect and ascertain the amount of gold coin and 


Dominion notes held by the trustees for the respective banks 
at the date of inspection; and 

(b) to ascertain from the books and accounts, documents and 
vouchers of the trustees the amounts of gold coin and Do- 
minion notes held by the trustees for the respective banks 
at any preceding date named by the Minister. 
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(12) Every such officer shall have a right of access to the gold Powers of 

coin and Dominion notes held and to the books and accounts, docu- pee aan! 
ents and vouchers of the trustees, and shall be entitled to require 

from the trustees such information and explanation as may be neces- 

sary for the performance of his duties. 


a (13) Should the bank become insolvent within the meaning of When bank 
this Act, the amount held for it in the central gold reserves shall be ™*°!ve?*: 
paid by the trustees to the liquidator or other person entitled by law 

‘to collect and receive the assets of the bank and shall be applied 

in redeeming the notes of such bank in circulation or in making the 
payment to the Minister required by section one hundred and sixteen 

of this Act and for no other purpose. 


. (14) When a vacancy in the office of a trustee appointed by the Vacancy in 
Association occurs, by resignation, death or other cause, a trustee pene 
to fill the vacancy shall, subject to the approval of the Minister, be 
appointed by the Association; and when a vacancy occurs in the 

office of a trustee appointed by the Minister, the trustee to fill the 
vacancy shall be appointed by the Minister. 


(15) The remuneration of trustees, including that of the trustee ean hy 
appointed by the Minister, and all charges and expenses incidental (i yctces 
to the establishment and maintenance of the central gold reserves, 

shall be borne by the Association as the Association may, by by-law, 

rule or regulation determine. : 

: (16) During the usual season of moving the crops, that is to Additional 
say, from and including the first day of September in any year to ere 
and including the last day of February next ensuing, in addition to crops. 
the said amount of notes hereinbefore authorized to be issued for 

circulation, the bank may issue its notes to an amount not exceeding 

fifteen per centum of the combined unimpaired paid-up capital and 

rest or reserve fund of the bank as stated in the statutory monthly 

return made by the bank to the Minister for the month immediately 
- preceding that in which the additional amount is issued. 

(17) Whenever, under the authority of the next preceding sub- Notice of 
section, the issue of an additional amount of notes of the bank has 2dditional 
been made, the general manager, or other principal officer next in 
_ authority in the management of the affairs of the bank for the time 
being, shall forthwith give notice thereof by registered letter addressed 

to the Minister and to the president of the Association. 

(18) While its notes in circulation are in excess of the aggregate Interest on 
referred to in subsection three of this section, the bank shall pay fiber 
interest to the Minister at such rate, not exceeding five per centum 

per annum, as is fixed by the Governor in Council, on the amount 
of its notes in circulation in excess from day to day; and. the 
interest so paid shall form part of the Consolidated Revenue Fund. 

(19) A return shall be made and sent by the bank to the Min- Return by 
ister showing the amount of its notes in circulation for each juridical >2™*- 

day during any month. 7 

(20) Such return shall be made up and sent within the first Time and 
twenty-eight days after the last day of the month next preceding form of 
and shall be accompanied by declarations which shall be a part ae 
of the return and the return and such declaration shall be in the 
form set forth in Schedule I to this Act, and shall be signed by the signatures 

» chief accountant, and by the president or a vice-president or the thereto. 
_ director then acting as president, and by the general manager or 
_ other principal officer next in authority in the management of the 
uy affairs of the bank at the time at which the declaration is signed: 


\ 


’ 
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Repeal of 
sub-secs., 
3-18 sec. 60. 


Maximum 
circulation. 
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Provided, however, that the Governor in Council shall have powe 
from time to time to make such amendments and additions to th 
items required to be set forth in the said Schedule as he may deem 
expedient. " 

61. (1) Subsections three to eighteen, both inclusive, of the next 
preceding section shall be repealed on and from the day on which - 
the Bank of Canada is authorized to commence business. ‘ 

(2) Notwithstanding anything contained in the next preceding E 
section, on and after the day on which the Bank of Canada is author- 
ized to commence business, the maximum amount of notes of a bank 
in circulation at any time shall not exceed the amount of the unim- 


paired paid-up capital of the bank on the said day on which the 


Effect of 
reduction or 
impairment 
of capital. 


Circulation 
elsewhere 
than in 
Canada. 


Bank com- 
mencing 
business, to 
be subject 
to this 
section. 


Liability of- 
share- 
holders. 


Provision for 
reduction. 


“Share- 
holder” 
defined. 


Bank of Canada is authorized to commence business, and on the 
first day of January in each year for a period of five years com-— 
mencing on the first day of January nineteen hundred and thirty-six 
the said maximum shall be reduced by five per centum and on the > 
first day of January in each year for a period of five years com- 
mencing on the first day of January nineteen hundred and forty-one 
the said maximum shall be reduced by ten per centum and thereafter 
until Parliament further enacts, the amount of notes of a bank 
in circulation shall not exceed twenty-five per centum of the amount 
of the unimpaired paid-up capital of the bank. In the event of any 
reduction or impairment of.the paid-up capital, the maximum amount 
of notes of the bank which may be in circulation shall be reduced 
to the amount which would have been authorized if the reduction 
or impairment aforesaid had occurred on the day on which the Bank 
of Canada was authorized to commence business. 

(3) The next preceding subsection shall not operate to limit the 
authority of the bank to issue notes under the provisions of the next 
succeeding section of this Act, provided that the total amount of the 
notes which may be in circulation in Canada and elsewhere shall not 
in any circumstances exceed the amount of the unimpaired paid-up 
eapital of the bank. 

(4)-In the case of a bank authorized to commence business after 
the day on which this section comes into force, the said bank shall 
be subject to the provisions of this section as if it had been author- 
ized to commence business on the day on which this section comes 
into operation. 

INSOLVENCY 


125. (1) In the event of the property and assets of the bank 
being insufficient to pay its debts and liabilities, each shareholder 
of the bank shall be liable for the deficiency to an amount equal to 
the par value of the shares held by ‘him, in adition to any amount 
not paid up on such shares. 

(2) On and from the day on which the Bank of Canada 1s 
authorized to commence business the liability of a shareholder of a 
bank under this section, in addition to any amount not paid up on 
his shares, shall not exceed that proportion of the par value of the 
shares held by him which the amount of notes which the bank is 
authorized by this Act to have in circulation in Canada bears to the 
paid-up capital of the bank. : 

(3) “Shareholder,” within the meaning of this section, shall 
include an undisclosed principal and, to the extent of his interest, 
a cestui que trust, on whose behalf or for whose benefit shares in the 
capital stock of the bank are held. RS., c. 12, s. 125, am. 
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MINUTES OF PROCEEDINGS 


* : Tuurspay, May 4, 1939. 


3 The Standing Committee on Banking and Commerce met at 11 o’clock a.m., 
the Chairman, Mr. Moore, presiding. 


, Members present: Messrs. Baker, Clark (York-Sunbury), Cleaver Deach- 
man, Donnelly, Dubuc, Fontaine, Hill, Howard, Jaques, Kirk, Lacroix (Beauce), 
Landeryou, Leduc, Macdonald (Brantford City), McGeer, Moore, Ross (St. 
Paul’s), Stevens, Taylor (Nanaimo), Tucker, Vien, Ward. 


: In attendance: Mr. Graham Ford Towers, Governor of the Bank of Canada. 
Examination of Mr. Towers was continued. 


Messrs. Cleaver and McGeer submitted questions to be printed in this day’s 
proceedings and answered by Mr. Towers in due course. 


iS Mr. Towers submitted information requested at the last sitting by several 
“members of the Committee (See Appendix “A”). 


i 


‘It was agreed that Mr. Towers add to this day’s proceedings references to 
‘pages of the evidence where may be found certain information requested during 
‘the course of to-day’s examination, and already dealt with by Mr. Towers 
‘in previous statements to the Committee. (See Appendix “B’’). 


hy At 1.05 p.m. the Committee adjourned until to-morrow, Friday, at 11 o’clock 


a.m | 

p R. ARSENAULT, 

ie Clerk of the Committee. 
ei 

is 

‘ 

vs 
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MINUTES OF EVIDENCE 


Hovusr or Commons, Room 277, 


May 4, 1939. 


_ The Standing Committee on Banking and Commerce met at 11 am. The 
Chairman, Mr. W. H. Moore, presided. 


The CuHairMAN: We have a quorum, gentlemen. 


In attendance: Mr. Granam Forp Towers, Governor of the Bank of 
Canada. 

The CHarrMAN: Mr. Stevens, you have the floor. 

Hon. Mr. Stevens: Well, Mr. Chairman, I have a number of questions 
to ask when the opportunity arises, but do I understand that it is the 

The CuarrmMan: I have just spoken to Mr. McGeer. | 

-_ Mr. McGerr: What Mr. Moore said to me, Mr. Stevens, was that you 
wanted to ask four or five questions this morning. I am in the midst of my 
examination. My difficulty is I have to go to the public accounts committee 
and I thought I could get through here to-day. | Me 
i _ Hon. Mr. Stevens: I think possibly it would be better to let Mr. McGeer 


if Mr. Dreacuman: The trouble is, if you take half an hour it won’t be 
through by that time. 
Mr. McGerr: The only thing about it 1s I cannot be here after, I think, 
to-day. My time will be taken up by the other committee because we are 
getting into several important matters here. I thought that if I finished my 
sie mone here every member of the committee would have the basic facts 
of our monetary system before him and in his questions could make use of these 
basic facts as he goes along. | 
mr. Dracuman: Is Mr. McGeer going to take the whole day? 
‘Mr. Lanperyou: If he does it will save us asking a lot of questions, as he 
really covering the same ground. 
Mr. Vien: I should like to make what I think is a constructive remark. 
am addressing myself to Mr. McGeer, who is an eminent lawyer. I am 
quite confident that he will take my remarks in good part. It seems to me 
that what would be desirable to save time as well as obtaining his objective 
would be to put on the record the facts, and limit himself, as we do in court, 
to asking questions on facts. When the facts are on the record we can then 
develop the argument. It seems to me that we are slipping here like we do 
in court. It is difficult to do otherwise. Sometimes in court, and we have done 
it here, we leave the line of questions to enter into a statement made on 
questions of policy. I make these remarks in a most friendly way, hoping they 
will be useful. 
\ The Cuamman: Thank you. All right, Mr. McGeer. 

Mr. McGrer: I had that suggestion from Colonel Vien yesterday, and it 
is quite in line with what is my own desire. The questions that I propose to base 
on these enactments that I am putting on the record will give the history of 
r banking enactments. 
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By Mr. McGeer: = 

Q. We were dealing at the close of last evening with subsection (4) of 
section 59 of the Bank Act, chapter 24 of the Statutes of Canada, 1934, entitled — 
An Act Respecting Banks and Banking. I think we got to the point where we — 
were discussing whether or not there was any other authority in the Bank Act — 
upon which the banks could issue deposits as a substitute for money; and I should | 
like to draw your attention to, first, that it is that form of deposit which is 
referred to in section 74 of the MacMillan committee report. This report says: 
“the bulk of deposits arise out of the action of the banks themselves, for by 
cranting loans, allowing money to be drawn on an overdraft of purchasing ~ 
securities a bank creates a credit in its books, which is the equivalent of 7 
deposit.” 

I think you will agree that when the bank takes a government security 
and exchanges that for a deposit it does increase the bank’s deposit money in 
circulation?—A. It does increase the bank’s deposits, other things being equal. : 

Q. Outside of section 4, that type of lending is, I submit, not specifically — 
authorized by any— —A. As I said at our last meeting, I do not agree with that — 
because I think that the numerous sections of the Bank Act which give the 
banks power to buy government bonds, to make advances and to accept ' 
deposits, convey, naturally—it being the Bank Act—what the business of | 
banking is. 4 

Q. Well, in any event, outside of these general powers, there 1s no specific | 
authority to issue a bank deposit as a means of purchasing security?—A. I dog 
not agree with the word “issue.” I think when the banks make a loan they 
credit the account of the depositor. He may leave that with the bank, or he- 
may withdraw it. I think that the Bank Act as a whole,—perhaps this is on 
the surface a foolish remark—deals with the business of banking, and part of 
the business of banking is referred to in the Macmillan report. 

Q. The point I have specifically in mind here is whether or not there is 
any legislative authority authorizing the banks to purchase securities by 
increasing their money liability to the depositors?—A. The legislative authority 
covers the business of banking. The type of thing you mention is part of the 
business of banking; I cannot add anything to that. 

Hon. Mr. Stevens: What about sections 88 and 89? 


Mr. McGeer: I do not think they authorize that. I mean, that is my own 
interpretation of it. My interpretation of it would be that sections 88 and 89 
authorize the taking of securities, do they not? But the point that I have in 
mind is these general provisions apply to the bank capital and they apply to 
the moneys on deposit which are not created by the bank itself increasing 
deposits as a means of purchasing securities or making loans or financing 
overdrafts. | | 

I submit there are three more forms of capital available to the banks. 
There is its paid-in capital, plus its right to issue money on the percentages 
provided under the act now up to the value of the unimpaired capital. There 
is then the depositors, the people who place money which they own with the 
banks on deposit. Then there is another form which the banks exercise of 
increasing their deposits as a means of financing loans, purchasing securities | 
and financing overdrafts. Now, you segregate these three powers of finance. 
I am submitting that with the exception of subsection (4) of section 59 there is 
no legislative enactment which authorizes the banks to employ that kind of 
capital. Mr. Towers’ answer to that is that you must infer that that power is 
given to them by reading the Bank Act as applying to the business of banking. 
—A. It is not, of course, a unilateral power. I do not distinguish between the 
two types of deposit you mention, the one which is brought to the bank in the 
form of legal tender cash or any other form of deposit the bank may have. 
It is always a voluntary action of the depositor which leaves that deposit on 

JMr. Graham Ford Towers. ] 
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the books of the bank, and brings it to the bank; it is always voluntary action 
‘of the depositor. The Bank Act itself authorizes the bank to receive deposits. 


“Surely I would be right in assuming that during the course of the various 
revisions of the Bank Act its provisions were passed by a parliament which 
understood the business of banking. 
4 Q. I am not criticizing the methods employed. What I am getiing at is 
whether or not there is any legislative enactment specifically authorizing the 
banks to purchase securities, government bonds, by merely writing an entry, 
which is the equivalent of the purchase price in their books, and calling that 
entry a deposit?—A. If it is not a deposit, then I am completely off the track, 
~ I do not know what it is. 
7 Q. Of course, as I said before, the only type of deposit there is in that is 
~ the deposit of government security with the bank and the deposit of the ink 
upon the banker’s books which creates the deposit—A. That 1s, the money 
which you have in your savings account, for example, is not a deposit? 

Q. Well, I should like to go into that later. What I am giving to the 
committee is the statement that the whole process involves the practice of 
trading short in money and trading long in credit liabilities —A. That is a very 
deceptive analogy, and I find it confusing. 

Q. I think probably it is a matter of argument later on.—A. I see. 

| Q. But if there is any other section specifically authorizing that use of 

power, I have not been able to find it in the Bank Act. If you know of 
any I should like to know it?--A. It would not be proper for me to enter into 
an argument on legal matters, Mr. McCeer. I suppose that the act passed by 
parliament should be commented on by the law officers of the crown. They 
would be the proper people to comment on that. 

Hon. Mr. Stevens: Mr. McGeer, would you not get that in section 75? 
May I just interject one suggestion to you? If I go into the bank and tender 
them my note for a loan which they accept, and then they place the proceeds 
to my credit, you create a deposit there, but is not the real transaction here: the 
bank has bought my paper which is, under section 75, within their power? 

Mr. McGeer: What I am submitting is there are three ways by which 
the banks can buy that note. 


Hon. Mr. Stevens: Is not that what they do actually? 

Mr. McGzrr: I do not think that is what they do. For instance, if the bank 
has a paid-up capital of $1,000,000 and you walk into the bank and you give 
your note and get a part of that $1,000,000 of paid-up capital, then it is a clear 
transaction. 

Hon. Mr. Stevens: I am not saying that. 

Mr. McGesr: There is another way by which the bank can buy that note, 
and that is by using depositors’ money. Now, there is a third way, without 
having access or without employing any portion of the bank’s paid-up capital, 
and without going to any depositor’s account and employing a portion of the 
depositor’s money, the bank has another means. It simply writes a deposit 
entry in the books. 

Hon. Mr. Srevens: I agree with all that. 


Mr. McGrrr: As a result of that you have the banks representing to the 
public that they have on deposit a very much greater sum of money than the 
total money in existence in the whole country, and far in excess of any amount 
of money that could be issued on the total volume of bank reserves in the form 
of gold held under the act. I quite agree that section 75 deals with the powers 
of the banks to loan and purchase securities, but the assumption is that they 
are dealing with their own captial and money actually on deposit. 


Mr. Howarp: The depositors’ money? 
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Mr. McGerr: To read into that section that they have the power to resort — 
to a book-keeping system to finance loans and transactions is something that I — 
cannot find is a correct interpretation of the law. I may be entirely wrong about — 


my interpretation of it, and all I wanted to get from Mr. Towers was, in addition 
to these general provisions, is there any specific enactment authorizing the 
banks— 

Mr. Towers: I would say this, that in section 75 (d) you find that the 
banks are authorized to engage in and carry on such business as pertains to the 
business of banking. Now, that business of banking is carried on in Canada 
and is carried on in every country in the world and has been carried on for a 
period of hundreds of years. To assume that parliament in its various revisions 
of the Bank Act had no conception of the business of banking, an assumption 
which I would not make. 


By Mr. McGeer: 

Q. I may tell you, Mr. Towers, that you can assume that correctly because 
to many public men, including ministers of finance, it has become a mark of 
sophistication to say: “I do not know anything about banking or money.” One 
minister of finance boldly declared that because he did not know anything about 
finance, banking or money, we could assume from that that he would make a 
good minister of finance. . 

Mr. LanpEryov: Hear, hear. 

Mr. Towers: On the other hand— 

Mr. McGerr: Don’t run away with the idea— 

Mr. Howarp: And he did. 


Mr. McGerr: We went millions deeper into the hole of debt after he got 
there than we were before he started. If that is a good minister of finance then 
I think it must be due to the point of view from which you are looking at it. If 
you are looking at it from the point of view of the taxpayer it is disastrous; 
if you are looking at it from the point of view of the debt holder, of course, 
he was a good minister of finance. . 

Mr. Towers: On the other hand, apparently the business of banking has 
become a new idea to various people in the last few years; it has come over 
them with a rush, so to speak, and I should think that in a good many cases 
the information has not been properly assimilated. 


By Mr. McGeer: pies 
Q. As a matter of fact, you will agree, will you not, that in every country 
in the world the question of finance as a national policy is under investigation 
and has been under experimentation say for the last hundred years, and that 
during the last twenty years— 
Hon. Mr. Srevens: Fifteen. 


By Mr. McGeer: 
Q. From 1912 when the Federal Reserve Act came into being it hag been 
a matter of investigation and public study by banking and commerce com- 


mittees all over the world—aA. I would say the very widespread character of _ 


the interest, and therefore the study, dates most. specifically from 1930. 

Q. You are aware that right at the present time the governor and the 
directors of the federal reserve system have made a report to Congress that 
they believe the whole banking laws and system of the United States should 
be reconsidered and revamped for the benefit of the United States?—A. Recon- 
sidered, yes. In revamping they are thinking particularly of their internal organi- 
zation and the clash of various authorities in the country. The reeommenda- 

[Mr. Graham Ford Towers.] 


oY 2 eae ie ee eae f > * ‘—' 
w ay owe r CS aa Ls 


BANKING AND COMMERCE uke? 


tion is also partly based on the idea that various proposals which have been 
made by people who are interested in money matters should be investigated. 
Thope that they go ahead with it, because almost all the proposals can be found 
in Canada, so the result of their investigation would be helpful here. 

2 Q. And you will agree with the basic finding of the Macmillan committee 
report which was filed in 1931, which states this in section 280, on page 118 
of the report:— | 

. Hon. Mr. Srevens: The British report? 


By Mr. McGeer: 
Q. The British report. I am quoting from section 280:— 
(1) The monetary system of this country must be a managed system. 
It is not advisable, or indeed practicable, to regard our monetary system 
as an automatic system, grinding out the right result by the operation 
fr of natural forces aided by a few maxims of general application and some 


a well-worn rules of thumb. The major objectives of a sound monetary 
% policy—for example, the maintenance of the parity of the foreign ex- 
D4 changes without unnecessary disturbance to domestic business, the avoid- 
a ance of the credit cycle, and the stability of the price level—cannot be 
mh attained except by the constant exercise of knowledge, judgment and 
4 authority, by individuals placed in a position of unchallengeable inde- 
+ pendence with great resources and every technical device at their dis- 
position. 


c Do you recall any other imstance in the history of British finance where a 
parliamentary committee recommended the need for the establishing of a 
managed currency system under the control of men of unchallengeable inde- 
- pendence who were going to do the things mentioned by the exercise of great 
resources and every technical advice at their disposition? 
% Do you ever remember in British finance such sweeping recommendations 
as were made by the monetary committee of the Imperial conference which 
met in Ottawa in 1932, confirmed in the conference of London in 1933, where 
_ it was laid down that each of the British Empire nations should invoke a 
programme of national monetary policy which would create an abundance 
of money and low rates of interest?—A. No. I have never suggested that I 
~ would not agree with that. 

Q. So that when we come to the work of this committee we are not out 
of line if we seek to improve our monetary system?—A. Certainly not. 
| Q. By study, and discussion with the proper authority ?—A. Certainly not. 
| Q. Is not that what is being done in Great Britain, the United States, 
- Australia, New Zealand and all the other countries of the democracies we 
might say?—A. Quite. 


By Mr. Tucker: 
ie Q. Along that line; do you think that the parliament of Canada in estab- 
lishing a Bank Act realized that it was giving to the chartered banks of the 
- country the right in the long run to issue the bulk of the money of the country? 
_—A. Provided the depositors wished to leave the money on deposit with them. 
a Q. Do you think it was realized at that time, isn’t this a new development. 
I think that is so—A. No. 
Q. Isn’t that what Mr. McGeer is getting at?—A. Oh, no. 
Es @. On the banking system and deposits whereby money could be created? 
_—A. There have been many revisions of the Bank Act since the use of cheques 
_ rather than notes. 
vi Q. No, no; I mean it is a development within the last fifty years?—A. 
‘There have been many revisions of the Bank Act within the last fifty years. 
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Q. I mean, that was not originally the intention?—A. Many people nowa- 
days appear to be confident that they can speak for the fathers of confedera- 
tion. I am not one of them. 

Mr. Factor: At any rate, Mr. Towers, I think it must be granted that 
this right which was given to them has turned out to be the right to issue 
money, and I do not think it was ever intended to give that right. | 


By Mr. McGeer: : 


Q. I just put this before you, it is the statement of the federal reserve 
board which was transmitted to the chairman of the committee on banking 
and commerce in the Senate and the House of Representatives recommending 
congressional study of the monetary measures. I think it is also of interest 
to us here. 


Notwithstanding the inherent limitations upon the influence of 
monetary and credit action on economic conditions, the board is con- 
vinced of the importance of such action at certain times, and feels 
strongly the necessity of having the mechanism of monetary and bank- 
ing control and supervision at all times in condition to function ef- 
fectively in the public interest. 

In its annual report for 1938 the board pointed out that our © 
present system of regulation and supervision over money and banking, 
notwithstanding many improvements made in recent years, is still 
defective in many respects. 


You are also aware that they pointed out that although they had an abundance 
of the supply of money in the United States that they were not for some reason 
or other seemingly able to get that money into circulation on a productive 
basis and on a basis that would assist going concern activity in that country, 
so that while their laws may be somewhat different from ours their major 
problems are identically the same, are they not?—A. Oh, I would say that 
there are quite material variations. 

Q. Yes?—A. Because of the economic character of the United States. 

Q. But all the problems of banking—the abundance of money and a lack 
of circulation—is common to both systems to-day?—A. Yes, although the 
reasons may be different. 

Q. I quite agree; but in any event the thing that we are all agreed upon 
is that we should seek to find some more effective way of controlling and 
sustaining the continuity of circulation of the medium of exchange in the 
general structure of the nation?—A. Examining, as you suggested the other 
day, the reasons why there is such a problem at the present time, and perhaps 
taking into consideration that these reasons may be non-monetary. If they 
turn out to be non-monetary perhaps it might be important to study matters 
of a non-monetary character. 

Q. Quite so, but if there are some monetary factors which are there estab- 
lishing this problem—if we find there are non-monetary factors they must be 
dealt with in some other tribunal, I assume?—A. Yes. 

Q. Now, the other sections of the Bank Act that deal with this particular 
matter are sections 60 and 61 and section 125. Sections 60 and 61 deal with the 
merchant bank note issue, and section 125 deals with the liability on the per- 
ace as And then there is section 95 which authorizes the bank to receive 

eposits. 

Q. Section 95; well, that is mostly dealing with persons unable to con- 
tract; but I mean, all the deposit provisions are in the general powers of 
section 78?—A. Yes. 

Q. I was not dealing with that so much as I was dealing with the money 
issue powers. You see, what I have directed this examination to, Mr. Towers, 
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is the money that comes from the Currency Act, the money that comes from 


the Bank of Canada Act, and the money that comes from the Bank Act; that 
is, that we allow the banks to issue credit, and issue deposits as they do, and 
that is the source of the money supply for the nation. I thought we agreed on 
that—the authority of the Currency Act is for the issue of subsidiary coin, and 
the authority of the Bank of Canada Act is for the issue of the Bank of Canada 
bills?—A. You agree with that, don’t you?—A. Yes. 

Q. And, of course, taking a deposit from an individual does not create. 
under this Act a new supply of money.—A. What form would the individual 
deposit take? 

Q. For instance, if I had a deposit in the Bank of Commerce and decided 
to transfer that deposit to the Royal Bank of Canada I would increase the 
deposits in the Royal Bank of Canada and decrease the deposits in the Bank of 
Commerce?—A. Yes. | 

Q. But I would not increase the sum total of money at all?—A. How 
would you get your deposit in the Bank of Commerce in the first place? 

Q. I take it I might have got it as the result of loans for the purchase of 
securities or financing overdrafts?—A. Yes. 

Q. Or digging gold out of the ground?—A. Yes. 7 

Q. Or possibly as I thought the transfer of wealth from abroad to a bank 
here; but as I understand you to say on that I am not correct; I thought that 
would increase the deposits in Canada by that process?—A. No, you could not. 

Q. Of course, I was apparently wrong on that—if I am. What I am talk- 
ing about is increasing the supply of money. I mean, that the government 
takes bullion into the mint and turns out money and that increases the money 
supply if something is not withdrawn in proportion?—A. Yes. 

Q. Similarly when you purchase gold and issue Bank of Canada notes, 
that increases the money supply.—A. Yes. 

Q. If banks discount’ bonds, make loans, or allow overdrafts by increasing 
the total volume of their deposits, it increases the money supply as well?— 
A. Yes. 

Q. And these features of the Bank Act I am now dealing with have to do 
with the increase in the money supply; and as I stated, the sections that 
authorize that are sections 59, 60 and 61, and the general provisions of the 
Bank Act authorizing the banks to carry on a banking business in the form 
these powers are set out there?—A. I say that without having made any section- 
by-section examination of the Bank Act, of course. 

Q. Now, the other enactment which a reflection of modern times is the 
Act respecting the export of gold, chapter 33 of the Statutes of Canada of 1932. 


Now, that Act authorizes the Governor in Council to prohibit from time to time 


for any period the export of gold whether in the form of coin or bullion from the 
Dominion of Canada except in such cases as may be deemed desirable by the 
Minister of Finance and under licence to be issued by him, provided that no 
such ‘licence shall be issued to other than a Canadian chartered bank; and then 
there is the general power in section 3, for the Governor in Council to deny 
exports altogether; and then there 1s the general power in section 4 of the 
exchange regulation, as the Governor in Council sees fit to carry out under this 
Act. I submit that that Act virtually gives to the government of Canada con- 
trol over gold produced in the Dominion, control over the movement of gold 
produced in the Dominion?—A. I wonder, Mr. McGeer, if I am the best person 
to examine on that? I do not know. Perhaps the Finance Department is best 
qualified to give their interpretation of that statute? 

Hon. Mr. Srevens: There is an amending Act deleting the proviso that you 
quoted under section 2, which probably ought to be put on the record. 


Mr. McGeer: What is that? 


Hon. Mr. Srevens: I say, there is an amending Act which was passed in 
1938 which should also be on the record. 
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Mr. McGesrr: Oh, yes, but the result of that is only to make it tighter, it a 
applies to the Bank. of Canada. You say that you are not prepared to say 
anything about that particular Act. : 


By Mr. McGeer: 


Q. Might I ask you this question; as a matter of fact in actual banking 
practice is it not true that in operation the government is in control of the move- 
ment of gold produced in Canada?—A. The government buys gold from the — 
- mines under an arrangement with them in respect to prices, and so on and so 
forth. Therefore, it would be true to say that the practice in the last few years _ 
has been for the mines to sell their gold to the government. 

Q. Which really means that in practice to-day the government is in virtual 
control of the situation; isn’t that correct?—A. I do not know; if the mines do 
not wish to sell their gold, of course, they need not do so. What would then 
happen I do not know. 

Q. I see. Well now, we have certain constitutional limitations in our British 
North America Act which in all money matters, banking matters, interest 
matters, currency matters, reserves to the exclusive jurisdiction to the Parlia- 
ment of Canada the right of legislative enactment. In other words, no authority 
in Canada other than the Parliament of Canada can legislate with respect to 
money, banking, interest, currency, or Canadian money matters—A. That is 
my understanding of it. I would much sooner take your word for it than my 
own, Mr. McGeer. There are other authorities who do take savings deposits 
and decide what interest they should pay on them, of course. 

Q. I am rather inclined to think that is a doubtful exercise of a provincial 
power; however, I may be wrong about that, but the actual facts are that bank- 
ing, currency and interest rates are within that?—A. Yes. 

Q. Now, does not that place a direct responsibility on parliament to supply 
the nation in its national aspects, in its provincial aspect, in its municipal aspect, 
and in its private individual aspect—that is, including corporations—the respon- 
sibility of finding a medium of exchange necessary to sustain the going concern 
activity of the nation?—-A, I should make what is perhaps a better statement 
of that; ie., it is the responsibility of parliament to see that the country is 
provided with the best financial mechanism that the wit of man can devise. 

@. You, in the light of that, would not object to this as a sound statement 
of public policy: in the matter of banking and finance credit is a public matter 
not of interest to bankers only but of direct concern to the average citizen. It is 
necessary to establish a properly constituted national bank to perform the func- 
tions of rediscount and the control of currency issue construed in terms of public , 
need. A central bank is necessary to determine the supply of currency in rela- 
tion to the domestic, social and industrial requirements of the Canadian people, 
and also to deal with the problem of international commerce and exchange. 
And, certainly, the currency issue should be construed in terms of public need, 
not possible private grain. When the government hands over to a private 
institution that is the creation of parliament the supreme power in the matter 
of financial policy, in the matter of control of social credit and the issue of 
currency, parliament passes all its powers to a private institution and allows 
it to go its way leaving parliament as the representative of the people in a 
position where once such.a bank is established and free to pursue its own course 
parliament no longer would have any right of control over it?—-A. Whose evidence 
is that? 

Hon. Mr. Stevens: What is that, some statement you are reading? 

Mr. McGererr: This is just a statement of public policy which I am offering 
to you, let us say, as my own. 

Mr. Towers: Oh. 
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a Mr. McGerr: You will get the source of it in due time, but I am offering 
it now as my own. 

? Mr. Towers: Yes. 

4 Mr. McGerer: But it comes from a fairly high authority. 

4 Hon. Mr. Stevens: I thought you were reading from a book. 


Mr. McGerrr: No, just from notes of my own. Now, the policy goes on 
to say: once the nation parts with the control of its currency and credit it matters 
not who makes the nation’s laws. ; 

Some hon. Members: Hear, hear. 


Mr. McGerrr: Usury once in control will wreck any nation until the control 
of the issue of currency and credit is maintained by the government— 

Hon. Mr. Stevens: Is that the MacMillan report? 

Mr. McGerr: No, it is an interpolation of a report on a like basis. 

Hon. Mr. Srevens: I beg your pardon. 

Mr. McGzer: Until the control of the issue of currency and credit is 
maintained by the government and recognized as its most conspicuous and sacred 
responsibility, all talk of the sovereignty of parliament and of democracy is 
idle and futile. | 

Hon. Mr. Stevens: That fellow seems to know what he is talking about. 

Mr. Tucker: It is good. 


By Mr. McGeer: 


Q. I take it that as a general proposition under the constitution parliament 
has the exclusive jurisdiction, power to deal with the creation, with the issue, 
and in so far as monetary action or bank control or government control can 
do it, regulation of speculation; that with respect to the policy I have outlined , 
parliament should be the instrument of control; do you agree with that?—A. I 
do not think it is for me to express views on what parliament should do. I think 
that I must limit myself, and within the extent of my knowledge, to answering 
as best I can questions of fact. 

Q. Yes. Well, you will agree with this as Governor of the Bank of Canada, 
that there is a line of cleavage between the two propositions of issuing currency 
and credit in terms of public need, and issuing currency and credit in terms 
of possible private gain?—A. Again, I come back to a question of fact, and I 
would have to have a definition there of what is meant by the terms of “public 
need” and ‘private gain.” 

Q. Well, for instance, without going into any great detail, IL would say 
that public need as expressed in Canada would be the need of a national govern- 
ment, the needs of provincial governments, the needs of municipal governments 
and other local authorities, the needs of those engaged in Canadian trade and 
commerce and industry, external as well as internal, and the needs of those 
who are entitled to be taken care of through the medium of the administration 
of a sound system of social service—A. Do you define these needs as needs for 
paper money? 

Q. Personally, Mr. Towers, I would not care how they were financed, whether 
it was with paper money or metal money or a system of bank deposits which 
existed in the form of book-keeping accounts. I do not care what form it is, but 
I do want to know, as a public man in Canada, why we cannot do the things 
because we have not got the money, that every member of parliament would 
like to see done in the dominion. 

Mr. LanpEeryou: Hear, hear. 


Mr. Towers: The proposition would have to be put to me in a much more 
definite form before it would be possible for me or any human being to make 
an answer. If the proposition is that the expenditure for requirements of all 
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governments should be provided by the issue of additional credit, then the only — 
answer I can give to that proposition is one which has been already made. Now, — 
if needs properly defined are needs which the public, including government, ~ 
would only want to be filled provided that it was in the best interests of the — 
country— 


By Mr. McGeer: 

Q. We all agree, Mr. Towers, that there are cries for defence——A. Mr. 
McGeer, I do not think that I am here to say that there are no great needs around 
this country. I think that the only thing that I can express an opinion on 
would be some definite proposal that those needs should be filled in such and 
such a way; and again, it would not be within my power to determine ultimately 
whether they were filled in that way or in some other way, but only to express 
such opinions as I can about the result of doing this or that thing. 

Q. Well, now, you know— —A. I am absolutely ham-strung, so to speak, 
in trying to deal with generalities. 

Q. You know Mr. Marriner Eccles?—A. I do. . 

Q. Of the federal reserve banking system of the United States?—A. Yes. 

Q. He holds relatively the same position in the United States as you hold 
in the Dominion of Canada?—A. Yes. 

Q. Do you follow the proceedings of the federal reserve system at all?— 
A. As much as I can. | 

Q. Recently he appeared before the banking and commerce committee of 
the American Senate, on Friday, March 24th. May I just submit to you a state- 
‘ment which he made to that committee, because I should like to ask your 
opinion as to whether or not the same situation does not apply in Canada. 
This is what he says:— a 

Employment and national income depend not merely on the volume 
of money in existence but also on the use that is made of this money. 
To-day we have large holdings of idle deposits and currency which, if 
put to use by the owners, would employ all our workers and would pro- 
duce a national income adequate for a reasonable degree of prosperity. 


We certainly have a large volume of idle credit and currency in Canada, have 
we not?—A. Yes. 

Q. We certainly have a large volume of unemployed in Canada.—A. That 
is right. 

Q. According to your last statement unemployment in Canada is again 
going up towards the figure of the lowest point in the depression, is it not?— 
A. I did not understand that. 

Mr. Howarp: It is not very far from it; it is serious. 


Mr. Towers: It is serious. 


By Mr. McGeer: 

Q. I would say that in both instances——A. We all concur in its existence. 

Q. We can take a million as a round figure? 

Hon. Mr. Stevens: On relief. 

Mr. McGzer: On relief. And knowing the provincial situation and the 
general decline of public works that has taken place all over Canada, we can 
look forward to a very serious situation. \ 

Mr. Towers: I do not suppose there is anyone in this room who would 
deny that the situation is unsatisfactory; but if I may say something here, 
it is the general practice of people who urge monetary reform—I could name 
a name which is well known in Canada, although he does not live in Canada, 
who is one of these people. His books have a very strong appeal and it has. 
always seemed to me that one of the reasons for that is that anyone can agree 
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witk 99 per cent of what he says, because roughly 99 per cent is devoted to 
‘these statements: “Do you want poverty; do you think that unemployment is 
desirable?” No, no! All along the line you agree with him until that last 
moment when he comes to saying how he would remove the problem in a 
“monetary way. Now, I am sure that nothing you can say will increase my 
already strong understanding of the unsatisfactory situation in the country; 
put I do say that it would be desirable if questioning could be limited to ask- 
ing for opinions, for what they may be worth, on some specific proposal. 


} ~ By Mr. McGeer: 

¥ Q. I will come to that right now. I want to explain that I am not dealing 
with one of those glib agitators who says 99 per cent of what I can agree 
with. What I am putting before you is a statement made by the head of the 
_ federal reserve banking system in the United States to the banking and com- 
merce committee of the Senate, which is a similar body to the one you are 
s addressing now.—A. In which all he is stating so far is that the situation is 


_ bad. 
4 Q. No; what I read to you is this: does not the situation described by him 
in the United States reflect a somewhat similar condition existing in Canada?— 
_A. Yes, it is bad in both places. | 
; -Q. Now, he goes on to say:— 
The crucial question therefore is how to make the existing abundant 
money supply function more effectively. On this question there are two 


4 opposite schools of thought. I belong to the school that believes that 
{ every possible encouragement should be given to private industry and 
| private enterprise for profitable employment of the great surplus of idle 
funds, idle men and idle resources which we have in this country to-day. 


Do you approve of Mr. Eccles’ conclusion?—A. It is a statement, hardly a 
‘ conclusion, a statement of views with which no one could disagree except those 
who believe in a different form of government. 
Q. That is, anybody who believes in relieving that situation by public 
- expenditure would be those who would be prepared to risk the destruction of 
i democracy; is that right?—A. I think that is something which can be left to 
- everyone’s own judgment. 
— —-Q. What do you think about it; you are the man that we are depending 
upon for advice in these matters.—A. I do not think you are depending upon 
4 me for advice in regard to interpretation of Mr. Eccles’ statement. : 
ft Q. On the solution of the problems, as far as monetary factors are con- 
- cerned. Now, what Mr. Eccles says there is that he believes we should induce 
private industry to put its money to work, and if they did that there would 
_ be no necessity for governmental spending. Now, there is another school of 
thought which says government spending should take the lead. I am dealing 
- with what we can do in a monetary way 
Mr. Howarp: Does he give any suggestions? 


By Mr. McGeer: 
. Q. I am dealing with this thing one at a time. Can you tell me now as to 
whether or not those who believe in public spending as the means of 
think the duty of a central bank is to operate in accordance with the laws and 
; ‘practices of the country in which it 1s located, and not to express opinions in 
_ regard to different systems of government or different methods of government 
procedure. 

Q. Or how to finance out of depression? You say it is not your business 
to advise the government of this Dominion as to how the finance problems of 
depression could be met and solved?—A. If the government decides that it will 
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proceed with a certain amount of expenditure it certainly would be our funotioll 
to give them such advice as we could in regard to how they could manage it. :: 
Q. But as to whether or not they should embark upon a program of public 
spending, as to whether or not they should increase the amount of currency 
and credit in circulation, or in issue, you say it is no part of your duty; but 
the Bank of Canada has constituted you —A. I would say that only a 
bank suffering from delusions of grandeur would embark on something that 
parliament did not specifically delegate to it. 
Q. We will note the delusions of grandeur. However, we will go on. This 
is what Mr. Eccles says is the alternative to the proposition: he says to the 
representatives of the people of the United States:— 
However, I believe that when private enterprise is unable or unwill- 
ing to do so, government should help to put this idle money 


That is, to invest its money to create going-concern activity— 
eit government should help to put this idle money, some of the ten 
million of unemployed and idle facilities to work in non-competitive 
socially and economically desirable public activities, including the build- 
ing of roads, schools, hospitals, public housing, etc. This, of course, 
should be done as efficiently as possible and in a way that will stimulate 
and supplement private activity. 


Do you agree with that?—A. I cannot express any opinion on that, Mr. McGeer. 

(. Expenditures for these purposes for farm benefits and for adequate 

benefits for the aged will increase the effective demand for the output 

of industry and: thus not only sustain existing investments but provide 
profitable outlets for investment in new enterprise. 


A. Everything that Iam able to say in regard to activities of that character 
is already on the record, not as a specific recommendation of what government 
should do, of course. I do not believe it is my place to make such a recom- 
mendation, but only to set forth as well as we can some of the pros and cons. 
Q. He goes on to say:— 
This would increase the national income and the federal revenue 
and thus ultimately bring about a balanced budget, which we all desire. 


Now, he winds up that statement by saying:— 


When our productive capacity is in excess of current demand, as it 
is to-day, it does not make sense to me to expect that a reduction in the 
demand originating from government activities is going to lead the makers 
of agricultural implements, the railroads, the automobile manufacturers, 
the textile industry, or, for that matter, any other industry, to enlarge 
plant capacity, increase production and thus furnish employment. 

If the buying power of millions of people on W.P.A. rolls or in public 
construction, or in shipyards and aeroplane factories is reduced, I do not 
see how we can expect more houses to be built and more capital expendi- 
tures to take place. 


Now, I want to put this proposition to you. The United States, a neighbour- 
ing nation, suffering from problems of economic depression which have con- 
tinued since 1929 and which are similar to our own, has the head of its banking 
system recommend to Congress first, that they should do everything they can to 
induce private industry to move into a development which will result in general 
expansion of all mining, all private trade, industry and commerce; then, if they 
are unable or unwilling to do that, which he admits they are, in the United 
States, and which we know, as a matter of fact, is the situation in Canada, he 
says the government must undertake a program of social services, a program 
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of public construction and a program of issuing into circulation the amount of 
‘money that will create a demand for goods and services through the increase in 
the buying power of the consumers generally. 
Mr. Lanperyou: Hear, hear. 
2 Mr. Vien: Are we not treading on the ground of government policy, and 
has not the governor of the bank stated time and again that with respect to the 
- financial situation he is the advisor of the government, but with respect to 
- government policy, the government themselves must determine it. What pro- 
gress can we make in this particular investigation if we simply embark on lines 
that have just been developed and which have been developed in the course of 
questions on government policy? 
Mr. Baxer: Hear, hear. 
; Mr. Lanpreryou: I believe that Mr. Towers himself in his radio address 
pointed out that the policy of a central bank is to issue money in terms of the 
- economic needs of Canada. Now, surely they must issue that along some lines 
of policy? 
. Mr. Towers: The financial needs will vary, of course, in accordance with 
governmental or private activity and with the volume of production in the 
- country. In each country, I suppose, the central bank people must determine 
- what their proper course is in respect to things which they may say or do. In 
this country I believe, rightly or wrongly, that while we may and should act, 
as advisors, when so requested by the government, it would be quite improper 
for us to say in the country or even in a parliamentary committee, what the 
policy of government should be. While it is not perhaps quite proper for me 
to speak of what the view of parliament might be, I should think that it is a 
thing which would be resented by parliament. 
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7 By Mr. Landeryou: 

| Q. You say that parliament 1s solely responsible for the financial policies 
pursued in the Dominion of Canada?—A. I say that parliament is responsible 
for the exercise of governmental powers, and for deciding on what they shall 
or shall not do. In the event of their deciding a certain thing, which has financial 
implications, they may ask advice in regard to how best to deal with the result- 
ant problem, but certainly I think it is far from our function to tell parliament 
what it should or should not do. 

Mr. McGrer: I should like to deal, if I may, with Colonel Vien’s objection, 
because I think he is entirely wrong. 

Mr Jaques: Mr. Chairman, I want to make one remark. Knowing that 
the nature of the financial reforms or any financial proposition we bring up in 
the house of commons is met with the remark of the Minister of Finance that 
the inexorable laws of finance come into the picture 

Mr. Towers: Excuse me, Mr. Jaques. 

Mr. Jaques: We are told here it is due to the policy of the government. 
Where are we to find it? I cannot get an answer. If we are wrong in the 
house of commons and we are wrong here, where are we going to get the 
information? 

Mr. Towers: Mr. Jaques, I said that at an earlier meeting of this com- 
mittee the question was raised, why would it not be possible for government 
to finance all its expenditure by obtaining additional issues of credit from the 
central bank? Perhaps not only financing its current expenditures but also 
paying off its bonds. Now, there is a specific proposition. We have expressed 
our views on that proposition; but I do not feel that I should express opinions 
on an entirely different one which is, why should not the government spend 
more on this or that? That is a question of government policy. 
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Mr. Jaques: I realize Mr. Towers’ position. But I should like to know 
now if we are going to make any real progress, where are we going to get the ~ 
answers from? . * 

Mr. Howarp: When. Mr. McGeer gets through I should like to have a ~ 
minute to discuss that very question. . 

Mr. McGerr: I am going to deal with the objection raised by Colonel 
Vien to my examination. The Bank of Canada was enacted following an 
investigation by the MacMillian committee, or the Bank of Canada legislation’ 
was enacted following that report. 

Mr. Towers: Yes. 


By Mr. McGeer: 

Q. And the Bank of Canada came into being as a result of the acceptance 
of those recommendations. This is the recommendation of the MacMillan 
committee filed in 19384. That is correct, is it not?—A. Yes. 

@. Now, among the reasons given for the establishment of the Bank of 
Canada were these:— 

If we survey the cardinal monetary problems which face the 
Canadian people in common with all other peoples to-day, we.are imme- 
diately confronted with a multitude of difficult and intricate questions. 


And then it enumerates them. 
To what extent and through what organizations should the volume 
of credit and of currency be regulated? 


That surely deals with not only the institutions through which it goes, but the 
amount that is going to be put out, does it not?—A. No doubt. 

Q. On what body should lie the primary responsibility for main- 
taining the external stability of the country’s currency? To what insti- 
tution may the government of the day most suitably turn for informed 
and impartial advice on matters of financial policy? 


A. Advice on matters of financial policy. 

Q. What we are dealing with here to-day is financial policy. In other 
words, shall we have a financial policy that depends upon private expenditures 
or shall we have a policy of public spending? 

Mr. Vien: In answer to that, Mr. Chairman, I would point out that 
my objection was taken when my friend Mr. McGeer was reading a statement 
made in Congress by Marriner Eccles defending the W.P.A. which is part of 
the new deal. If we decide to establish the new deal in this country, it is 
certainly a government policy. Once the new deal is established it will be 
for the financial advisors of the government to determine the financial ways 
and means of coping with the situation created by the new deal; therefore I 
suggest when Mr. McGeer puts to the governor of the bank a question 
drawing a parallel between the situation in Canada and the situation arising 
in the United States as a result of the operation of the W.P.A., I say he is 
embarking not on the financial ways and means to meet the situation which 
will arise if and when the government has adopted such a policy, but with the 
policy itself. 

Mr. Baker: Yes. 


Mr. Vien: Therefore I suggest, with due respect and due regard for Mr. 
McGeer’s ability, and I have followed with a great deal of interest, and much 
admiration for his ability, his development of a lot of subjects and all grati- 
tude for the information that he has put on this record, and of which we shall » 
all make abundant use. On the other hand, we have to make some progress. 
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am not suggesting that Mr. McGeer hampered our progress, far from it; but 
rying to co-operate with the chairman and members of this committee I would 
uggest that we should draw the line, as Mr. Towers has so eminently and 
aptly stated. He said, when I am asked to advise the goverment how they 
san best seek their financial requirements I am in my sphere of proper activity. 
When you touch the question of government policy, should the government do 
this, or do that, or do the other thing, it is a question for parliament to decide. 
We have covered that ground twenty times from the beginning. I am simply 
respectfully suggesting to you, Mr. Chairman, that we should draw the line 
somewhere, as the governor has pointed out time and again, between govern- 
ment policy and financial ways and means. . : 
_ Mr. Jaques: Mr. Chairman, we should try the line of German inflation. 
It seems to me this is a case of irresistible force meeting an immovable mass. 
Mr. Howarp: No. 
_ Mr. Jaquss: As I said before, I think we should try the line then of 
German inflation. That is government policy. It is a case of an irresistible force 
meeting an immovable mass; it is a stalemate. Whatever we propose is said 
to be impossible by the laws of finance, and when we put it up to the governor 
‘on the laws of finance, we are told it is government policy. 
4 Mr. McGerr: Mr. Chairman, this parliament has been sitting for four 
years. This parliament is supporting a government that was elected upon the 
‘promise to establish a new monetary system under which currency and credit 
‘were to be issued in terms of public need to serve the social, economic and in- 
dustrial needs of the people of the Dominion of Canada, and not in terms of 
private gain. We were to achieve that great accomplishment for the Canadian 
people through the medium of a Bank of Canada that would be manned by 
men who are competent to advise the government on fiscal policy. Let me quote 
again from this report, and when gentlemen say that I am not within the proper 
‘bounds of examination of the witness, I am not speaking out of the book, I am 
‘speaking from the very record upon which this great reform was based. 
i On page 63 is a quotation, and I should like to read it. It is from the 
Canadian Macmillan report. It puts the full responsibility for advising on 
hether there shall be public spending or not upon the governor of the Bank of 
Canada. It says:— 
‘ It is manifest, however, that the regulation of the volume of credit 
é is an important factor in influencing the level of economic activity, and 
i therefore of prices and this is one of the cardinal tasks of a central bank. 


Mr. Vien: We are not denying that. 

Mr. McGerr: Just a moment. I allowed you to interfere twice— 

Mr. Vien: Mr. Chairman, I do not know that any criticism of my inter- 
can be directed to me by Mr. McGeer. 

| Mr. Baker: I object to the word “interference.” 

‘Mr. Vien: Because I did not interfere. In the fitst place, I have not abused 
he time of the committee since the inception of our sittings. I believed that I 
had touched a matter of great importance with respect to the expedition of the 
-committee’s business. 

| Mr. McGuzrr: I thought the hon. gentleman raised an objection, and is 
E tarted to reply to it. He interrupted before I had completed my reply. I 
started to make a reply again and I found a similar interruption coming. I 
feel that if the hon. gentleman will listen to me he possibly may agree with me. 
Now, with regard to the suggestion that I have abused the privilege of the 
‘committee members of this house— 

Mr. Vien: I never said that. 
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Mr. McGerr: I appeared here before the committee on banking and com 
merce in 1934 recommending the establishment of a nationally owned public 
bank. ' 
Mr. Vien: I should like to correct a statement of fact. I never said to 
the committee that Mr. McGeer had abused the time of the committee. I 
simply tried to make a point of objection with respect to the line of questions 
and investigations that he had carried on. I never said that he had abused— 
Mr. McGesr: Then I am very glad that I misinterpreted you tnere. 
Mr. Creaver: I think Mr. McGeer should be allowed to answer Colonel 
Vien’s objection. 
Mr. Vien: May I say in that respect we have always the privilege of 
correcting what we consider a wrong statement of fact. Mr. McGeer said that 
he thought I said that he had abused the time of the committee. I never made 
any such suggestion. I simply drew the attention of the chairman to the line 
of questions. 3 { 
Mr. McGrer: Well, I am very glad to accept that. : 
Mr. Tucker: By these objections members can prevent any coherent 
explanation being made at any time. D 
Mr. McGerr: Mr. Chairman, I want to carry through here with the 
Macmillan report the Act upon which the Bank of Canada was formed; it 
carries as its preamble this statement:— ; 
Whereas it is desirable to establish a central bank in Canada t 
regulate credit and currency in the best interests of the economic life of 
the nation, to control and protect the external value of the naionay 
monetary unit and to mitigate by its influence fluctuations in the 
general level of production, trade, prices and employment, so far as may 
be possible within the scope of monetary action, and generally to pro- 
mote the economic and financial welfare of the Dominion: There- 
fore 

We enacted this law. Now, what I am putting to you is this, the straigh 
proposition made by Marriner Eccles as head of the federal reserve system, in 
which he makes this proposition: when private industry and private capital 
possessed of abundant financial resources either cannot or will not invest to 
increase employment, then the government must resort to a policy of publi¢e 
investment in social services and general public works to stimulate internal 
activity. 
Mr. Baker: That is a question of government policy. 


By Mr. McGeer: 


Q. What I want to ask Mr. Towers is this: do conditions similar to those 
enunciated by Mr. Eccles as existing in the United States obtain in the Dominion 
of Canada to-day?—A. In the Macmillan committee report to which you 
referred a few minutes ago there is a statement which, speaking from memory, 
runs something like this: To whom can the government of the day turn for 
advice on matters of financial policy? I think that statement and the implica- 
tions of it are perfectly all right. It did not say: To whom can the govern- 
ment of the day turn for determination of their financial policy? The ques- 
tions which you raise, and which were one of the subjects of Mr. Eccles’ 
remarks, are specifically questions of government policy. I do not feel that it 
is right or proper for me to say what I think government policy should be. 

Q. Let me put this question to you: do you think that the conditions that 
obtain in Canada now are somewhat similar to the conditions that obtain in the 
United States?—A. If it is sought to draw from that analogy any comment on 
Mr. Eccles’ remarks, I cannot make it. As we have already said on various 
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ecasions, the conditions in both countries are unsatisfactory; whether the 
easons are the same or not we did not say, but we agreed that they were both 
insatisfactory. | 
| Q. We can agree, | think, that there is widespread unemployment in both 
countries? —A. Undoubtedly. pera 
- Q. We can agree that there is an abundance of idle money in both 
‘countries?—A. Yes. 
 Q. We can agree that in the possession of private corporations and private 
individuals there is an abundance of idle money?—A. Yes. 
_  Q. And we can agree that in both countries private capital and industry 
either will not or cannot make the investment necessary to relieve the unem- 
ployment situation. I think we can agree on that fact, can we not?—A. I 
think it would be more profitable, of course, if we could understand something 
‘that is difficult to understand. It is this: why this lack of opportunity ? 
" QQ. Well, if we can agree on the fact that they either cannot or will not, we 
on have a start. We have had the depression with us now for nine long years, 
the unemployment figures, the increasing debt figures and the general situa- 
tion of stagnation in expansion is most disturbing, at least, is it mot?—A. Yes, it 1s. 
} Q. What Mr. Eccles says, as head of the federal reserve banking system 
is this: he believes that if the government will launch a program of expendi- 
ture on social services and on public works, that money will be put in circu- 
‘lation, increasing the buying power and inducing private enterprise to com- 
“mence and re-establish its own activities. Do you agree with that?—A. 
“That is a question of governmental policy, and I really cannot express a view 
on it. We know the spending campaign inthe United States has been on an 
enormous scale; we know that in so far as the Canadian governments are con- 
cerned, their expenditures have been such and such a figure; these are avail- » 
‘able in the public accounts. We know that during the course of the last ten 
years tremendous deficits have been incurred, no doubt with the ideas in mind 
which Mr. Eccles mentioned. Now, for me to go further and say that the 
expenditures should be such and such, and on such and such objectives next 
year or the year after, is a hurdle which I do not feel I can take. 
-Q. I am not going to ask you to do that. I would say that if the gov- 
ernment can find some useful practical field of investment that will improve 
the wealth of Canada and the consumers’ buying power in Canada, would it 
not be advisable for a government to follow that course?—A. That is, to my 
mind, almost too simple a question, but one which I can answer very readily 
in a few words. Would we not all agree that it is desirable that government 
should do things which would be of general benefit to the country and increase 
its employment, and thereby be of advantage to the country as a whole? 
We can all agree with that. 

Q. Now, you are acquainted with Mr. Beaudry Leman?—A. Yes. 

Q. He was a member of the Macmillan Canadian committee—A. Yes. 
, Q. You are conversant with the report which he filed as an addendum to 
> the general report? Do you recall his stating these things: they are to be 
_ found on page 96 of the report, section 4. He says:— 
. Sufficient stress has not been laid upon the factors of national 
4 recovery, far more dependable and permanent than the temporary 
advantages of export trade of raw materials or foodstuffs. Outside mar- 
kets for our surplus specialized production of certain commodities should 
unquestionably be sought, but it should always be borne in mind that 
world markets are unreliable and a source of constantly recurring dis- 
appointment. Rightly or wrongly, but as a matter of fact, the coun- 
tries of the world are economically becoming more and more nation- 
alistic. Are we to await the belated results of international conferences 
between bankers, that may or may not, in the near or remote future, 
restore international exchanges and trade, or shall we endeavour to 
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build up as rapidly and as soundly as possible our own domestic mar- 
ket? Paragraphs Nos. 243 and 244 should be read and studied in the 
light of the effect that world prices have had on the value of field crops. 


A. I should be glad if the committee called Mr. Leman before it and asked for 
the specific thoughts underlying these generalities. 2 
Q. Measures calculated to develop intra-imperial co-operation or 

imperial monetary co-operation, as set forth in paragraph No. 211), 
should not be developed beyond the scope of providing ample facilities 

for the interchange of goods and services, unless the people of Canada 
understand and decide, in full knowledge of the consequences, that 

close monetary co-operation may lead to close economic association, 
which in turn is a step towards common political action. % 

The criticism will doubtless be offered that the foregoing observa- 

tions are limited to reservations of a negative nature and do not con-— 

tain suggestions of a constructive character. It should, however, be~ 
borne in mind that the government of Canada sought recommendations — 

from a group of men, formed into a commission, and not from its indi- 
vidual members. 

With this qualification Mr. Leman goes this far, does he not, and declares that : 
Canada cannot wisely depend upon international trade, and that it should not 
depend upon intra-imperial trade, and recommends a course of internal devel- — 
opment?—A. At one stage of the remarks it could be said he recommends — 
economic nationalism in Canada; at another stage he recognizes the import-— 
ance of foreign trade. Where the balance lies it is impossible to say from 
reading these remarks. 
Q. But in any event, what he does say is this, that the important. thing for — 
Canada to do is to increase its domestic market?—A. Ah, that is splendid, but — 
he does not say how. | 
Q. That is one of the jobs that we have before us—A. Yes. 


Q. Would you agree with this proposition: suppose that Canada launched — 
on a program of expenditure for national defence, do you think that would — 
improve the domestic market in Canada?—A. On balance? | 


Q). In any way?—A. I would say that the thing would operate somewhat 
along these lines, that in an endeavour of that kind—I withdraw that, because — 
it is not a subject on which one should speak extemporaneously, or at least — 
I am not capable of doing so. I would sooner point to one of the memoranda 
that we put on record that deals with that as capably as we can. If I attempted | 
to paraphrase I would simply confuse the committee. | 


Q. I should like you to check these figures. I worked them out, and I 
.worked them out from information supplied me by the Bureau of Statistics. I 
would say that to-day, measuring our comparative factors between this nation 
and the United Kingdom, that is taking our comparative position of population, 
of national debt, of national income, of accumulated bank deposits and money 
wealth, and resources of wealth, of past expenditures, of advances, of value of 
assets within the nation, of volume of international trade, if we in Canada were 
spending on defence, measured in terms of those comparisons, on the same 
basis that the United Kingdom is spending, instead of spending $63,000,000 
this year, we would be spending more than $500,000,000. The proposition that 
I am putting to you is this: if we launched on an adequate program of defence 
as determined by the defence policy of the United Kingdom, the expenditures 
involved would increase employment in the domestic market in Canada. Do 
you agree with that?—A. I have put everything I can think of on that subject 
in a memorandum. 


Q. You will get it from the record?—A. Yes. 
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Q. At the moment I want to draw your attention to the statement made 
by the Minister of Finance in his budget speech referring to how Canada’s trade 
might be improved. You will-find it in Hansard of April 25 at page 3398, and 
' he says this:— ) 

Fortunately, also, business prospects for both the United States and 
the United Kingdom for the current fiscal year are such as to justify high 
hopes for a substantial expansion in the sale of our export commodities 
to these two great markets. Business in Great Britain has been improving 
in recent months and under the revitalized re-armament program it should 
continue to improve because that country still has unemployed resources 
available for expansion. 


Now, in your memorandum which you will prepare——A. Which we have 
- prepared. 
: Q. Well then, when?—A. It is on the record. 

Q. If the Minister of Finance in his position as adviser on our budget 
situation can tell us that the vast re-armament program is going to increase and 
improve business conditions in the United Kingdom why will such a program 
- not produce the same result for Canada?—A. Is that a question, Mr. McGeer? 
Q. Yes.—A. I can only refer you back to the memoranda which I have 
__ already placed on record. | 

Q. I do not wish you to deal with the political economy of it, I want you 
to speak as the Governor of the Bank of Canada in relation to the financial 
situation—A. I am pointing out that I have already said all I know on that 
subject, or could usefully say. 

Q. If you want to leave it at that it is all right—A. In other words, the 
answer to the implication of that question is already on the record. It would 
take a few minutes to find the various sections of the record where it will be 
found, but it is there. 


Hon. Mr. Stevens: Would you mind indicating which statement it is in. 


Mr. Towers: We will find that for you in a moment. As soon as we have 
found the various parts concerned we will indicate them. 


By Mr. McGeer: 


z Q. While you are looking that up I would like to know your opinion of the 
4 effect of a rearmament program on Canada. You are aware, I suppose, in your 
studies of the resources of this nation that Canada is a producer of the metals 
required for armament development which while undeveloped make us one of 
the most self-contained countries of the world?—A. Metals required for arma- 
ments—I should imagine ‘so. 
Q. That is, we have undeveloped, according to our reports of our depart- 
ment of mines, abundant supplies of iron ore, we have vast resources of copper, 
- -and nickel, and zinc and lead, upon which we as yet have not built a metal 
industry. We have the means of setting up a metal industry that would permit 
us to take from our mineral resources all the metals that would go into arma- 
ments, ships, and all that is required; the only thing we lack is the place for 
men to go to work; building Canadian metals into Canadian tools of trade and 
- Canadian instruments of defence. Are we not as the result of our mineral wealth 
in a much better position to develop a metal industry that will produce tools 
and machines of peace and defence than is Great Britain? 


Mr. LANpEeRyou: Hear, hear. 


Mr. Towers: Is it suggested that the reasons why there are not these 
industries in Canada are monetary reasons? 


Mr. LANDERYOU: Yes. 
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By Mr. McGeer: 


Q. Now, just a moment; I was arguing another question, and I was asking ~ 
you that if we launched on a program of public expense on defence would we — 
not expect to have an improvement in the domestic market and the employment — 
situation in the Dominion of Canada?—A. I beg your pardon, Mr. McGeer, I ~ 
was trying to find these memoranda. 

Q. Yes. I said, if we launched on a program of developing armaments for 
Canadian defence would we not improve the domestic markets in Canada and 
the employment situation?—A. The possibilities and the limitations of activities 
of that kind have already been, so far as I am capable of dealing with them, 
dealt with in the various sections of the record of which I shall have the page 
numbers for you in due course. 

@. You did not deal specifically with the statement of the Minister of 
Finance that such a program would result in improved employment and business 
conditions in Great Britain; and the thing I pointed out was this, that because 
of our numerous mineral resources in Canada we are in a better position to take 
advantage of the opportunity which exists through present day demands for 
defensive instruments than is Great Britain. Therefore, my proposition to you 
is, that if it were right for the Minister of Finance to say it was good for Great 
Britain, then it must be much more right to say that it would be even better 
for the Dominion of Canada; do you disagree with that?—A. The possibilities 
in that connection and the limitations which Canada faces have been dealt 
with so far as I am capable of dealing with them in this memorandum. 

Q. Very well. That is your answer to that. Then, I want to deal with 
another problem. You are aware of the various factors in international trade, 
are you not?—A. I hope so, in a general way. 

Q. One of the most important items in our international trade picture to-day 
is a favourable return on balance from the tourist trade; is that right?—A. Yes. 

Q. You are aware that this country happens to lie along side of the United 
States which possesses the largest population of equipped motor tourists of any 
nation in the world?—A. Yes. 

Q. You are aware that the 130,000,000 people in the United States have 
roughly 30,000,000 automobiles?—A. Yes. 

Q. That as compared with a similar population in number of Germany, 
France and England, that they have five times the automobiles that are possessed 
in those three European countries?—A. I do not recall the figures, but I would 
not be surprised. 

Q. You are also aware that we receive and have received for the last 
number of years an average net return on tourist trade of $150,000,000 in 
round figures?—A. Yes. 

@. Do you know of any form of international trade that is more valuable 
than the tourist trade?—A. No. 

Q. It is a trade that brings the consumer of your goods with his foreign. 
canes right to your home where he consumes both goods and services?— 

. Yes. 

(). His expenditures of money create new money wealth in the country ?— 
A. We can buy more from abroad. 

(. Buy more from abroad, and in that way we develop more activities at 
home—A. Yes. | 
Q. So that the tourist trade as far as Canada is concerned to-day is our 
most important.and the most valuable item in international trade?—A. There 
are probably one or two other important items, such as gold. 

Q. We don’t get as much out of gold? 

The Cuarrman: Is your figure the net figure? 

Mr. McGerer: Net, yes. 

{Mr. Graham Ford Towers.] 
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E - The Cuamman: Taking out our expenditures? Hite | 
Mr. McGzer: Yes, the $150,000,000 is the net figure, Mr. Chairman. J 
said that I cut the estimate down to a figure that I know is safe. 


By Mr. McGeer: 
A Q. There was a survey made by the Royal Bank of Canada in which the 
‘economics department of the Royal Bank of Canada went into our department 
statistics and made a very close examination of the compiling of information 
and they gave their approval to it. That is a very interesting survey and it 
ig contained in the November, 1938, letter of the Royal Bank of Canada. I 
agree with my friend when he says that we could not say definitely from these . 
estimates the discrete amount of our profits, but we do know from the statistics 
and the information that it is enormously valuable. What I want to get at, 
_ Mr. Towers, is this: if we could invest money in Canada which would increase 
our tourist trade would not we be successful in putting people to work creating 
real assets in the Dominion of Canada that would result not only in the 
improved internal conditions but an actual improvement in the international 
trade position?—A. Yes. 
‘. Q. Now, I put this figure to you: there are certain men in Canada who 
make a study of this trade and one distinguished leader of transportation said 


to me, I do not see why with proper development we should not increase our 
EB tourist trade to $500,000,000 a year; and he added the remark that the increase 
of $200,000,000 over and above and beyond the $300,000,000 which is some- 
; where about the figure of to-day, would pay interest on an investment at 
: 4 per cent of five thousand million dollars. Now, Mr. Towers, what I am put- 
* ting to you as a practical banker, the head of the Bank of Canada, is this: 
_ is there not a field of opportunity for Canadian development there that will 
- do two things, improve our domestic market and improve our international 
trade? —A. That is the assumption on which we have been going; and, of 
course, as you will recall, the various provinces and to a certain extent the 
Dominion government have been basing their activities on that thought. 
Q. Do you know how much money the Dominion government has been 
’ spending on various highways?—A. I do not recall. I do recall that various 
_ provinces have spent a good deal. 
Q. You know that the various provinces have now exhausted their power 
to continue these programs?—A. I do not know that. 
Q. I can tell you that in the Province of Ontario they have spent 
$40,000,000 last year; but the total available expenditure this year will not 
be more than $6,000,000 and possibly considerably less than that, and that is 
notwithstanding a necessary increase in gasolene taxes to finance extended obli- 
gations. That is the situation in Ontario, and I will tell you more 
i Mr. Howarp: The situation in Quebec is worse. 
¥ Mr. McGznr: One of the representatives of the Department of Highway 
Development in the Province of Ontario stated that to complete the program 
that they have under way to equip Ontario with tourist highways would take, 
with their financial resources, some 81 years to finish. Now, what I put to you 
is this: we have great tourist resources and attractions in Cape Breton, in Nova 
Scotia, in New Brunswick, in Prince Edward Island, and in the Province of 
Quebec; in Ontario, in Manitoba, in Saskatchewan, in Alberta and in British 
Columbia. ; 
Mr. Lanperyou: Hear, hear. 
Mr. McGerr: There are innumerable opportunities to build highways to 
centres of natural wonder and beauty. There is more work crying to be done 
.. opening up our tourist attractions with highways, improve our camping grounds, 
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beautifying country and cities, than there is any possibility of finding either 
equipment or labour to build in Canada. Would it not in your opinion be good | 
business for the government of the Dominion that has the power to create an — 
issue of money under its laws to bring about a scheme of co-operation between — 
our merchant banks, our Bank of Canada, our Dominion government, our pro- _ 
vincial and municipal authorities, to the end that we could finance a real © 
Canadian program of tourist attraction and development? 

Some hon. Mrempers: Hear, hear. 

Mr. Towers: Your implication there is that quite apart from the desir- | 
ability of the expenditure, the thing to do is to finance them by increasing the 
volume of money? 

Mr. McGerr: Yes. | 

Mr. Towers: Now, there is on the memorandum on record all the views | 
that I could express in regard to that question of financing government expendi- 
tures by the issue of currency. 

Mr. McGessrr: Yes. 

Mr. Towers: It can, of course, be remembered that that is not the only way 
of financing government expenditures in excess of revenues. It is possible for 
Government to take over the savings of the people for these purposes, and that is 
in fact in a measure the way in which they have been borrowing money. I can 
express opinions as to the probable result of financing by the issue of currency— 

Mr. McGezer: I did not say by an issue of currency. 

Mr. Towers: Well, by the issue of credit then. 

Mr. McGerer: No. I said, by bringing into co-operative agreement the 
merchant banks, the Bank of Canada, the government of Canada, and the 
provincial authorities. 

Mr. Towers: Well, I do not know what that means. I assume that questions 
directed to me must have something to do with the financial end of it. ~ 


Mr. McGerr: I don’t want you to say that I suggested it could be done 
by the issue of currency, which I did not say; because I am quite aware of the 
implication that comes from that, that under our present law that would mean 
an issue of Bank of Canada bills which would result in an inflationary condition 
in bank deposits. But what I am saying to you is that under our existing system 
we can by our merchant banks agreeing to discount governmental securities at 
a rate of interest to be agreed upon between the government, the Bank of 
Canada and the merchant banks, which would in the terms of the empire mone- 
tary committee’s report, be as low as possible; and I am suggesting to you that 
with that opportunity we have before us would it not be advisable to inaugurate 
through these channels the investment of national credit and provincial credit 
and municipal credit that would result in improving employment in Canada 
and general conditions throughout the Dominion of Canada and our interna- 
tional trade balance as well. 

Mr. Towers: The same thing could be accomplished by borrowing the sav- 
ings of the people. 

Mr. McGerrr: Very well then, we come back to Marriner Eccles’ proposition, 
that if the public cannot or will not make it possible to have that investment 
then should the government not undertake a lead and bring it about through 
governmental financial policy. 

Mr. Towers: I do not think that was Marriner Eccles’ proposition. That 
is a different story. He was saying that if private capital does not embark on 
capital development then the government should jump into the picture and 
greatly increase its expenditures. He did not go on to show how he thought 
the government should finance this increased expenditure. He did not say 
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whether he thought it should be through the expansion of currency and credit 
in the country or whether it should be by borrowing private savings. As I 


said before, I cannot express any opinion on the level of government expenditures. 

Mr. McGezzr: I take it from reading your reports very carefully—and I 
did want to go into that with the members of the committee, and I have no 
doubt other members of the committee want to deal with it in the same way— 


I understand your memorandum to say this: if governmental expenditure 


results in the production of either unnecessary or unsaleable products and if at 
the same time governmental expenditure results in increasing surpluses of 
existing idle currency and credit and if those expenditures result in increasing 
the volume of debt to the point of making taxation more burdensome and pay- 
ment of public debt more impossible, then the result would be the destruction 
of confidence in the country at large and in the currency value of the nation’s 
medium of exchange, and that in turn will result in a possible flight from the 
Canadian dollar and a general lack of confidence and courage on the part of 
private investors and a greater collapse of the economic structure than exists 
at the present time. 

Mr. Towers: I am sorry, Mr. McGeer, I cannot deal with that. Incident- 
ally, if I may have the permission of the committee I would put down at the 
end of to-day’s record the references to the various pages where I think this 
information may be found. 


By Mr. McGeer: 

Q. Now we come back to the Marriner Eccles’ proposition; if money is 
idle and it is not going to be employed and the government steps in and puts 
money to work in new employment, creating new wealth, improving inter- 
national trade and improving the employment situation, then you would say 
that would be a safe investment for national credit?—A. Yes, it is easy to 
determine the principle, but sometimes hard to apply it. : 

Q. Yes. Then what we as parliamentarians have to do in this matter, 
both for armament expenditures and tourist trade expenditures, 1s to determine 
whether or not the employment which would be thereby provided, the invest- 
ment that there would be developed, and the consumers buying power that 
there would be created, would be a result that would not come unless the 
eovernment took that action, or a better result than any that would result from 
any other action?—A. I take it that so far as armament expenditures are con- 
cerned, it is never contended that more productive things could not be done. 
Therefore armament expenditures should be determined by the government 
presumably in the interests of defence—which, of course, is quite beyond me. 

Q. Of course, you will agree with Mr. Dunning’s statement that ‘‘ business 
in Great Britain has been improving in recent months and under the revitalized 
re-armament program it should continue to improve ”?—A, He did not suggest 
that Great Britain could not have done something else which might have been 
better. 

Q. I think we are all agreed that in the light of world conditions at the 
present time democracy has to be reasonably well armed for the next ten or 
twenty-five years at least?—-A. I am specifically not expressing an opinion on 
that. 

Mr. Crpaver: I have two short questions which I would like to put on the 
record. I do not expect answers to them to-day, but before this committee 
concludes its work I would like to have an answer to them. My first question 
is: In view of present day actual conditions do you not think that in order to 
employ present idle labour the government of Canada should enter the field of 
the employment of labour by the construction of non-revenue-producing public 
works of such a nature as would not be in competition with private enterprise? 


And my second question is: How in your opinion could this work best be 


financed? 
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The CuarrMan: What is your pleasure as to adjournment, more particu- — 
larly with respect to our next meeting? The Governor (Mr. Towers) just — 
informs me that he has a very heavy afternoon’s work. — a 3 

Mr. McGrrr: I would like to take advantage of this opportunity to 
place two questions on the record to which I would like to have answers at 
the next sitting of our committee, or as early as may be convenient. My 
questions are:— 


1. What powers were vested in 


(a) the banks 
(b) the Minister of Finance, and 
(c) the Governor in Council, 


and have been transferred to the Bank of Canada? 


2. What powers were conferred by legislation or order-in-council to the 
Bank of Canada and were not previously vested in ‘ 
(a) the banks 
(b) the Minister of Finance, and 
(c) the Governor in Council. 
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Ask for separate answers for (a) (b) (c) in each question. 

Mr. Towers: Of course, I have to reply to those by saying that they are 
legal matters which I think should be referred to the law officers of the crown. 

Mr. McGrrr: I understand that your reply is that the Bank of Canada 
not having a legal department— 

Mr. Towers: That is not my reply. 

Mr. McGrrr: —not having a legal department, and having its legal work 
done by the Department of Justice— 

Mr. Towers: No, my reply is, that they are legal matters relating to 
the powers of the government and of the Governor in Council prior to the 
establishment of the Bank of Canada, and as such I do not think that we are 
the appropriate people to make those replies. | 

Mr. Tucker: Do I understand that you will be able to deal with the ~ 
questions asked by Mr. Donnelly at our meeting tomorrow morning? 

Mr. Towers: Yes. 


The committee adjourned at 1:05 o’clock p.m. to meet again to-morrow, 
May 4th, 1939, at 11 o’clock a.m. 
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APPENDIX “A” 


INFORMATION SUBMITTED BY MR. TOWERS AT THE REQUEST 


OF MEMBERS OF THE COMMITTEE 
REQUESTED BY Mr. Moore 


United Kingdom Gold Reserves* 1931 and 1938 
(fine ounces) 


Dec. 31/31 March 31/38 » Sept. 30/38 
28,000,000 119,000,000 99,000,000 


* Gold held by Bank of England and Exchange Equalization Account. 


Requestep By Mr. McGeer 


INTEREST BEARING OR SAVINGS DEPOSITS OF CERTAIN AUSTRALIAN BANKS 
(Million of, £A.) 


1934 1935 1936 1937 > 1938 


Trading Banks— 
Deposits bearing interest (Dec. quarter ) 189.0 178.8 179.8 192.1 197.7 


Commonwealth Savings Bank— 
Depositors’ balances and interest (Dec. 31) 127.3 bogie 134.8 140.4 146.8 


Commonwealth Bank— : 
Deposits bearing interest* (ex. Govt.) 
Dec sauarter) teres fe eta ee Bons: oe 


* Other than Government; includes deposits of savings banks and quasi-goyt. bodies 


28.3 24.1 26.2 


INTEREST RATES ON INTEREST BEARING OR SAVINGS DEPOSITS IN AUSTRALIA 


Trading Banks— December, 1938 


Three months .. . 2.00% 
Saree PT LEN TNT CET ICE OR) tals Laat jeer el ah oe kiel of” VERMA ete dhe Oh Soltai) ep, desir sis 2.50% 
Merb OMG ee coe vam Pete nam caprake | gisele \direk he Skea, pve yale a) ay Nak elas 2.75% 
SAP ers RU Se PSU cae See ea ie guraps OP etr ACR ASH ah Mar ctx RCI aR AC byt 3.00% 
Commonwealth Savings Bank— 
MTOR LOOM Aa, cde nara a esas aha 'sCe | vqhe hotel Ou ant aiall ferey nel aay] shen lai alllaty 2.00% 
BOWL Ci sb), SUO Gem cy lcm: ie ete Loim ATOR ar beyen te oe) oven. cecauices ita ar aay ebe 1.75% 
Commonwealth Bank— 
Ps Woe Tis HELE TG ee oo rc eae Ped tea GTR Gr ican taretl onady sole rel aids aih've er Pah shel sae 2.00% 
Pa rean SCACTIRS Perce eee a ake haw tal es ork) & Be called Sho as ores ale a's ar ale ates CR 2.50% 
eral va LOULIS Clee aie coed ha A oelebide hore eye ree atl alan «lay ate alee «arene 2.75% 
WD VEBIRY oietn, «oe Ses ie Oe Se ain tale Letetie aa sie HAs ee a Oe aks peal sed egw 3.00% 


UNITED KINGDOM POST OFFICE SAVINGS BANKS 


(Millions of £ Sterling) 
1934 1935 1936 1937 1938 
Depositors’ balances .. .. .. «+ «+ «- 354.8 390.3 432.4 470.5 508.8 
(Nov.) 


Current interest rate 2.50% 


ReQuestep BY Mr. LAwson 


CANADIAN POST OFFICE SAVINGS BANK DEPOSITS 
(Millions of Dollars) 


March 31 
1935 1936 1937 1938 1939 
Depositors’ balances .. .. O95 22.0 21.9 22.6 23.1 


"Current interest rate 2.00% 
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REQUESTED BY Mr. VIEN 


ONTARIO SAVINGS OFFICES 
(Millions of Dollars) 


or 
—_ 
co 
w 
fon) 
_ 
co 
oo 
~I 


Liabilities— 
Hepositora’ balances. ih Ash cas ndale ey wees 22.3 32.0 ae | 
Reserve .. Ne Le Ue OPA a SR Rael Ca? dt? 1a 0.3 0.3 0.3 
22.6 32.8 8.0 
Assets— 
Funds on deposit with Ontario Government* .. 21.9 3l.3 36.9 
Cashion hand and in: banks oo en eee eae 0.7 1.0 i 
Accounts receivable Se RRUS Tih ve OMEN ante RRNueaaS S igthitne Pate Re LA 
Office furniture and equipment... .. .. ...... 0.1 0.1 0.1 
22.6 Bio 38.0 
Current Public Deposit Interest Rate 
NITE R RL OOOO oh iite uh ctr aie in Dice tae A any Siac ms ei BANE irate 1.50% 
COP EE SOO 0 aR SLRS Ree a aN it QUG NN oer Th Paes vA kM el ona ene 1.00% 


* Chiefly invested in debentures of the Agricultural Development Board. 
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REFERENCES 


The following pages of the printed record are indicated by Mr. Towers for 
reference with respect to information requested from him during the course of 
this day’s proceedings, viz.: Pages 64, 88, 148-151, 202. 
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MINUTES OF PROCEEDINGS 
FRipay, May 5, 1939. 


_ The Standing Committee on Banking and Commerce met at 11 o’clock a.m., 
“the Chairman, Mr. Moore, presiding. 


x Members present: Messrs. Baker, Clark (York-Sunbury), Cleaver, 
eo Donnelly, Dubuc, Fontaine, Hill, Jaques, Kinley, Kirk, Lacroix 
_(Beauce), Landeryou, Leduc, ‘Macdonald (Brantford City), McGeer, Mayhew, 
“Moore, Plaxton, Ross (St. Paul’s), Stevens, Taylor (Nanaimo), Tucker, Vien, 
‘ -Woodsworth. 


iH In attendance: Mr. Graham Ford Towers, Governor of the Bank of Canada. 
. After considering private bills, the Committee resumed its consideration 
“of The Report of the Bank of Canada. 


In answer to questions asked on April 28 by Mr. Donnelly, Mr. Towers 
read a statement on various activities of the Bank of Canada. He also sub- 
“mitted the following statements: 

A (a) Estimate of new costs attributable to formation of Bank of Canada for 


oe 


, 


f year 1988 (See Appendix ‘“A’’) ; 

s (b) Statement showing division of cost between functions previously per- 
i formed by the Government, and new functions based on Bank’s profit 
‘ and loss for 1938 (See Appendix tBeyt: 


(c) Estimate of effect on Dominion Government costs arising.from forma- 
tion of Bank of Canada (See Appendix “C’’). 


Examination of Mr. Towers was continued. 


At 1.05 p.m., the Committee adjourned until 4 o’clock. 


AFTERNOON SITTING 


Members present: Messrs. Baker, Clark (York-Sunbury), Cleaver, 
Deachman, Donnelly, Dubuc, Fontaine, Hushion, Jaques, Kinley, Lacroix, 
 (Beauce), Macdonald (Brantford City), McGeer, Moore, Ross (St. aa 8 
5 _ Stevens, Taylor (Nanaiyo), Vien. 
¢ Mr. Towers filed correspondence exchanged between himself and Mr. C. 8. 
Walters, Controller of Finance for the Province of Ontario, regarding the pur- 
“chase of Treasury Bills (See Appendix “D”’). 


Examination of Mr. Towers was continued until 6.05 p.m. when the Com- 
‘mittee adjourned until to-morrow, Saturday, at 11 o’clock a.m. 


R. ARSENAULT, 
Clerk of the Committee. 
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MINUTES OF EVIDENCE 


t _ HovsE or Commons, Room 277, 
x Fripay, May 5, 1939. 
¥ 


The Standing Committee on Banking and Commerce met at 11 o’clock a.m. 
The Chairman, Mr. W. H. Moore, presided. 


In attendance: Mr. Graham Ford Towers, Governor of the Bank of 
Canada. 


ib 4. ‘ete rte 


The CHairMAN: Gentlemen, the governor of the bank has some answers to 
“questions asked by Mr. Donnelly. 


i Mr. Towers: Mr. Chairman and gentlemen, when Mr. Donnelly put 
certain questions last Friday he pointed out that all parties in the house had 
been in favour of a central bank, and I have no doubt he would agree that 

at the time of formation of the bank there was a widespread national interest 

in the new institution. I think we could say that there was public interest of 

the best kind. Dr. Donnelly went on to say that as a public man he was 
‘continually being asked throughout the country what the central bank did 
and how it justified its existence, and that he was at sea so far as an answer 
to those questions was concerned. 

I know from experience that there is a great. deal in what he said; in 
fact, I know the absolute correctitude of what he said, and we fully realize 
the desirability of public understanding of the bank’s purposes and functions. 
However, the committee will understand, I think, that it is by no means easy 
‘to get the desired results. For example, I do not think it would be right for 
us to embark on an advertising campaign. A great deal of speech-making 
would take too much time from other work, and in any event, that kind of 
thing is easily overdone. What we have done has been limited to some 
explanatory speeches in various parts of the country, some radio addresses, 
nd the publication of information in our annual reports. First of all these 
reports were addressed to the shareholders; and last year for the first time 
the report was addressed to the minister of finance. May I say that in relation 
to the subject I have been discussing, I think the meetings of this committee, and 
the record of these meetings are of great importance. The attitude of members 
of parliament towards the central bank—perhaps I might say the atmosphere 
‘In which the bank’s affairs are discussed—is likely to be one of the major 
factors determining its standing and prestige in the country. I think the 
bank need have no hesitation in asking for the whole-hearted support of publie 
men. Disagreements in regard to its policy may arise; but I hope that such 
‘disagreements will never take a form which will damage this public institution 
which parliament has created to serve the national interest. I believe that 
a good central bank is an asset to any country. But there is certainly no room 
for doubt that a poorly operated central bank, or one which is constantly the 
centre of strife, is a public liability of the worst kind. 

The primary function of a central bank is the control of commercial banks’ 

cash reserves, and the most important change introduced by the establishment 
of the Bank of Canada was the transfer of control over those cash reserves 
which are the major factor in determining banking policy—a point which I 
think I need not labour after the discussions which have taken place in this 
“committee. 
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Prior to March 11, 1935, the date on which we opened our doors for 
business, the dominion government, through the Department of Finance, was 
responsible for the issue of legal-tender dominion notes which constituted 
the major portion of the cash reserves of the banking system, and in addition 
supplied the requirements of the public for currency of $1 and $2 denomina- — 
tions and, to a negligible extent, other denominations. The chartered banks 
also held some legal tender cash reserves in the form of gold, but when Canada ~ 
was off the gold standard—and we have been off the gold standard some twenty- — 
one years during the last quarter of a century—the banks had no practical 
means of varying the size of their gold holdings. Variations in the amount — 
of their cash reserves, therefore, chiefly depended on changes in the amount om 
dominion notes in their possession. i 

The Dominion Notes Act provided for a certain fiduciary issue—e., ~ 
-unbacked by specie; a limited issue on the basis of a stated percentage of 

gold backing; and further issues secured by gold, dollar for dollar. For-a_ 
number of years prior to 1934 the Dominion note issue was consistently at 
or very near the maximum limit provided under the Dominion Notes Act. 
Under those circumstances, the government had practically no power to vary ~ 
the amount of dominion note issues of its own volition, except by asking” 
parliament to change the legislation. In other words, it had practically no | 
power to vary the cash reserves of the chartered banks or to prevent an 
undesirable contraction in those reserves if the public’s holdings of notes” 
increased. » 

We were then tied up in one of the most rigid monetary systems of the” 

world, except for one factor—the Finance Act. Under the provisions of this 


Act the banks could borrow dominion notes from the government and increase 


their cash reserves. Dominion notes issued under the terms of the Finance 
Act were not required to have any specific gold reserve backing. 


From the point of view of the country as a whole there were three major 
disadvantages in relying upon the Finance Act to impart the necessary flexibility 
to the monetary system :— i 

(1) Finance Act borrowings were never intended to be of a permanent — 
or even semi-permanent character; and if a general improvement in business 
caused a demand for more cash—a demand which might persist for some time 
or even be of a permanent character—the Finance Act was not the proper source 
of supply. I find an example of such a demand in the record of the last few 
years. Between February, 1935, and December, 1938, the total active note cir-— 
culation in Canada increased $53 millions. If the major portion of that demand — 
had had to be met by the use of dominion notes—as it would have under the 
old system—we would have had a banking situation of an extremely deflationary — 
character, or, alternatively, have found that banks were almost permanently — 
indebted to the dominion government. My guess is that the actual position 
would have been somewhere between these two extremes. But I have no 
hesitation in saying that the position would have been an extremely unsatis-— 
factory one for the country. * 

(2) The second great flaw was this: If it seemed desirable to encourage 
expansion there was no way for the government to take the initiative. It is” 
true that an exception to this rule is found in Mr. Bennett’s action in November 
of 1932 when he persuaded the banks to borrow $35 millions under the Finance 
Act. No more satisfactory way of accomplishing his purpose was open to him 
at that time. But the very fact that such a transaction had to take place 
in that form made it obvious that a central bank must be organized in Canada, 

(3) Apart from the fact that no public authority could take the initiative 
in promoting expansion, there were other features of the system which were not 
satisfactory. The banks did not adopt any concerted policy in respect to 
Finance Act borrowings. It was not their place to do so. And there seems 
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0 have been some question as to the degree of supervision which the govern- 
ment exercised over loans under the Finance Act. I am not raising any ques- 
ion of safety of such loans, but I have in mind the general effect which the 
sum total of borrowings would produce on the banking system. Who was 
responsible for seeing that expansion did not go too far; that checks were 
applied if necessary; and what evidence is there that anyone exercised super- 


answer to that question, and I doubt if anyone does. 

I summarize my answer to the first part of Dr. Donnelly’s question by say- 
ing that under the old system no one authority was responsible for the monetary 
: of this country; and if anyone had been responsible the inflexibility of 
e existing machinery would have tied the hands of that authority. The 


to the management of the public debt of Canada. This latter function had 
been performed by the loans and interest branch of the Department of Finance, 
the staff of which joined the service of the Bank of Canada a little over a 
year ago. | 
4 Turning to the second part of the question, that is, what work the central 
bank does now that the chartered banks did formerly, I should point out that, 
proadly speaking, the central bank was not set up to do any work that the 
chartered banks did formerly. It was created for the purposes which I have 
just been discussing. It is true that the new legislation provided that the 
chartered banks’ note issue rights should gradually be reduced, which meant that 
the central bank’s notes would gradually take the place of the chartered banks’ 
‘issues. This was a question of policy. It is also true that the central bank now 


handles the government’s business in foreign exchange, and holds part of the 


~ government’s deposit balances. But these two changes were incidental to the 
establishment of a central bank, and are not in themselves matters of major 
- importance. : 
iq : The third part of the question was an enquiry as to what the central bank 
~ does now that was not done formerly by the treasury board—perhaps I might 
_ say the government—or the chartered banks. 
¢ In answering the first part of Dr. Donnelly’s question, I have pointed out 
that the central bank is responsible for monetary policy in a way which was 
not possible under the old system. This is the change of greatest importance. 
I shall refer, as briefly as I can, to other new features. 
- The bank acts as the fnancial advisor and fiscal agent of the dominion 
government. Amongst other things it must tender advice to the government in 
respect to issues of dominion government direct. or guaranteed loans, and it 
handles the mechanical operations connected with such issues. If the advice 
given to the government. is to be good advice, the bank must have close contact 
pe with security markets both in Canada and abroad, and must also, I need 
hardly say, have people on its staff who are capable of appraising and inter- 
preting the information they obtain. We operate a securities department which 
e does in fact maintain touch with markets in Canada every minute of the day. 
‘i While I am on the subject of our relations with the dominion, [ should add 
that we are in a position to make loans to the government from time to time, 


volume of credit (and to some extent of currency) in the country, and it should 
‘not be, and is not, regarded simply as a source of supply of the funds required 


aa. 


vision of this character related to general banking policy? I do not know the 


bility on the central bank and provides for great — 


and have done so. The primary function of any central bank 1s to control the © 
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by a government. Temporary requirements of a government, however, can be 
supplied, provided the amounts involved are not so large that central bank — 
action would cause disturbances in markets. 
While I am on the subject of relations with government I feel I should 
mention our position in respect to provinces. Our Act says that:—= ie 
The bank shall act as fiscal agent of the government of Canada 

without charge, and, subject to the provisions of this Act, by agreement — 

may also act. as banker or fiscal agent of the government of any province, , 


It has been, and is, our view that a relationship with a province should be — 
entered into on the understanding that it would be of a continuing character — 4 
such as would normally be needed for the bank to acquire that full knowledge | 
of a province’s position which would enable it to give the province the best — 
service of which it is capable in the matter of expert advice and’ frank opinions. — 
The permanency of the arrangement, is, of course, a matter of intention at the 
time it is initiated, and I do not suggest that there should be a binding contract — 
from which neither side could withdraw. Nor would a province be precluded : 
from carrying accounts with or borrowing from its present bankers. | 

If a relationship of such a character were established, the bank could — 
perform for a provincial government much the same kind of services as it under-_ 
takes for the dominion government. I should add that no province has ever 
requested the Bank of Canada to act for it in this way. % 

The existence of a central bank—to continue with certain new features— 
has made it possible to develop a treasury bill market in Canada. One of the 
advantages of this development has been that the dominion government has — 
been able to borrow on treasury bills at very low rates, but I do not regard 
this advantage as the most important one. More important is the fact that 
the chartered banks have in treasury bills a form of liquid second-line cash — 
reserves. Under the old system the banks had to turn to the New York call — 
loan market to find facilities for holding a reserve of this type. Such facilities 
are now provided at home. 

We operate a foreign exchange department which handles the dominion 
government’s exchange business —a large business as you may imagine—and 
which is able to keep us in close contact with development in exchange markets.. 

Our research department is constituted to supply us with the best available 
information on matters related to government finance, private finance, domestic | 
and external trade, and many other things which I need not recite here. 

The fact that there is a central bank in Canada makes it possible to 
achieve co- operation with the central banks in other countries. There is much 
which can be done in the way of interchange of information. Business condi- 
tions in a country’s main markets have an important bearing on domestic trade. 
A central bank which contented itself with a knowledge of home affairs and 
turned a blind eye to developments elsewhere, would not be fulfilling its duty 
to its own people. The central banks of other countries constitute an excellent’ 
source of information. They can often provide facts rather than surmises. 
Co-operation along these lines is therefore extremely helpful, and can be — 
developed by arrangement between central banks. Obviously, co-operation on — 
any matter of high policy must be dictated by the views of the governments of 
the countries concerned, 

The last point which I would like to mention concerns central banking 
activities of a general character. In speaking of this—very briefly—I will 
not try to define exactly the things in which a central bank might interest. itself. 
One might say either that nothing is the bank’s business, or that everything is 
its business. The bank must try to maintain a reasonable balance in that 
respect. It should not entertain the thought that it should have a finger in | 
every pie, but it certainly must neglect no opportuniy to make suggestions — 
or give a lead when its knowledge of a situation gives it reason to believe that — 
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such action would be in the public interest. Its closest connection is likely | 
to be with the financial activities of its market—with the operation of the stock 
and bond markets as well as with the business of the commercial banks. It is | 
deeply interested in the machinery by which the savings of the people are | 
- mobilized and invested. Moreover, it cannot fail to be concerned with the pro- | 
eress and development of industry in general. If the bank has reason to believe 
that unsound developments are taking place, or unsatisfactory practices are 
being followed in any important department of the Canadian economy, it must 
try to find an opportunity to make suggestions which will bring about an improve- 
: ment. I do not suggest for a moment that the central bank has superhuman | 
j intelligence, but a central bank is in a better position to accomplish some- 
_ thing than any individual can be. Naturally, successful prosecution of activities 
. of this character depends on experience and the wisdom and prestige which 
~ come with it. Ill-considered action, or an attempt to cover too wide a field, 
- are equally fatal. 
4 Further points raised by questions by Dr. Donnelly related to cost of opera- 
_ tion and certain other features of the bank’s activities, and in particular I think 
there was a desire to gain some idea as to what one might call the new costs of 
- this relatively new institution. I have here a statement which in due course, 
- with the permission of the committee, I will put on the record, which contains 
such an estimate, but I would like to add some explanatory remarks as to how 
' it was made up. 
First of all, we took the total amount of our operating charges. From that 
- we deducted the costs incurred in operating departments which performed 
; functions previously performed by the government. We know that if there had 
__ been no Bank of Canada, these functions would still be performed by the govern- 
ment. We know also that our costs of operation are no higher than they would 
have been under the old regime. In these various cases, as a matter of fact, 
we took over the staff from the departments in which they were located. Now, 
_ those total charges for the year 1938 were $1,750,000, speaking in round figures. 
_ The expenses attributable to functions taken over from the government prev- 
- jously, performed by the currency division of the Department of Finance and 
assistant receivers general throughout Canada, I have divided into two sec- 
tions: the first amount, $663,000 represents amounts paid out for the manu- 
facture of bank notes and for their transportation by express or post through- 
out Canada; the other costs of operation of that department were $365,000. I 
might explain that that department, in addition to handling all the work of 
putting out new notes during the course of the year, of making them available 
at the ten agencies throughout the country, and of redeeming and destroying 
notes which become unfit for use—in addition to that work the department in 
question has the custody of our gold stocks, it has the custody of the dominion 
government bond reserves and securities of other kinds, and is also the depart- 
ment which handles the work of dealing with subsidiary coins. 

The second cost I have here is the management of the public debt division. 
That work which was previously being done by the government we took over 
last year. That is $191,000, and the total of those two divisions is $1,220,000. 
Now, from this I arrive at the fact that the expense directly attributable to new 
- departments and the directing executive of the bank, excluding taxes ‘paid to 
provinces and municipalities is $439,000. Then I take the profits which could 
only have been obtained from operation of the new organization—let me say 

that those profits do not include any interest or discount on any of the invest- 
ments of the bank nor do they include interest on advances which we may have 
made to chartered banks—they were negligible in any event. They include 
only profits which could not have been earned under the old form of organiza- 
tion. Such profits for the year 1938 were $243,184.76. I therefore arrive at 
a cost of new functions of $196,660.84 for the year 1938. In 1936 at the annual 
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meeting of shareholders I made an estimate on a similar basis. In that year [ - 
figured that the cost of new operations net was about $275,000; but I expressed — 


the hope at that time that as years went on the cost would be reduced. It has 
been reduced in 1938 to $196,000 odd. I expect it will be further reduced in 
1939 and subsequent years. | 


(Statement appears as Appendix “A”) 


I have here a second statement, but before proceeding to that, may I 
take two or three minutes of the committee’s time to mention the volume of 
certain of our operations, to try to give some idea at least of the character 
of our routine functions, which naturally have a bearing on our cost of opera- 
tion. Perhaps the most important feature is this: under the old regime and 
under the Dominion Notes Act the active circulation of dominion notes— 
that is circulation in the hands of the public—was in 1934 $30,000,000. In 
1938 our active circulation was $107,000,000. In other words, there is more 
than a trebling of the figure of active circulation. Now, that active circulation 
figure has a very important bearing on the volume of work. Large denomina- 
tion notes which rest in the hands of the banks require little in the form of 
transportation; they stay there a long time as they are not being actively 
used, therefore they do not require to be redeemed frequently and new 
notes issued. 

The active circulation is active from our point of view in every sense 
of the term. The volume of that work as compared with 1934 has more than 
trebled. Just as an indication I may say that the number of new notes printed 
in 1988 was a little over 54,000,000. That is the number of notes, rather 
than dollar amount. The number of old notes destroyed was 47,000,000. The 
new subsidiary coin issued by our various agents to the chartered banks, 
amounted to $1,483,000. In terms of small coins that represents ‘a pretty 
substantial amount. The smooth and mutilated coins redeemed, including 
withdrawal of the large 1 cent bronze coin, amounted to 11,888,000 pieces. 

The clearing items which we handled totalled 733,000, to a value of some- 
thing over $1,000,000,000. During 1938 4,300,000 coupons were paid, 330,000 
interest checks on dominion government bonds were issued, bonds to a value 
of $235,000,000, exclusive of treasury bills, were redeemed or converted, and 
bonds transferred and exchanged to a value of $105,000,000. During the course 
of these transactions some 40,000 letters of inquiry or instruction were received 
and answered. I may say in speaking of the operations of our securities 
department, that we maintain representatives in both Montreal and Toronto 
for reasons which the committee will naturally understand, a constant minute 
to minute connection with Ottawa is in effect. Our purchases and sales of 
bonds in the market during 1938 amounted to about $200,000,000. Our trans- 
actions in treasury bills with the market in the same year were about 
$120,000,000. As regards our exchange department, I can only say there 
that the turnover runs into a good many hundreds of millions of dollars each 
year. 

The number of our staff is 359, of which about 275 represent staff per- 
forming the functions previously performed by the government, and some 


84 represent the additions caused by the organization of the Bank of Canada. . 


I come now to the second statement, which I shall also, with the com- 
mittee’s permission, put on the record. This statement brings in ‘the figures 
of our total earnings. You will remember that in the earlier statement I 
referred only to those earnings which were of an absolutely new variety, and 
I eliminated all interest on investments or interest on advances to chartered 
banks. The total of those two items, interest on investments and advances to 
chartered banks—the latter amount being negligible—in 1938 was $4,356,446.64. 
The expenses attributable to functions taken over from the government in 
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accordance with the previous statement that I have put on the record are 
~ $1,220,768.47; taxes, $89,908.21; loss on silver bullion, $135,740.18. I put that 
- loss in this particular section of this statement. because of the fact that taking 
~ over of silver was a duty imposed upon us by the government under the 
original Bank of Canada Act to carry out the terms of the London silver 
agreement. Had we not gone into operation the government would have had 
to do that and I estimate the government naturally would have taken this 
loss. The total of these items is $1,449,911.39. Taking that from the interest 
earnings that I have already mentioned there is left an amount of $2,906,535.25. 
- {then deduct the cost of the new functions to which I have already referred, 
namely $196,660.84 and I find that there is a balance available for deprecia- 
tion in assets, for reserves, dividends and payments to government totalling 

— $2,709,874.41. 


- 


(Statement appears as Appendix “B”) 


I have now a third and last statement which was made up in response 
to a question asked by Mr. Tucker in which he referred to the special issue 
of $115,000,000 in bonds, 3 per cent bonds, which was delivered to us by the 
government at the time we commenced operations to balance a liability which 
we had taken over for redemption of the old dominion note issue. I should | 
point out that this statement does not reflect as accurately the change in posi- 
tion as the first one which I put on the record. It necessarily runs back to the 
situation as it was in 1934 without making allowances for different things that 
have happened since then. It shows from the point of view of government 
a more favourable position than the first statement I put on the record. But 
I should say to the committee I think the first statement really more accurately . 
reflects the situation, and I shall also add that while that first statement involved 
to a minor extent the making of estimates, the basis upon whi¢h it 1s made will 
tend to exaggerate the new costs rather than under-estimate them. 

But returning to this present statement, the interest on 3 per cent bonds 
to the amount of something over $115,000,000 issue 1s approximately $3,450,000. 
That is the amount which is being paid annually by the government on the 
bonds. 

Now, I deduct the old government costs transferred to Bank of Canada. 
These are not the figures which I mentioned in the first statement. These 
figures I am now using are, as well as we have been able to obtain them, the 
actual costs in the 1934-35 year to government. Those total some $909,000, and 
I add as well the loss on silver bullion which would have been borne by the 
government. 


By Mr. Taylor: 

Q. And which should have been borne by the eovernment?—A. It would 
have been had the Bank of Canada not been organized, yes. And | find, as you 
will see in the statement which will be on the record, the gross new costs to 
government amount to $2,375,455; that is, cost of interest of $3,450,409, less 
charges which government would have had to bear of $1,000,000 odd, leaving 
this gross new cost of $2,375,455. I find that the profit of the bank, working 
on this basis only, for 1988 available for depreciation, payment to government 
and so forth, which I have previously recited, was $2,410,046. In other words, 
there was an improvement in the government’s position of $34,000 in that year 
as compared with what it would have been had the Bank of Canada not been 
organized. 


(Statement appears as appendix “C”). 
I think that that is all I have here in the form of statements. There was 
a further question raised by Mr. McGeer one or two meetings ago, but if Mr. 
McGeer has left, as I believe he has, perhaps Mr. Chairman, I had better hold 
it over until a later time. 
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By Mr. Deachman: 


Q. There are two or three questions I should like to ask. One-is in con- 
nection with exchange. Does the Bank of Canada act for the government 
owned properties, as, for instance, the C.N.R., in connection with the purchase 
of exchange?—A. Yes, I think entirely. I am not absolutely certain but we ~ 
would, I believe, almost entirely handle it on behalf of the government. 

Q. Does your action for the dominion government and the C.N.R. or any 
other government properties as, for instance, the steamships, enable you to 
secure exchange at a better price than it would have obtained if they were 
operating separately?—A. The government, of course, because of the fact that 
it buys the gold and ships it abroad, has foreign exchange as a result of those 
shipments. The amount of that is sufficient to supply all the requirements of 
the government, the national railways and the other organizations that you 
mention, and still leave the government with exchange to sell. 
| Q. So you are selling exchange, selling Canadian exchange, Canadian 
dollars?—A. Or selling U.S. dollars, shall we say. 

Q. Yes, exactly. The other question I wanted to ask was in regard to the 
treasury bills market of which you spoke. Does the bank function in the pur- 
chase of provincial treasury bills, or has that market developed to any extend?— 
A. So far, I think one may say that so far as provincial treasury bills are con- 
cerned they are held almost entirely by the chartered banks. 

Q. By the chartered banks rather than by the central bank?—A. Yes. 

Q. There is one question I want to ask you and it consists of a statement 
which was published a short time ago. If I can read the statement perhaps it 
will make the point clear. The statement was made from the evidence that 
came up before the public accounts committee, and was in the evidence of 
Mr. Chester Walters, and reported in the Ottawa Citizen on the date of April 
24th and reads as follows:— 

_ Mr. Walters told Leopold Macaulay that Governor Graham Towers 
in May, 1935, told him the Bank of Canada “ would never buy Ontario 
treasury bills except as an open market transaction.” at the same time, 
Mr. Walters declared the central bank was buying the bills of “some of 
the western provinces,” whose credit he did not think was equal to that 
of Ontario. 


Now, that is the lead that is given on the front page andi if I turn over on the 
fourth page of the same day I find this:— 7 

Mr. Walters was asked why no tenders were called for Ontario 

treasury bills, although the dominion government does call such tenders. 

He said there was not such a demand for the provincial treasury notes. 


It then goes on to say:— 


In 1935, Graham Towers, Governor of the Bank of Canada came 
to Toronto and in the presence of Mr. Nixon and Highways Minister 
T. B. McQuesten agreed to buy Ontario treasury bills. A week later, 
Mr. Walters said, Mr. Towers told him “ the bank of Canada would never 
buy Ontario treasury bills except. as an open market transaction.” Wit- 
ness said he believed the Bank of Canada did buy treasury bills of 
“some of the western provinces.” Asked whether he thought the Bank 
of Canada should buy the Ontario securities, he said, “I certainly think 
it should. I don’t believe they’ve supported the province as they should.” 


Now, what I want to get at in regard to that is, what is the basis of the bank’s 

action in a matter of that kind? Does it buy treasury bills of the provinces, 

or has it offered to buy treasury bills of any province, or what was its action 

in regard to this specific matter referred to here?—-A. Yes. In so far as Mr. 

Walters’ statement conveyed the thought that we had agreed to buy certain 
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bills and had later gone back on that agreement, the statement is not correct. 
‘He brought that point up at the Dominion-Provincial conference here in Ottawa 
in December, 1936. I answered in very definite and categorical terms that the 
implication in that statement was not correct, and he then dropped the subject. 
The bank, of course, should be careful, I think, not to embark on controversies, 
if it can possibly avoid it. Statements may be made in the country about us 
which we believe are incorrect; I think in the ordinary course of events the 
only thing we can do is to sit tight and saw wood. In this particular case, 
however, where the statement was made before the public accounts committee 
of a provincial legislature by a high civil servant, I did not feel that we could 
ignore it. I have been in correspondence with Mr. Walters. I finally wrote 
him the last letter a short time ago and said to him that I proposed to send 
copies of the correspondence to the chairman of the public accounts committee 
of the Ontario legislature, to ask him to lay it before the committee at the first 
convenient opportunity, which I assume, as the legislature has prorogued, will 
not occur until next year. 

Secondly, in regard to our relations with the provinces in general, I have 
in the memorandum which I laid before the committee this morning indicated 
something of the character which we feel they should take. Our connection with 
the dominion government are necessarily very close. We are aware of their 
financial position from day to day and from month to month; we are aware 
of what their requirements are likely to be; we lack no information, so to 
speak, in that respect, and unless our relationship with a province could be 
equally close, I think that we would be incapable of giving them proper advice, 
proper assistance. I think that what I might call, if the committee will forgive 
the word, a half-baked form of relationship, a sort of touch and go affair, 
would be not only bad for the bank, it would be also bad for the province 
- concerned, because with the relationship half-baked, the advice might be of a 
_ similar character. We have always expressed that view to provinces, and I 

think that there should be no doubt that all provinces understand that situation. 
_ It has been gone over again and again. 
‘ If a province decided to form or to propose to us to form such a relation- 
_~ship as we have with the dominion government, then I think we could do for a 
- province the type of thing we do for the dominion. 

I think that in the early days there was some thought that the main 
advantage would be to sell us bills or to borrow from us, and that would be 
all. In either form, such a relationship was simply expected to provide an 
additional buyer of provincial obligations, probably at very low rates. I have 
explained to various provinces that that form of approach would be bad: for 
the governments of the country, and bad for the country as a whole. For 
example, you might find that at any ‘one time the sum total of provincial 
borrowings from banks is not far from $100,000,000. I include in that not 
- only the items of chartered bank statements which read, “advances to pro- 
- vincial governments,” but also provincial treasury bill holdings which the banks 

may have and which are very often simply loans in another form. For us to 
loan on that scale and deal with the fluctuations involved as loans of that size 
are repaid and at a later date taken out again is, I think impossible. It is 
the case that if an individual province wanted temporary accommodation of 
$10,000,000 or $15,000,000 pending an issue or something of that kind, and if 
we were its main bankers and financial advisors, we could do that for them 
just as we do for the dominion government; but to consider a central bank 
as the main source of supply of provincial funds, even those required of a bank 
- loan type, involves, I think, a failure to recognize the necessary limitations 
under which we work. Our main concern is the general control of credit, and 
following from that, the cash position of the banks, What that position is has 
_ a material effect on the securities’ market, and it might be, and in fact I think 


Ut tt eee ea 


Se ee Core, Se Me ee es ee 


z, 


374 STANDING COMMITTEE 


‘+ would be the case that if we embarked too rashly on loaning to provinces, 
it would tend to upset the securities market. The securities market 1s of great 
importance to provinces, because they have, with the dominion government, 
billions of securities outstanding. Any disturbance of the securities market 
would much more than offset any advantage gained through temporary loans 
of moderate size. 

As I said in the memorandum this morning, no province has ever asked 
us to act in that capacity. Now, I can only express purely personal views as 
to the reason for that. I have no evidence to support those views; they are 
my own. I believe a province would hesitate to ask us to perform any such 
function for them. I think in the first place a province is liable to say this: 
this bank is very closely connected with the dominion government. If we ask 
the bank to act as our main banker and as our financial advisor, that may 
mean that the dominion government will also know all about our affairs; and 
even if we, the provincial officials, know enough of the situation, to realize that 


that is not the case, and that the bank in accordance with its statute is 


prepared to operate honestly and impartially with provinces, how can we get 
into the heads-of our people that what we are doing here is not some form of 
putting ourselves into the hands of the central authority? I need not explain 
to this committee that a thought of that kind has meaning in various sections 
of the country. 

Secondly, if they disregarded the point to which I have just referred they 
might think along these lines: they might say, well, as the bank is not going 
to provide us with large amounts of funds at low rates, as its main function 
will be advice and assistance of another character, how good is the advice; is 
it worth while taking it? That I cannot answer, someone else will have to do 
that. They might go one step further and say, well, if the advice is good, it 
might be at times too good. Had we not better continue as we are? We have 


a number of strings to our bow, we can play one chartered bank against another. 


if necessary. I do not say that in the sense that something wrong is done. 
I say it in the sense of competitive bargaining, where one bank or market 
syndicate will bargain against another. Perhaps provinces might think that 
produces the best result, for them rather than leaning too much on the advice 
of or connection with any one institution. 

I am not suggesting in any way, shape or form that these ideas, which are 
purely imagination on my part, if they were present in the heads of provinces 
would be in any way wrong ideas. They might be the type of idea that would 
come into the heads of provincial people wondering what was best to do in the 
interests of their own province. 


By The Chairman: 


Q. May I interrupt there to ask you what is the relation between the 
Commonwealth Bank and the state banks in Australia?—-A. In most cases the 
Commonwealth Bank is the main banker; but, of course, the situation there 
is perhaps a very special one because of the existence of the loan council. | 

Q. You mean the loan council formed by co-operation between the Com- 
monwealth and the states?—A. Between the Commonwealth and the states. 
It has certralized financing for the Commonwealth and for the states, so that 
the states do not in the ordinary course of events do their financing indepen- 
dently. 


By Mr. Deachman: 


Q. Would that feeling be present with the provincial governments if the 
pank were a privately owned institution instead of a government owned institu- 
tion?——A. I should say, as Mr. Deachman knows, I am using my imagination 
in respect to the feeling of the provinces. No province has ever said this to me. 
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I do not know whether the question he raises makes any difference or not. To 
some extent the difficulty would exist simply because of our very close connec- 
tion here and our presence in Ottawa; whether it would make a major difference 
or not, I cannot tell. 


By Mr. Macdonald: 


Q. The provinces did not take advantage of the bank?—A. No, they did 
not; they have never asked us at any time. | 


By Mr. Deachman: 


, Q. Is there any difference between your position in regard to or your 
- attitude towards the provinces in borrowing and the attitude which the com- 
- mercial banks would hold to a borrower? In loaning to the provinces you want 
to be assured that the province is solvent—that it is a solvent borrower—and 
because of that you desire that the relationship which would exist between you 
and the province as its advisor should be more or less a continuous one; is not 
that the position?—A. That is true, but over and above that we would have 
» to have considerations in our mind with respect to lending which the chartered 
bank need not have. Chartered bank lending is a matter of its own interest 


i and that of the borrower—between itself and the borrower—we have that 


- 4nterest and over and above that we realize that our actions will change the 
cash reserves of the whole banking system. It is the type of thing, for example, 
~ which one will see at the time of income tax payments. If the dominion govern- 
~ ment deposited all those tax payments in their account with us, the banks would 


have their cash reserves badly cut; in fact a terrific situation would ensue. 


As a result a large portion of those income tax payments are redeposited in the 
banks to avoid that difficulty. The effect of a loan to a province is on the 
other side. For the time being that would swell the cash reserves of the 
chartered banks; it would cut them down when the loan is repayed. It done on 
a small scale it does not make much difference, but if done on a large scale it 
would create constant fluctuations in the banking structure, fluctuations which, 
I think, would disturb the securities markets and would actually be a penalty 
to the governments of the country, dominion, municipal and provincial. 


By Mr. Tucker: 


, Q. I would like to ask a couple of questions which Mr. Towers could 
_ probably deal with at our next meeting. The very fact that once you make 
a loan to the dominion government you increase your cash reserves brought up 
a thought in my mind as to whether there is not a possibility of setting up, as 
they have in the Bank of England, two separate accounts for the chartered 
banks, one which would be regarded as a cash reserve and the other would be 
just an ordinary deposit account?—A. There is none in the Bank of England. 

Q. I understand that the Bank of England takes deposits of an ordinary 
nature as well as operating as a central bank —A. Those are the deposits which 
it used to have when it was a commercial bank. The amount now, I think, is 
roughly thirty million pounds. The tendency is for those deposits to go down 
over a period of years, because the bank is not taking any new accounts of that 


nature and they are allowing the old ones to run off as people die. 


Q. We might deal with that situation by introducing that same sort of 
thing in regard to the government. I do not want to take up the time to go 
into that now. The other thing has regard to the April statistical summary. 
Is that summary out yet?—A. Yes. 

Q. Apparently what I had in mind at the time I asked that it be furnished 
to the committee—perhaps the committee did not agree with me—but I had the 
idea that if the banking and commerce committee were going to follow intelli- 
gently what the Bank of Canada is doing the members should receive that 
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statistical summary right along as a matter of course.—A. If they have not 
received it, it is our fault, because the names of all the members are on the list. 
Q. We have not received it—A. I will check up on it. 
Q. Another point is why the treasury bill yield in the United States is so 


much lower than it is in Canada; why they can obtain them cheaper in the 
United States than we can here? 


The committee adjourned to meet at 4 o'clock. 


AFTERNOON SESSION 
The Cuarrman: Order, gentlemen. We may as well proceed. 


In attendance: Mr. Granam Forp Towers, Governor of the Bank of 
Canada. | 


The CuatrMAN: This morning in reply to a question asked by Mr. Deach- 
man, the governor of the bank made certain statements as to papers that had 
been filed with the public accounts committee of the province. 

Mr. Towers: Letters exchanged with Mr. Walters which I proposed to send 
to the public accounts committee. 

The CratrMan: I would suggest, subject to the will of the committee, of 
course, that it might be as well to have that correspondence filed with us. 

Hon. Mr. Srevens: It is a good idea. | ; 

The Cuatrman: Further, I would suggest that the governor now or at 
some appropriate time relate more particularly the negotiations, if any, that 
were carried on between the governor and the officials at Toronto as to the 
purchase of their securities by the Bank of Canada. 

Mr. Towers: Mr. Chairman, I will send over for copies of the correspond- 
ence and will have them here in time to place them on the record at this meeting. 
May I say that had this been the case of correspondence with a client in the 
form of a province, dealing with the client’s business, I would have asked the 
committee not to press the request for filing of documents, and would have 
suggested that they were written in the course of business between banker and 
client, and to file them would be creating an unfortunate precedent. Of course, 
I am not pressing that in this instance, in view of the fact that this has become 
a public matter in Ontario. I think the situation is different, and therefore I do 
not raise that point on this occasion. 

With reference to the chairman’s suggestion that perhaps there might be 
some further feature of the matter which should be mentioned, in connection 
with the negotiations which took place in 1985, may I say that that will be 
very fully shown in the correspondence. I can only add that I did go to see 
Mr. Hepburn and various others in Toronto in May of 1935; but after explain- 
ing as best I could the general position of the central bank in relation to 
provincial financing, and stressing the fact that what was necessary in such 
a case was the intention of initiating a close relationship, I said that advice 
and assistance of an advisory kind was perhaps the best thing that the bank 
had to offer to any government, I then left the situation as it was for them 
to think over, and at the same time promised that a representative of the bank 
in fact it turned out to be Mr. Henderson—should go there to inform himself 
in regard to their financial position so far as he could in a short space of 
time, so that if they should desire to suggest to us that a closer relationship 
should be formed, we would be prepared in a preliminary way, at least, to give 
that request proper consideration. Mr. Henderson did go and did inform 
himself as well as he could in the course of the day he spent there about 
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he main features of the current position. At a later date I went back and 
ugain explained our position. Nothing further came from these discussions, 
yecausé the province never requested us to act in the only way in which we 
felt capable of acting. 

Mr. Donnetiy: Mr. Chairman, this morning just as we were about to 
-adjourn, Mr. Deachman put a question to Mr. Towers with regard to the 
financing of the Canadian National Railways. I wonder if Mr. Towers could 
tell us why it is that the Canadian National Railway bonds and the dominion 
overnment bonds, both of which are guaranteed, have a different rate of 
terest? Why is it that the Canadian National Railway bonds always carry 
‘much higher interest than the government bonds? 


_ Mr. Towers: The difference in market value between the dominion goy- 
ernment direct obligations and the guaranteed ones is perhaps on the surface 
a little hard to explain. One might believe that one would be as good as 
the other—in fact they are in the end. Well, the difference in yield in the 
market is usually 75 of 1 per cent. I am taking the fairly long-term obliga- 
tions. I am not speaking from the book of course. If the dominion govern- 
“ment obligation yields say 2-95 you may find the Canadian National guaran- 
“teed one yields of 3-05; it is a small difference, but it exists. I think it is mainly 
a market matter, which I find difficult to explain in a way which would seem 
logical. It is a market feeling on the subject; there are certain other features 
which do enter into it, however. One is, as I recall it, that the dominion 
government obligations are exempt from transfer taxes; Canadian National 
Railway ones are not. 


<, 


By Mr. Kinley: 


_  Q. But succession duties as well?—A. No, just the transfer tax. When 
bonds are sold— 


By Hon. Mr. Stevens: 


| Q. Would not the fact that before the government guarantee can be 
made effective in case there was a default, there would have to be certain 
legal matters observed, which might cause some delay and that might in the 
Tight of say, New York security houses, be a slight objection?—A. I dare say 
that enters into it, Mr. Stevens. It is usually the case that a guaranteed 
obligation— 

—  Q. Of any kind?—A. In any private or public guaranteed obligation, 
‘they will usually sell slightly off from the direct ones. 


By Mr. Deachman: 


-  Q. With regard to the dominion government bonds, they have first recourse 
to the government; in the case of the railway bonds their first recourse is to 


é By Mr. Kinley: 

| Q. Is it a fact that because the Canadian National Railway’s head office 
is in Quebec, the province of Quebec claims succession duties on the Canadian 
‘get mixed up if I tried to say exactly what they are. I do know discussion 
National Railway bonds?—A. There are some difficulties there; but I would 
takes place from time to time in regard to that feature. 

‘ The Cuarrman: Mr. McGeer, do you wish to go on? 


Mr. Dracuman: Before Mr. McGeer begins, I should like to make a sug- 
estion with which I think you will be good enough to agree. We have listened 
) Mr. McGeer now for several days, and I—and I feel certain many of the 
thers—would like to hear from some other members of the committee. I am 
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not speaking of this matter as far as | am concerned, personally, because I have 
very few questions to ask; but I have listened to Mr. Landeryou, and you will 7 
recall that I asked some questions of him. I am very anxious to get Mr. | 
Landeryou’s replies on what he would like to do according to his Social Credit | 
point of view. He was speaking and dealing with that matter when Mr. McGeer © 
took it out of his hands and went on with the examination. I should also like to | 
hear from Mr. Stevens, with whom I do not always agree, but who has brought ~ 
out some points from time to time in regard to monetary matters on which I 7 
should like to hear his more detailed explanation. I think in fairness to the rest 
of the committee there ought to be an opportunity to hear from those, and- 
without differentiating between these gentlemen I have mentioned and others, © 
some others who might like to ask some questions. Therefore my suggestion is 
that Mr. McGeer be good enough to give them the opportunity to speak, and 
then if there is any time left the balance of it could be given to Mr. McGeer. 
Mr. Kinury: Let Gerry go on. ! 
Mr. McGrer: I may say, Mr. Chairman, with reference to Mr. Deachman’s — 
remarks that I have discussed the suggestion that he makes with other members © 
of the committee, and if I understand it. correctly, the consensus of opinion was © 
that my line of questioning should be followed ‘out, and they would prefer to. 
put their statements after the facts I was seeking were brought out. | 
Mr. Dracuman: In that case, I should like to ask the committee to give! 
judgment upon that, and if necessary I would move that the other members 
have an opportunity to be heard. I am asking this matter of Mr. McGeer 
more as a courtesy to the rest of the members of the committee than anything 
else. He took the place of Mr. Landeryou when Mr. Landeryou was speaking, © 
and has assumed that the other members would prefer to hear himself to Mr. 
Landeryou and the others. I think there ought to be certain definite limitations. — 
We have limitations in the House of Commons, limitation to a forty minute 
speech, and if the committees are to be constituted so that one man shall speak — 
for the entire session, then it is indeed a very peculiar presentation of the ™ 
argument so far, at least, as I am concerned. 
The Cuarrman: If I might make a suggestion, Mr. McGeer has stated that - 
he can complete his examination this afternoon. If he completes his examination 
this afternoon we will proceed in the way you suggest. ] 
Mr. Deacuman: We have heard Mr. McGeer with regard to that suggestion. — 
As I recall it, quite clearly, he took the position when he took Mr. Landeryou’s 
place in the proceedings that he then proposed to go on and spend a very short 
time on it. If Mr. McCeer is to go on, my suggestion is that perhaps the secretary 
of the committee should notify any of us who have other business to do and 
who might want to go on with other work or go into the house, and then we 
could come in after this examination is finished. ) 
Mr. McGerr: Anybody who wants to do that can do it. 


Mr. Deacuman: Again I submit it should be left to the judgment of the 
committee. 
Mr. McGrer: I have not been here for at least four of the committee 
meetings at all. 
Mr. Deacuman: Then, Mr. Chairman, I move that we give the oppor- 
tunity to other members of the committee to be heard, and after that we can 
sive Mr. McGeer an opportunity to complete his examination. | 
Mr. Cueaver: I have a suggestion to make. In view of your comment 
that Mr. McGeer has indicated that he will complete his examination this 
afternoon, I would suggest to Mr. Deachman that he do not press his motion. 
Mr. Kinuey: Hear, hear. 
The Cuatrman: I think the motion should not be pressed, Mr. Deachman. 
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Mr. DreacuMan: I should like to hear other speakers first. 
| Mr. JAques: With regard to Mr. Landeryou, may I say he does not intend 
to give any plan to this committee, for the very simple reason that he has not 
any. 
The CuamrMan: He said he had. Mr. Landeryou said he had a plan. 
4 Mr. DEACHMAN: Yes. 
q The CuarrMan: I heard the other night in the House of Commons that you 
should not say that a man tells an untruth. That is on record. It is not parlia- 
- mentary. 
Mr. Jaqgusrs: I think the committee misunderstood the term that he used. 
- We have a general scheme, but no plan. As a matter of fact, it was arranged 
in our group that Mr. Landeryou was to occupy and have the first chance to 
_ address the committee, and he is now through, and I am to carry on from where 
he left off; but at the same time it was agreed, I think, that Mr. McGeer should 
have this afternoon to finish his examination. : 
The CuatrmMan: Mr. Deachman, do you withdraw your motion? 
| Mr. Deacman: If I have no seconder for my motion I will leave it where 
it is. I still hold to my original conviction; that it is not a fair presentation 
to present one man’s point of view to the committee. | 
Mr. McGeer: I am not presenting one man’s point of view to the com- 
~ mittee, I am trying to assist the committee to get the basic facts before them. 
- I am happy to say that a good number of the committee have personally com- 
plimented me on the presentation I have made, and I am sorry Mr. Deachman 
doesn’t like it. 
Mr. DeacuMan: I have heard compliments to yourself by yourself. 
The CarrMAN: Order. 
Mr. DracuMman: But I have not heard those other compliments. 
Mr. McGerrr: I suppose you would not want to. 
The CHAIRMAN: Order. 
Mr. Kintey: There seems to be two lines of thought before the committee 
and I think Mr. McGeer represents one of them. I do not agree with him but, 
- at the same time, if he has anything to offer, I think we should try to hear rh) 
Mr. DeacuMaAN: Would Mr. Kinley tell us what would happen to the other 
lines of thought if it took an equal length of time to express them? 
The Cuarrman: I think, Mr. McGeer, you had better proceed. Mr. Deach- 
- man is not pressing his resolution. 


. By Mr. McGeer: 

Q. At the last meeting I was dealing with the problem of finding some use 
that would serve in a practical way the need of Canada for money out of this 
- abundant supply that we have. I think everyone in Canada is interested 
in finding some way to put a portion of that abundant supply to work. I dealt 
the other day with defence, and I should like to draw your attention to a state- 
- ment made by the Minister of National Defence to the Davis Commission. It 
will be found in the report of that commission’s finding at page 11. The com- 
missioner says:— 

During his testimony the minister said:— 

I may say very definitely that the plan of government owner- 
ship as such has never been definitely abandoned; it has just been 
postponed because of the financial stringency which was particularly 
embarrassing to the Minister of National Defence. 


Does it not seem somewhat paradoxical that we should have a supply of money | 
in Canada measured, as we have measured it, at some ten thousand million 
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dollars in excess of what we are using, and yet in the all-important matter of © 
defence the minister of defence should state that “the financial stringency was 
particularly embarrassing” to himself as Minister of National Defence?— | 
A. You referred to a supply of ten thousand million which was not in use, © 
although you recognize, I know, from what you have said before, that ten | 
thousand million of potential paper money is not wealth which can be trans- — 

- formed into shells, shall we say? 4 
Q. Did I say we could not transform it?—A. I assumed from earlier ¥ 
statements from you which are on the record that you did not visualize ten ~ 
thousand million dollars as wealth. ; 
Q. I visualize it as money in Canada.—A. And I also judged from what you ~ 
have said earlier that you realized that paper money is not wealth and that ~ 
when it goes beyond the bounds of serving as a useful medium of exchange it © 
loses all value. Secondly, in regard to any statement made by the Minister of ~ 
National Defence, I have no means whatever of commenting on that. What was ~ 
in the mind of the Minister of National Defence and what was in the mind of © 
the cabinet as a whole is not something for me to comment on. ' 


Q. What was in the mind of the Minister of National Defence and what | 
was in the mind of the cabinet as'a whole when they limited the defence — 
program to the financial expenditures that they did was the plain and simple ) 
fact that the government of Canada did not have access to money for defence — 
purposes?—A. The government must therefore answer any question on that 
subject, not me. 


Q. In any event, you would say that this abundant supply of money which 
is now established under the existing monetary policy of the Dominion is not — 
such a supply as is available to the nation in part for defence purposes?— — 
A. The question of the supply of money, as we have tried to state in various © 
memoranda, is far less important than the question of the physical organization ~ 
of the country. If ten thousand million dollars were wealth in itself, % 
undoubtedly we would be a very wealthy country with the potentiality for ~ 
expansion of the monetary base that we have. But how far that can go depends 
on the business and economic situation of the country and the effect which 
increasing credit will have on that situation. I do think we are talking at cross — 
purposes as it seems to me that there is the thought there that somehow or 
other someone is standing in front of the pot of gold at the end of the rainbow — 
- and keeping ten thousand million dollars from the Canadian people. | 


Q. The thought that I have in mind is that when a group of empire states- — 
men meet together, as they did in 1932, with all the monetary knowledge they — 
have at their disposal, and lay down a policy which calls for the maintenance of — 
an abundant supply of money at low rates of interest, they at least have some — 
idea that there is some purpose to be served from that abundant supply at low 
interest rates, and I am submitting to you that one of these purposes would be ~ 
the defence of the empire nations?—A. I do not think that that group of 
empire statesmen ever intended in any way, shape or form that vast expenditure 
should be financed from increasing the supplies of paper money. They may — 
have assumed that there would be such degree of expansion as seemed to be 
useful from a monetary point of view; that, so far as monetary action could 
do it, development and activity would be encouraged. I think that were they 
meeting here in Ottawa to-morrow they would say that in Canada the recom- 
mendations which were made at that time had been fully carried out. 


Q. You think that in so far as the abundant supply of money is concerned 
we have got all the benefits from it that are available to us?—A. As at this date. — 

Q. As at this date, notwithstanding that we have an unbalanced budget in ~ 
a national government; that we are going behind at the rate of, roughly, 
$100,000,000 a year, and that national expenditures now indicate that we must 
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go behind more than that as time goes on?—A. Is the implication that the 
budget should be balanced by the issue of money to the government? 

— Q. I am not saying anything about that, I am simply asking you, Mr. 
Towers, if you got my question correctly, as to whether or not in the light of all 
these conditions, we have obtained from the adoption of the policy enunciated 
at the empire conference of 1932 and 1933, all the benefits that are available 
to Canada from that policy?—A. The question then resolves itself into this: 
Has Canada got all the benefits which could be obtained from the adoption of 
such a policy as was recommended by that conference? 

' . I understand we have adopted the policy?—A. Yes, but I am going 
to finish that question. Has Canada obtained all the benefits possible from 
the adoption of such a policy notwithstanding—because those were the words 
that were used—governments still have substantial deficits? The only under- 
standing that I can gain of a question put in that form is that some extension of 
the monetary policy would remove government deficits; in fact however an 
extension of government spending, would tend to increase government deficits. 
_ _ Q. But it would also tend to increase national income, increase the power 
_to pay taxes and increase consumers’ buying power and increase general business 
~as well—A. Depending, of course, on the character of the expenditures. We 
have, of course, put on the record anything that we can in regard to that 
‘particular subject. We have put it on the record on at least one occasion, and 
we have not taken the stand-pattish attitude that all government expenditure 
as bad. Not at all. We have suggested that to the extent that it takes place, 
particularly for the purposes which you mention, we in Canada need to exercise 
extraordinary care to try to see that the expenditure is of a character which will 
‘strengthen the economy rather than weaken it. 


é Q. And I read to you a statement of the Minister of Finance in which he 


‘told the House of Commons in Canada— —A. The Minister of National 
Defence? 


Q. The Minister of Finance. I have read you the statement of the Minister 
of Finance in which he told our Canadian House of Commons that the huge 
expenditures now undertaken by the British government would improve business 
in Great Britain even to the point of our being able to improve business in 
Canada through the British improvement.—A. One may improve business at the 
expense of the capital assets of the country, and that I think is what is taking 
piace in England. I think they are having to realize on their past accumula- 
tions in order to carry on. 
; Q. What I wanted to get from you is whether or not you can tell us any 
“way by which this financial stringency which is embarrassing the Minister of 
National Defence can be improved?—A. I think that the Minister of National 
Defence, the Minister of Finance and the government must speak on that point. 
QQ. As governor of the Bank of Canada you have no information to give 
us?—A. I do not think it is my function to give information on that point, if I 
have any. 

Q. I should like to draw your attention to a book which I found very 
interesting on industrial development in Canada, entitled, “History of munitions 
supply in Canada,” by D. Carnegie. This passage is from an article written 
by the Hon. R. H. Brand, and will be found at page 310.—A. Yes. 

Q. You know him, no doubt He is one of England’s outstanding bankers 
to-day, is he not?—A. I think so, yes. i 

i Q. He is a member of the firm of Lazard Freres?—A. Yes. 

> Q. He came to Canada as the representative of the British government and 

set up the Imperial Munitions Board in Canada and arranged for the financing 
of it here? 


Hon. Mr. Stevens: Did you say the book was written by Carnegie? 
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Mr. McGerr: Yes, D. Carnegie. The article in question reads as follows:— 


One of the most interesting and difficult aspects of the Board’s work ’ 
was its financial problem. From the very first there was, as may be 
imagined, no little difficulty in provding the sums necessary to meet the 
board’s great expenditure, and as the war went on, the problem of pro- 
viding American dollars to meet American. expenditure, and Canadian — 
dollars to meet Canadian, became one of the most pressing of the 
problems of the British government—a problem, indeed, which, had it 
not been for the entry of the United States into the war, might have had 
a deciding influence on the whole course of the struggle. When in | 
Ottawa, Mr. Hitchens and I formed the opinion that the Canadian gov- — 
ernment should itself finance, on behalf of the British government at any — 
rate, a very large proportion of the board’s expenditure. Canada had 
hitherto always been a borrowing country. She had borrowed before the — 
war some £40,000,000 a year from England, and it required a great effort 
of imagination on the part of Canadians to assume not only that they — 
were to cease borrowing from England but that they were actually rich © 
enough to lend her large sums of money. Such a development had, in — 
fact, never crossed their minds. While in Canada I urged publicly in | 
speeches before the Canadian clubs at Montreal and Ottawa that it was 
the duty of the Canadian government and people to lend money generously — 
to the British government in order to finance the munitions program, and © 
while we were still in Ottawa the Canadian government announced that © 
they had decided to lend $50,000,000 to the British government for this 
purpose. A little later, as is fully explained in one of the following — 
chapters, the Canadian banks came forward with another large credit, 
and in later months the Canadian government and banks continued to 
supply large sums of money. | 


. Now, what we have there from Mr. Brand is a statement that in 1914 we were — 
unconscious of our own capital wealth in Canada. What I am going to suggest — 
to you is this, that right to-day we face a crisis no less severe than that which 
existed in 1914 and 1915, and notwithstanding that crisis we seem to have lapsed — 
back into the condition of mind that Mr. Brand talked us out of when he told 
us that instead of being a borrowing nation we actually have the wealth to 
become a lending nation—aA. Of course, we are in a sense a lending nation now, 
so I think it would be requiring a considerable stretch of the imagination to 
assume that our frame of mind is the same now as it was then. A country which | 
is financing all its domestic activity, too low a domestic activity of course, and 
at the same time repatriating foreign debts is not a borrowing country. You 
will remember, of course, that what took place during the war was in effect that 
we furnished materials. I am speaking now not of our own contribution of men 
and materials but of those other forms of contribution you have mentioned. 
We furnished materials, and the money lending end of it found effective expres- 
sion in the materials with which we furnished the British government. 


Q. Yes, but Mr. Brand states that instead of borrowing forty million dollars 
a year as we have been doing in the past we were quite able to abandon that 
policy because of our riches and become a lending nation——A. We were able to 
do that for two reasons. We had been borrowing on a large scale for great 
development of which our railways were the major factor; that development 
was tremendous, reaching a peak about 1910 or 1912. At about that time some 
400,000 emigrants entered this country in one year. Now, I do not want to 
labour the point, but the capital for the development which was going on at 
that time was provided in large measure by borrowings from abroad. In 1914 
that stopped; and then as a result of a war we find this new demand for 
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materials and supplies which were anxiously required by Europe; and on that 
basis, of course, we stopped borrowing, and of course, we could lend. It is as 
S] mple at A BC. 

 Q. Of course, at that time we had no production of gold such as we have 
now?—A. We had many other things. 

Q. We had no developed trade and commerce; as a matter of fact our trade 
balances were not nearly as favourable as they have been during the past five 
years?—A. Our balances prior to the war were heavy import balances; naturally 
‘so due to the import of capital. The things merged together. There was a 
period of hesitancy, of course, in our commercial and general industrial life for 
“a time after the commencement of the war, then the demand for war supplies 
“became strong. Then came the wheat crop of 1915, one which to the best of 
“my recollection was the largest in the history of the country and which sold at 
very substantial prices. Of course we could supply credit, because in fact we 
were supplying it in the form of those materials which we had in abundance, 
_ more than we ever had before. 

q Q. Of course, in addition to financing the munitions board we financed the 

Canadian cost of the war as well?—A. Yes,’ 

a Q. Yet we increased our bank deposits from $1,200,000,000 to $2,400,000,000 

- during that period?—A. Did it go up to $2,400,000,000 by the end of the war? 

I do not recall that figure.. There was a substantial price inflation which took 

place during that time. 

he Q. And we have increased our bank deposits again subsequent to the drop 

- during the depression up to more than $3 ,000,000,000?—A. $2,500,000,000. 

x Q. I think we have taken the gross figure, not the other?—A. Oh, both 

- Canadian and foreign? 

Q. Yes. That is $3,000,000,000?—A. Yes. 

bs Q. Now, we had an increase in bank deposits, money wealth of Canada, 
during that period of, roughly speaking, 140 per cent?—A. I think it went from 
Beabout $1,000,000,000 to about $2.000,000,000, an increase of 100 per cent; 


anyway, it was very substantial. 

Q. And we did that in a period of six years?—A. Yes. 

Q. In other words, during the period of the war, that is the six year period 
of the war, we increased the money wealth of Canada, that is the bank deposit 
~ money wealth of Canada by as much as we had accumulated during our entire 
history up to 1914?—A. If I may make a suggestion there, Mr. McGeer, I think 
it would be so much safer—you will forgive me for making the suggestion—to 
get away from the reference to money wealth; because, money most definitely 
is not wealth. What happened was that deposits which are the medium of 
~ exchange, doubled, during that period. And the value of the Canadian dollar 
was about halved; I mean, the value of the Canadian dollar in terms of 
— commodities. 

Q. That was because of the price rise?—A. Naturally. 

Q. And then price levels began to drop and the money wealth again 
increased in 1936, and 1937, 1938 and 1939, and we have more money in Canada 
~ to-day than we had in 1920?—A. Yes. 

7 Q. And prices are away below the prices in 1920?—A. Oh, yes, they are. 
i Q. Yes. Now, isn’t this the inevitable conclusion, that as the volume of 
- money in circulation increases prices fall?—A. No, not necessarily. 


ca 
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a Q. Well now, let me point that out.—A. Yes. 

" Q. I think one of the fundamental fallacies in the economy of orthodox 
finance is to be found there; the assumption that prices will be raised by increas- 


A. But who 


ing the volume of money in circulation is a pure fallacy? 
believes it? 

Q. Well, all orthodox financiers believe it?—A. No, excuse me; not if they 
have any intelligence. Unless orthodox as it is so often-used connotes or means 
stupidity. 
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Q. As a matter of fact, the quantum theory of money is based upon the 
assumption that as the volume of money expands— —A. Oh, no, no, no, Mr, 


McGeer; no such thing. 
Q. I wish you would wait until I conclude my proposition—A. Yes. 


Q. As I understand it the quantum theory of money says, all things being — 
equal, with the expansion of the volume of money prices rise, with the con-— 


traction of the volume of money prices fall; and it is on that theory, that by 
getting money into circulation under a pump-priming program, the assumption 
was that you were going to raise price levels of 1928—A. That theory of course, 
as you stated it, has at the outset that helpful clause, “ all things being 
equal.” 

Q. Yes?—A. Increasing the volume of money, if at the same time velocity 
is declining, will not necessarily result in an increase in the price level. 

Q. No, but if you take the price levels of 1800 and take the increase in the 
volume of purchasing power over the last century and the portion of this 


century that we have run into you will find the volume as a medium of exchange ~ 


rising tremendously throughout the world?—A. Yes. 


@. And you will find a consistent decline in the long-term period in the 
average of prices; and the reason for that I think is because with an increase 
in the volume of purchasing power the volume of production increases to the 
reduction of the average cost with the result that either due to competitive 
influences or the desire to extend the volume of business the producer will reduce 
his prices to the lowest level that is consistent with reasonable profit return on 
his activities. Might I give you one concrete illustration that exemplifies that 
completely: We to-day get automobiles at a price that makes them a thing of 
general use simply because the volume of automobile purchasing power is in 
such great volume that we have mass production and a volume of production 
that puts this type of thing on the market at a very low cost. It is the same 
in our units of travel, and every single item which you want to look at. The 
reflection of an increased volume of purchasing power is to reduce the cost as 
the volume of consumption increases the volume of production. We have had 
that very thing in the war, if I might be permitted to state the facts; we had 
a tremendous increase in the average purchasing power during the period of the 
war after the war period, and we had a tremendous expansion. There was a 
rise in the price level during the war period and it was largely due not to the 
increased volume of purchasing power that came into being but because the 
conditions were opportune for an exploitation of the price level, and in Canada 
one of the most vicious exploitations of the price level we have faced was in 
the issue of 54 per cent tax free bonds. Now, just as soon as that period which 
was opportune for exploitation of the price level disappeared you got the 
immediate reaction of a decline in prices; and what I am saying to you now is 
this, that if we in Canada could find some way of putting into circulation through 
wise investment a greater volume of purchasing power we would do what Mr. 
Dunning says they are doing in England, improving the business of the whole 
community. Now, do you disagree with that proposition?—A. No one in 
possession of his senses would disagree with that proposition. But you said, 
of course, wise investment. And now, we will all agree that the development 
of new industries and a general increase in the productive strength of the 
country, would be wise investment. But if there should be any suggestion that 
I should be asked to speak about what would be a wise or unwise investment 
of public monies, it is there that I think I would be going beyond my functions. 

Q. I mean, I don’t want to embarrass you in your position as Governor of 
the Bank of Canada, but I certainly think you should give us such information 
as you can in your capacity as a public servant operating a publicly owned 
institution largely concerned with banking—A. To go further than that, I do 
not think I should make any statements either pro or con. 


[Mr. Graham Ford Towers.] 
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Q. I am not so sure about that, because after all, this is a committee of 
parliament and we are sitting here discussing this problem because the Minister 
of Finance has thought fit to place before the committee of parliament the 
report of the Bank of Canada and has asked us to review that and to bring in 
whatever recommendations this committee see fit to bring in. So that I think 
- it is only fair to say that this committee is a committee of investigation whose 
primary duty is to find some way of improving the general financial situation 
_ and the general economic situation in so far as the monetary factors are 
concerned and the employment situation in Canada, so far as monetary 
_ factors are concerned—of the whole dominion. So I do not think that you need 
_ to feel that we are not an open committee, free to secure the best advice you 
can give us on any of those subjects. What I should like to suggest to you is 
_ this: When you refer to wise investments do you, as a banker, think that the 
i meeting of the cost of essential national defence is not a wise investment at a 
time like the present?—A. Mr. McGeer, I am sorry we are coming back to that 

impossible hurdle. It is impossible for me to express any opinion in respect to | 
~ such a question. 
_  — Q. Very well—A. After all, it is not a question of information which I 
: have on file, it is opinion. 
Hon. Mr. Stevens: I wonder, Mr. McGeer, if that question could not be 
put in a little more abstract way? 
: Mr. McGesr: I should be glad if you would do it. 
4 Hon. Mr. Srrevens: Let me suggest that you put it perhaps this way: 
- Has the governor of the bank considered or would the governor of the bank 
- consider that’ an expansion of government activity or public expenditure along 
_ the line which parliament would declare to be sound and proper have an 
effect? What effect would it have or would it have the tendency such as you 
_ have been seeking to show? Leave it in the abstract rather than specify defence; 
_ because I can quite appreciate the governor’s feeling. He does not want to say 
“yes” or “no” to that question and probably do violence to the views of the 
- government. 


By Mr. McGeer: 

Q. I think probably it might be put in this way: Assuming that parliament 
would decide on a policy of public expenditure for national defence, using the 
existing facilities for increasing our bank deposits by discounting government 

- bonds at such a rate of interest as parliament would declare, do you think that 
_ we could finance such a program under our present system?—A. Leaving entirely 
out of the question the specific objects of any expenditure, we have said before 
_—and IJ have said again; to-day—that expenditures that increase the economic 
_ strength of the country in any way, shape or form are desirable, whether they 
_ be public or private. The question as to whether this or that expenditure does 
in fact conform to that principle is another matter. If such expenditures are 
_.being made which increase the economic strength of the country, there is raised 
the question as to whether or not they should be financed by borrowing from 
the people or whether they should be financed by the creation of additional 
credit. Whether the latter would be bad or good will depend upon the general 
upward movement in the country’s production. A certain degree of general 
upward movement could, no doubt, be accompanied by a certain increase in 
the medium of exchange, other things being equal; that is, if the velocity did 
_ not increase to an extent which. made it, from a monetary point of view, unneces- 
sary to increase the sum total of the means of payment. That is about all I 
could usefully say on that point, I think. 
Q. Well, Mr. Towers——A. May I add something to that? Excuse me for 
interrupting. We should always remember that activities of that kind do not 
ecessarily depend upon increasing the quantity of credit or paper. 
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Q. Or bank deposits?—A. Or bank deposits. There is always the possi- | 
bility of borrowing from the people. 

Q. Then I take it, from what you have said to us, that the preferable way 
of financing any such program as that would be by borrowing from the people, 
from their accumulated savings which are now in the banks to the extent of 
$1,600,000,000, as I understand it. Is that right?—A. Yes; at least, that is 
the amount of the deposits. 

Q. That is the amount of the savings bank deposits?—A. Yes. 

Q. And your suggestion is that the preferable way of financing public 
expenditures is to borrow from that accumulated reserve of savings in the 
possession of the savings banks?—A. No, I did not necessarily say that. I said, 
first of all, that whether an expenditure was desirable or not depended upon the 
object to which it was to be devoted. If it increased the economic strength of 
the country, all right; if it did not, it is not so good. Secondly, in respect to the 
method of financing, I said that if there were no other general reasons which 
made it desirable for an increase in the amount of medium of exchange to take 
place—if there were no general reasons for that, then presumably the right policy 
is to do it by borrowing the people’s savings. 


By Mr. Cleaver: 
Q. Or taxation——A. Or taxation. 


By Mr. McGeer: 


Q. Or taxation. Then if the public are not willing to lend and taxation has 
reached a point where it would not be wise to increase taxation—because, after 
all, there is a line of diminishing return—then the alternative would be— 

Mr. Kriniey: Stop spending. 


By Mr. McGeer: 


Q. —an expenditure by way of discounting governmental securities through 
the banks and increasing the volume of bank deposits?—A. You make that 
assumption there that the people are unwilling to lend. 

Q. I say, “If the people are unwilling to lend.”—A. Yes, if the people are 
unwilling to lend. I find it very difficult to evolve anything of an orderly or — 
sensible character on the basis of that assumption; because it does mean, pre- 
sumably, that the people have lost confidence in their government, does it not? 

Q. Well, as I thought I put it to you fairly clearly the other day— 

Mr. Kinuey: Or in their country. 


Mr. Towers: In their country? Well, yes. 


By Mr. McGeer: 


Q. —it might be that the rate of interest is not attractive; because, after all, 
the government would fix the rate of interest. But I do not care what the reas- 
son is, Mr. Towers. I say if the people are unwilling, as Mr. Eccles pointed out, | 
to invest; if the tax level has reached a point where it is not wise to increase 
it any further, then is not the alternative—and I might say to Mr. Kinley that 
we are assuming that governmental expenditure is considered essential and 
necessary and has been decided upon; I mean, that is the premise—to discount 
through the banks the government securities and increase the volume of bank 
deposits?—A. Well, certainly history would support that view. In other words, 
there have been many occasions where governments have got into a fix, have 
vot their backs to the wall, and saw no other means of going ahead except on 
the basis which you mention; and they have done that. 

Q. Yes; and what you call a “fix” is either a crisis of war which means 
defence of the realm or an economic crisis in which the internal fabric of the 
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nation is crumbling because of inability to maintain orderly progress with 
reasonable prosperity?—A. It has crumbled for various reasons in various 
countries. 

Za Q. Whenever you get a condition where your defence of the realm is an 
essential necessity, should you not move to that defence? And if your people 
_ will not give you their money on the terms upon which you want it, and if you 
have got taxation to the point where you cannot increase it any more, should 
- you not resort to the process of increasing your bank deposits by discounting 
~ your securities?—A. It is a contradiction in terms; because if it is the policy of 
_ the government to do such and such a thing, your people must give it to you. 
The Cuatrman: The people are the government. 

: Mr. Krnuey: There never was any question in connection with the defence 
of the country as to the country not being able to afford it if they wanted to. 
- It was a matter of policy. He says the government has been stingy or that 
they will not give him that much money. 


Mr. McGeerr: He does not use that language. 
Mr. Kinutey: That is what he means. 


S Mr. McGurr: I do not think so. He says it has been postponed because of 

_ financial stringency which was particularly embarrassing to the minister. 

i Mr. Krnury: One reason is as good as another. 

i Mr. McGzer: I would say this: If we are to accept Mr. Kinley’s state- 

~ ment, then the government refuses to spend money for defence nothwithstanding 

that they have got the money. 
Mr. Cieaver: No; they do not want to increase the debt. _ 

Mr. McGrrr; Then, of course, if you must increase the deficit, it 1s because 

~ you have not got the means. 

Mr. Kinuny: My statement is that the fact that they did not spend more 

in defence is no evidence that the country is without resources; that is all. They 

ean get them if they want to. 

The CuairMaNn: I suggest we do not labour the point. It is now five min- 

utes after five. Time is passing very quickly. 

Mr. McGzer: Mr. Chairman, I want to point this out. I came here in 

the hope that I could make some contribution to the improvement of the finances 

of this country, and I thought this committee was one place where we could have 

a free discussion upon that matter. I thought when we came to this parlia- 

ment we came here with a great purpose to fulfil. Let me for one moment— 

t The Cuarrman: Mr. McGeer, I am just suggesting this. 

es Mr. McGrer: Let me read a statement— 

The CuarrmMan: I was just trying to suggest that time is passing. You are 

not going to be here to-morrow, and I thought you wanted to complete your 

examination by six o’clock. 

. Mr. McGerr: I am not in any hurry to complete an examination that will 
solve the unemployment problem or the problem of distress and poverty that 
exists in this nation. 

The CHarrMAN: I understood you were. 
Mr. McGeerr: Let me put on the record one statement of the Prime Minister 

_ of this country to-day, which was made at the close of the last campaign and is 

his statement to the people of this nation as to what this government would do 

a under his direction. He said:— 

| In the new era which dawns to-day, the struggle for the rights 

of the people will, in the realm of economic liberty and security, be carried 

on as never before. Poverty and adversity, want and misery, are the 
enemies which Liberalism will seek to banish from our land. They have 
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lain in wait at the gate of every Canadian home during the past five years, 
and their menacing mien has served to destroy the souls, as well as the 
minds and bodies, of an ever increasing number of men, women and chil- 
dren in our land. We take up at once, as our supreme task, the endeavour 
to end poverty in the midst of plenty, starvation and unnecessary suffer- 
ing in a land of abundance, discontent and distress in a country more 
blessed by Providence than any other on the face of the globe, and to 
gain for individual lives, and for the nation as a whole, that “health 
and peace and sweet content” which is the rightful heritage of all... 

The election is an endorsation of the Liberal view that credit is a 
public matter, not of interest to bankers only, but of direct concern to 
every citizen. It is a verdict against a privately owned and controlled 
central bank, and in favour of a properly constituted national bank to 
perform the functions of rediscount, and the control of currency issue 
considered in terms of public need. There can be no mistaking the demand 
for a restoration to the government of Canada of: control over credit 
and currency issue. As the campaign proceeded, the issue of the control, 
by the people, of all functions of government, through their representa- 
tives in parliament, and not by any other power became increasingly 
clear. The electorate has declared that a responsible ministry, not or- 
ganized finance and international money power, is to control in all 
matters of state. 


This is the first opportunity we have had as a banking and commerce committee 
to discuss those problems in a long period of more than four years; and what do 
we find? One of my colleagues from the government side asking that I be shut 
out of the discussion in this debate. 

The CHAtRMAN: No, no. I beg your pardon. 

Mr. McGrrr: When I start to examine the head of the Bank of Canada 
on how we are going to improve the means of financing the defence of this 
nation, I am told by the chairman of this committee that he has got his eye on 
the clock and that he would like to help me to get through. 

The CuatrrMAN: Mr. McGeer, please. 

Mr. McGerrr: I can quit right now if that is the wish of the committee. 

The CHAtRMAN: Listen to me for a minute, Mr. McGeer. You misunder- 
stood the situation. 

Mr. McGerer: I did not misunderstand it. 

The CuHatrMAn: Yes, you did. J understood you were anxious to complete 
your examination this afternoon. When Mr. Kinley made an interruption, I 
intervened to say that you should be given the opportunity to go on and continue 
your examination. I want to say this also, that there are other members of 
the committee who would like to do some examining. 

Mr. McGrrr: I am quite willing to turn it over to other members of the 
committee any time members of this committee ask me to do so. 

The CuHatrMAN: The understanding was that you should have this after- 
noon; and I was trying to carry out that understanding. 


Mr. McGeresr: I am doing the best I can 
The CHAIRMAN: Go ahead. . 

Mr. McGenr: to make some contribution that is worthwhile. 
The CHAIRMAN: You are making one. We all admit that. 


Mr. McGrer: I have no quarrel with the Bank of Canada or anybody 
else, but I have a desire to see a land more blessed by providence than any 
other land on the earth, facing squarely and honestly the problem of making 
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Te nditions better for thousands of destitute Canadians who are only destitute 
in Canada because of the misguided monetary system from which we are suf- 
fering. 

The CHatrmMan: You have no monopoly in that desire ; we all have that 
desire. 

Mr. McGrrr: We are coming to a time, Mr. Chairman, when we are 
_ going to discuss these issues again with the people of Canada. 


The CHAIRMAN: Quite right. : 


- Mr. McGrrr: And we ought to be able to get something on the record that 
_ will help us to discuss that intelligently when that time comes. 


Mr. Kinury: Let us discuss that. 


a Mr. McGerr: We will do that. If, Mr. Chairman, the discussion of how 
to finance the defence of this nation at this time is not a pertinent matter in 
_ this inquiry, then I wonder what possibly could be? 

2 The Cuamrman: Mr. McGeer, I suggested that you should be allowed to 
- continue your examination without interference. 

Mr. McGuer: I know. 

Mr. Ktnuey: Without questioning? 


; The CHarrMan: Yes, at the present time. This is Mr. McGeer’s afternoon. 
_ Let him complete his statement. You can have to-morrow. 


*. Mr. McGerr: I have said to the members of the committee on other 
- occasions that I do not want any member of this committee to feel that they 
cannot ask me any questions or get any information from me that I can help 
them with. 

The CuatrMan: There are other people who want to go on. 


Mr. Cueaver: I think Mr, McGeer has entirely minunderstood our chair- 
-man. I think the chairman was trying to help rather than hinder you, Mr. 
~McGeer. I think you took him up wrongly, 


f The CHAIRMAN: Continue; we shall talk about it after. 


By Mr. McGeer: 
¢ Q. Now, Mr. Towers, there is another matter. You do not seem to be of 


i the opinion that if we put people to work in Canada financing a development 
of armament program based on our great mineral industry, that it would be 
_ something that would improve the wealth and security of the nation?—A. I did 
not express any opinion whatever, Mr. McGeer, and having in mind that so 
~ far as I know the object of the committee in having a witness before them is to 
_ ask him for such information as he may be able to give, and not expect him to 
_ pass on government policy or anything of that kind, it seems to me that ques- 
‘tion, which puts answers into my mouth, is far more suitable to the tactics of a 
court than it is to this committee. 
g (). Well, I think we had better leave that alone, because we have got along 
_ very well so far. I think probably we would be better off if we let that go. I 
_ put that question to you again, and I want you to follow it, and I will put it in 
_ another way. I say to you, that in the light of modern world conditions, Canada 
_ has a duty and an opportunity to establish an armament industry based upon the 
_Manpower idle and the mineral resources of this country, that will add to the 
Security of the nation and will improve the economic situation within the nation 
_ by giving worthwhile employment to large numbers of people, and that such a 
program could be financed out of the abundance of money that is available 
_ under our existing monetary policy? Have you any fault to find with that?— 
A. Any expenditures, whether they are on armaments or other things, which add 
to the economic strength of the country can be financed without any sacrifice 
on the part of the people. If it is a form of expense which does not add to the 
7 
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economic strength but is nevertheless considered by the government and the 
people to be essential, no doubt that can be done too on the basis of sacrifice 
by the people. I cannot add anything to that, I think. 

Q. Well, now, I go back to the proposition of tourist trade, and I will put 
it to you in the same affirmative way. I say to you that inthe light of our. 
position in Canada, we in this dominion, can to the advantage of the nation 
and to the advantage of our international balance of payment, embark on a_ 
program of highway construction, improvements to parks, beaches, centres of | 
natural beauty and natural wonder, a broad program of beautification of both 
city and countryside from coast to coast, and that we can finance that program 
to the advantage of the nation and relieve unemployment by such a course. 
Have you any fault to find with that?—A. I say— . 

—Q. And that we can finance that out of the abundance of money that we 
possess?—A. I am afraid I shall be trying your patience by practically repeating 
what I said before. 

Q. If you would like to shorten it, you could say in answer to that question, 
“see the answer I gave to the previous one.”—A. That is, a useful expenditure ~ 
does not drag a country down, and therefore, as you will see by that, I feel that 
I cannot answer in a way which would be in the form of endorsing this expendi- © 
ture or that or the other. I think that that is hardly my function here; other 
people are just as capable of determining whether such expenditure is a strength- 
ening expenditure or not. : 


: 


By Mr. Cleaver: 


Q. Don’t you think you are drawing the line too fine when you say that? 
You are the governor of our central bank. Should not you express an opinion 
as to what are the expenditures which would add to our economic strength ?— 
A. We are speaking now specifically I think of public expenditures— 

Q. No, in general. What type of expenditures in general? 


By Mr. McGeer: 

Q. I was speaking of the tourist trade. The tourist trade is specific —A. 
If it is a question of private expenditure it, of course, always passes the test of, 
can it earn its keep? so to speak and the expenditure goes ahead on that definite 
basis. In respect to public expenditures there are various kinds where the 
government has to say, we cannot specifically draw a revenue from this, but 
we think it is of a character which will strengthen the country as a whole, so 
that indirectly we ean get it back. 


By Mr. Cleaver: 

Q. Your opinion being a non-partisan opinion, I take it, would be of great 
use to this committee, and I should like’to press for an answer to Mr. McGeer’s 
- statement.—A. I may have the wrong view, after all I may be wrong in a lot, 
of things; but I do think it would be quite wrong for me to urge or recommend 
any particular form of government expenditure, which is, after all, a very 
intimate question of government policy. 


By Mr. McGeer: 


Q. Of course, we have gone back to that. We have gone over that again. 
As a matter of fact, I want to say, Mr. Chairman, and I do not want to say it 
offensively, that I thought when I read the preamble to this act and read the 
Canadian Macmillan report that one of the things we were going to get from 
the governor of the Bank of Canada was some advice on what we could do 
financially. Now, apparently we are not getting that. However, that is a 
matter for you to decide—A. I do not think that is the case, Mr. McGeer. IL 
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ihink that if the Eesreenen decided that it was going to go ahead with a 

policy of expending money on certain things— 

The Cuatrman: Including roads— 

| Mr. Towers: Including anything which they thought would add to the 
economic strength of the country— 

Mr. McGesr: This committee, if you will pardon me for saying so, is 
here, as I take it, to carry back to the government some recommendations as to 

what might be done to improve the economic conditions of this country. 

Mr. Cieaver: That is right. 

a Mr. Towers: The government having decided that it is going to do such 
and such a thing has then various alternatives with regard to finding funds. 

a Mr. CieAver: Before we decide, have not we the right to know from you 
- in the light of our financial situation how far we can go and how best we can 

move to reduce the cost of any program of necessary development to the 
— minimum? 

Mr. Kinury: That is for us to decide. 

Mr. Cieaver: I wonder if you would permit me to say this. Would this 

- question embarrass you, Mr. Towers: what in your opinion is the best form 

- of expenditure which this country could make to add to the economic strength 

of Canada? 

4 Mr. Kinuny: He has said that before. 

Mr. Cieaver: No, no. 

Mr. Towers: I think that is a question of policy. 

Mr. Lacroix: Mr. Chairman, we understand the governor of the Bank of 
Canada is supposed to advise us as to the best way of financing this country. 
I do not believe the governor of the Bank of Canada now is telling us anything 
about it. He is just avoiding it in his replies. 

The CHatrrMAN: I doubt if that is our reference. 

Mr. Crieaver: Let us get an extension of our reference, then. 

Mr. McGrer: We may have to do that. 

Mr. Towers: I think what happened is this: the government decides on 
- the expenditures and then they are financed in the best way possible. 

Mr. CieAver: Mr. Towers, should not you— 
Mr. Lacrorx: You are supposed to advise the government. 


By Mr. Cleaver: 


Q. Should not you tell us what in your opinion is the best form of expendi- 
ture to make to add to the economic strength of this country’?—A. If that were 
the intention then certainly the Bank of Canada would have to be equipped 
with engineers, with a vast staff which would be ranging the country trying to 
decide what were the best forms of expenditure. 

Q. Who is better placed to advise us than the central bank in that regard? 

The Cuarrman: Mr. Stevens and Mr. Ross and I will advise. 


Mr. Towers: If I am wrong, then I think functions of that type should 
be more clearly indicated, because it is not the function which is performed so 
far as I am aware by any central bank. 
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‘ Q. I can tell you this, that everybody throughout this country from one 
end of it to the other, is anxious to see idle men and idle money—-—A. I realize 
that as well as you do, Mr. McGeer. 
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Q. —put together in some constructive enterprise. Every man and woman 
in this country is anxious to see our social services expanded, with the exception — 
of a very, very few who place money values above human values.—A. None - 
of whom are in this room, I am sure. 

Q. I do not think there are any here. 


The CuainMAN: Nor in Canada. 


By Mr. McGeer: 

Q. I am glad to hear that. I am afraid I hear expressed from time to 
time through some of our. newspapers, suggestions that a great many of our 
social services are unnecessary and an improper burden for the taxpayer to ~ 
carry. However, I won’t go into that now. Do you feel that the possible invest- 
ment in defence—I have dealt with the possible investment in tourist trade 
development. Now I come to the question of social services, and I think [ can © 
say to you that after reviewing most of the countries of the western civilization, 
that notwithstanding that our dominion is more blessed by Providence with | 
wealth than any other land on earth, .we lag far behind all western nations in | 
the matter of social services. Do you think when we pay pensions or con- 
tributions to those whose standard of living is raised from a level below that 
which it should be to the level that is commonly accepted as right and reason- 
able, that that expenditure of money does not increase the consumers buying 
power, which would not exist if those services were not performed by the 
government? Do you agree with that?—A. If I were here as an ordinary 
citizen of the country I would answer that question quickly enough, but I am 
here as governor of the central bank. I can express within certain limitations, 
within the limits of my knowledge, views in regard to any particular method 
of financing which may be proposed. Further than that, I am sorry to say, 
I cannot go. 

Q. Then I put it to you this way: That with our abundant wealth of 
resources and our abundance of money are we in a position to undertake and 
finance a program of improved social services throughout the dominion, in your ~ 
opinion?—A. I would say that whatever policy the government may decide — 
upon can be implemented provided they are willing to ask the citizens of the 
country for the ways and means with which to do it. 

Q. Now, I come to another matter. We do know that our provincial 
governments are desperately in need of finances to carry on the functions of 
provincial government as are demanded by the people whom those provincial 
governments represent in the provinces. Do you think that out of the abundant 
supply of money which is now available to us our national government can 
finance any substantial measure of assistance to the provincial governments ?— 
A. I can only repeat that money is not wealth; that governments can follow 
what policies they choose to adopt; that in certain cases they have to ask the 
citizens to supply sinews of war; and if it were the case that through the 
expansion of credit or currency on a tremendous scale one could produce a 
rabbit from a hat and make it possible for the governments to do all the things 
which they desire to do without asking for any sacrifices on the part of the 
citizens of the country who are able to make sacrifices—that is, those who are— 
if it were the case that by some monetary legerdemain it were possible to have 
all these things without sacrifice, then certainly I would be open to criticism, 
and any central bank would, if, it stood between the people and this pot of gold. 
But that, I do not believe, is the case. 

Q. If what you are telling me now is correct we come back, of course, to 
the proposition that there is not very much to this new monetary policy that 
was laid down in 1932 and 1933 and which the Dominion of Canada has adopted, 
because you now say to me that to get access to that abundant supply of 
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noney involves something like taking a rabbit out of a hat or something like 
removing the Bank of Canada from its position between the people and this 
fen thousand million dollars which you have told me— —A. Is not wealth. 

— Q. —is available—A. Is not wealth. 

_ Q. Well, you say that, but what I want to get at is this: It may be a purely 
‘illusionary proposition and the policy may be of no value but I cannot. bring 
myself to believe that the men who laid down that policy intended to create 
that abundant supply of money at low rates of interest unless they had in mind 
_ that it would be accessible for defence, for trade develapment, for social services, 
for the betterment of provincial governments, the betterment of municipal 
governments, the improvement of the standard of living, the distribution of 
_hational income and the well-being of the people at large—A. Yes. Well, that 
abundant supply of money, at least a much more abundant supply of money 
than was available at that time, has come into being in Canada. The results 
have been that governments, not only the dominion but others who had credit 
_ standing, have been able to finance public expenditures on a tremendous scale 
_ during the course of the last ten years. 

: Q. By going in debt?—A. In fact, I was going to say the complaint which 
_ comes from certain directions is that the debt increases have been too large. We 
have referred to figures in previous meetings. They are very large. Govern- 
“ments have been able to do that, and in general without adding—certainly this is 
true so far as the dominion is concerned—to their interest charges. That has 
‘involved sacrifices on the part of the people throughout the country. In other 
_ words, the good which has come to governments, in respect of being able to 
borrow great additional quantities of money and reduce their charges at the 
‘same time, has not been costless in any sense; it has represented a sacrifice on 
the part of the people. : 

Q. What sacrifice, for instance?—A. A sacrifice on the part of the people 
who hold fixed interest obligations or who have savings deposits or who have 
life insurance policies. Naturally they find their income very much reduced. 
Now, that is not criticism on my part of that policy; I just mention that they 
Epo had to make this. sacrifice. Now, if it should be decided that the same 


policy should be pursued, perhaps even on a much larger scale, all I am point- 
~ ing out is that it is within the power of parliament to do so, but that parliament 
_ would not want to do so without knowing it was imposing a material sacrifice 
on a certain number of the Canadian people. 


x By Mr. Kinley: 
t Q. Much of this provincial debt in eastern Canada 1s revenue producing? 
—A. Yes. 
Q. For instance, hydro, and all that sort of thing?—A. Yes. 
Q. It is really an investment which builds up an asset. Even roads. There 
are some things like defence from which there is no revenue, but that is different 
~ altogether. 


} 
% By Mr. McGeer: 
¥ Q. I have dealt with roads. I have dealt with social services, I have dealt 


with provincial assistance, municipal assistance, and I think that policies of 
_ bonuses to industry which are in existence in practically every nation in the 
world to-day— —A. If I might make my position a little more clear and per- 
haps a little more understandable it is this: I do not suggest for a moment that 
_ there is any amount of public expenditure that a government cannot undertake 
_ provided it realizes that it is asking for a sacrifice on the part of someone in 
_ doing so, and provided the people as a whole are willing to make the sacrifice. 

___ Q. I want to come to that, I may be entirely wrong, but I find myself 
believing that I can read the declarations that were made prior to the last 
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election; that a new era was going to be ushered in and that that new era was 
going to come primarily through the institution of governmental power to con- 
trol and regulate the creation, issue and circulation of the medium of exchange 
in terms of public need, not private gain. I thought by that that we were going 
to be able to attack the enemy, poverty and destitution and unemployment, by 
seeing to it that a better and more sustained circulation of the medium of exchange 
was brought about. What I want to point out to you is this: We apparently have 
an abundant supply; we have destitution and unemployment facing vast oppor- 
tunities for constructive Canadian development. For instance, the number of 
people who are destroyed through the failure to eliminate level crossings in this _ 
country is a crying shame to the whole administration of this nation. That is” 
only one item. We do not need to import any materials. We have an abund-_ 
ance of idle labour, and yet, for some reason, we cannot find the means of putting © 
labour and material together to make our highways safe against the destruc-— 
tion of human life. Now, is there no way by which we can finance public enter- 

prise, no way by which we can exercise control that will reduce the cost of 
money to governments and provide the medium of exchange that Shae 
must have to put men at work on materials to produce things that are needed ~ 
and worth while within the nation?—A. I think that question has come up 
before in various ways and that in effect, although you may not quite agree — 
with this method of putting it, it simmered down, in fact almost all the questions — 
that have come up in the committee have simmered down, to this: Is there no” 
costless way in which these things can be done? Now, I have failed to find a 

costless way. : 

Q. All right, let me put this proposition to you. On your own evidence it 
is now established that the money of Canada is a creature of the laws of” 
Canada?—A. Yes. 

Q. That parliament does, by enacting laws, provide the means of creating, 
issuing and, in a measure, controlling and regulating the circulation of Canadian 
money. That is correct?—A. The amount; hardly the circulation. 

Q. The amount. All right. Will you tell me why a government with power 
to create money should give that power away toa private monopoly and then 
borrow that which parliament can create itself back at interest to the point of 
national bankruptcy, because, if we cannot finance the things that are necessary 
it means that this nation cannot meet its current obligations. But we will 
eliminate the question of bankruptcy and leave the question: Why should a 
government with power to create money borrow that money at interest?—A. 
Presumably it does so because it wants to give the people a medium of exchange 
with which they will be satisfied. Now, speaking of borrowing that money, we 
realize of course that the amount which is paid provides part of the operating 
costs of the banks and some interest on deposits. Now, if parliament wants to 
change the form of operating the banking system, then certainly that is within 
the power of parliament. Secondly, if parliament decided that it would proceed 
with such and such an expenditure by means of legislating for an increase in 
the note issue—two hundred, five hundred, a billion dollars—there are no limita- 
tions on parliament; it could do so. I would not be here to say that parliament 
must: not do this. That would be foolish. Parliament can do as it sees fit. I 
can express opinions for what they may be worth on the results of any given 
method of financing. 

Q. I put the question to you: If I as an individual had the power to create 
money, do you think that I would ever give that power away and then borrow 
back that money which I could create at interest, without being completely 
lacking in any understanding of sound business principles?—A. If you thought 
it was more profitable and more effective to do so, I daresay you would. 

Q. Can you conceive of anyway by which I, as an individual with power 
to create money, would give it away and then borrow it back at interest which 
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ould be more profitable to me?—A. Of course, what an individual might do is 
ifferent from what a government might do, because the government acts in 
vhat it conceives to be the national interest. 

 Q. If I did that, I would find myself loaded up with unpayable debts.—A. 
“Is your sole vocation, under this assumption, one of creating money? 
‘ Q. Yes, and carrying on my normal activity. 

Mr. Cuarx: Might I interrupt Mr. McGeer? Mr. McGeer states, I believe, 
that money is created by the banks by a system of bookkeeping. Is not the 
function of bookkeeping to record transactions? It does not create money, does 
mi? 

Mr. McGerr: I think if you will read the record, Mr. Towers answered 
that very fully. 

Mr. Cuarx: Your idea is that the bankers make money by a system of book- 
_ keeping? 

Mr. McGrrr: As I say, the record is quite complete with respect to Mr. 

Towers’ views on that. 


By Mr. Kinley: 
Q. While we are on this question of interest, Mr. Towers, who determines 
it? We all know there is a 7 per cent limit, but is there a monopoly control of 
interest rates in Canada? How is it determined, by the banks just getting to- 
gether and saying this will be the rate, or is there any way that they must arrive 
at it by scientific process?—A. I would say that it is a question of survival as 
much as anything else. 
Q. What do you mean by survival?—A. Survival in relation to meeting 
- operating expenses. 
| Q. And their rate is determined so that they make a profit?—A. So they can 
_ keep alive. 
| Q. Do you think in the last fifty years they have made an abnormal profit? 
_—A. I should think that a great many people would try to avoid that question 
because the suggestion that the banks have not made large profits 1s a most 
unpopular suggestion. 
Q. Yes?—A. I could not. 


By Mr. Cleaver: 
Q. And almost an untenable suggestion? 
The CHarrMAN: How many years did you ask for? 
Mr. Kinury: Go back 25 years. 
The CuarrMAN: How many banks have failed in that time? 
p Mr. Krinuey: There have been some, there was the Home Bank, and the 
little banks in Nova Scotia all got squeezed out. 
Mr. Towers: I suggest that most people would answer that in the popular 


| way and say that large profits had been made. I could not say that. I would 
not be telling the truth if I did say it. No, they have not. 


By Mr. McKinley: 


Q. Now, just for a moment, it seems to me that in the last ten years that 
the institutions of this country that have consistently made money, notwith- 
standing your answer, have been the financial institutions of the country ?— 
A. It is true, if you put it on that basis, that the banks have been able to carry 
on paying dividends. 

Not only the banks but the trust companies as well?—A. We were 
speaking of the banks, I do not know the situation with respect to others at 
all well. It is true the banks have been able to continue paying dividends 
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whereas various industries have not. Whether that is desirable or not must be 
a matter of opinion. It is true that if they had been forced to eliminate dividends 
it might have created disturbance in the minds of the people. 

Q. There is an impression among the people of this country that the banks 
of this country are very strong, and that is very desirable?—A. Yes. 

Q. And they control the situation? After all, it just comes down to the 
question of the individual, it is a thing between me and my banker, whether 
he thinks I am to get the money or whether he thinks that I am not to get it?— 
A. Yes. | 
Q. Now, that auditorship is distinctly in his hands?—A. Yes, and then 
there would be the question as to whether with ten banks, is there sufficient 
competition? So that if one will not provide your requirements you may go 
to another with some prospect of filling them. 

Q. There is one thing about the banks, though, they never quarrel, at 
least not in the open; they keep things to themselves in that regard, they co- 
operate at least in so far as things of that kind are concerned. I think there— 
is competition, and that it is good business. Anyone who has a good business © 
does not need to worry, it is the one who is just on the borderline of solvency 
that worries. 

The CuarrmMan: They did not quarrel, but they had differences of opinion 
before this committee last year. | | 


Mr. Kinuey: Yes, I know. 


‘ 


1 


By Mr. McGeer: q 

Q. Now, the point that Mr. Kinley raised there is the very issue that we 
threshed out I thought in the last election, that instead of leaving the bankers 
in control we were going to transfer this control of the issue of currency for 
public needs from the bankers.to the government. Now, you do exercise some 
control in the Bank of Canada?—A. Yes. 
Q. As I understand it your control is— A. Quantitative, you might say. 

Q. Yes, your controls were outlined to us by Mr. Dunning, I think, on two- 
different occasion in the House of Commons, and I think he gave us the state-— 
ment that the method of control was first through the Bank of Canada’s power 
to fix the rate of interest at which the Bank of Canada loaned legal tender cash 
to the merchant banks; is that right?—-A. Incidentally, the importance of the 
bank rate both in this country and most other countries, certainly in the United 
States and in the United Kingdom, has been negligible during the last four. 
years. It may become important some time in the future if banks need to- 
borrow; but for the last four years because of the easy money policy it seemed 
to be quite unnecessary to vary the bank rate of the United Kingdom, the 
United States or Canada; therefore, it may be left out of consideration for 
the time being. | 
Q. Yes, as a matter of fact, on the legal reserve minimum our banks have | 

on deposit far more cash than they require to increase their bank deposits?— 
A. On the legal reserve; I would say that in fact a reserve of between 9 and 10 
per cent is the proper one with which they should work. . . 
Q. A proper one?—A. When parliament fixes a rate of 5 and the banks. 
arbitrarily step in and say we have decided to raise that rate to 10, who controls” 
the issue?——-A. Parliament fixed the legal minimum. Parliament never said to 
the banks—you who have been operating in the past on about a 9 or 10 per 
cent basis, should reduce that to the legal minimum. No such thought was in 
their minds. There is another aspect to the matter, if the banks could operate 
on a reserve of 5 per cent it would mean that our earnings assets would be just 
that much less. . 
Q. As a matter of fact, what parliament had in its mind—and I happened 

to be very closely in touch with parliament at that time—was that there was 
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ing to be a reserve minimum produced that would permit the banks to expand 

with new investments so that we would have a general revival of prosperity in 

Sanada?—A. Of course, they have expanded very greatly during the course of 

the last four years. 

Q. Right. Are the banks borrowing legal tender cash from the Bank of 

Canada to-day ?—A. No. 

é Q. Will you give me a statement of the bank balances; that is, each of the 
~ merchant: banks’ borrowings from the Bank of Canada since 1935?-—A. I would 

Back you not to press that question, Mr. McGeer, because I think that it would 
be disclosing the business of a client in a way which might seriously prejudice 
the Bank of Canada’s operations. 

3 Mr. McGerr: All right. 

Mr. CiEeAvER: Give us the yearly totals, there can be no objection to that. 

Mr. Kintey: How about market transactions? 


Mr. McGeer: I am coming to that in a minute. 
is By Mr. McGeer: 
é Q. When you say as the result of the easy money policy adopted by the 
_ Bank of Canada there has been no need for borrowing on the part of merchant 
banks and consequently no operation to influence the rate the Bank of Canada 
\ fixes for borrowing— —-A. In so far as the bank rate is concerned. But we 
have influenced rates very greatly in other ways. 
! Q. I am talking about the bank rate. It is because you have supplied a 
sufficient amount of cash so that the banks have their reserve legal tender 
requirements for so many months in our existence without paying any interest— 
‘ A. Excuse me, Mr. McGeer; we went over that point in detail either at the last 
meeting or the one before, ‘and it shows in the record; we did increase their 
cash by buying additional assets for the most part additional securities. 
-. Q. 1 am talking about the bank rate—A. I am not talking about it, 
however. 
: Q. What was your revenue, your interest charges made to banks for the 
loan of Bank of Canada bills during the last three or four years?—A. Bank of 
Canada bills—of course, we don’t loan the banks in that form; but speaking 
from memory I would say that the neh abel on amounts borrowed by banks in 
1938 would be around $12,000. 


Hon. Mr. Stevens: Might I interject? 
Mr. McGerr: Yes. 


By Hon. Mr. Stevens: 


3 Q. Mr. Towers, you objected just now to stating what borrowings the 
~ individual banks have made from the Bank of Canada?—A. Yes. 

Q. Well in their monthly forms there is a column showing advances from 
the Bank of Canada?—A. Yes. 

Q. And it shows, of course, a blank. Well now, the fact that under the law 
that form is issued and they are bound to show it, what objection is there in 
disclosing it?—A. Would you not think, Mr. Stevens, that there is the place 
that it should be disclosed? 

@. Surely—A. For example, suppose a bank borrowed for a period of a 
couple of weeks there is no provision in the law which would— 

: @. This is a published return made to the Department of Finance. We 
_ would have to call Dr. Clarke on that.—A. Yes. 
Q. I thought there might be some objection to getting it, but it is a matter 
_ of publie record. What I am getting at is the law apparently anticipated that 
- that sort of information was proper information to give to the public. That is 
i the point I am drawing to your attention—A. That is true. 
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By Mr. McGeer: : 

Q. We will get that from the Department of Finance through Dr. Clark 
yacause it is a matter of public record. I will leave that. Then, I have this 
conclusion; that in so far as the bank rate of the Bank of Canada is concerned 
it is not operative as a factor of control at the present time?—A. Because of 
the fact that the monetary policy has been one of expansion, and interest rates, — 
general interest rates, are very much below bank rate. | 
Q. Well, in any event, it is not a factor of control to-day?—A. No, neither 

in Canada, the United States, the United Kingdom nor in some other countries. 
Q. Now, the other factors of control are in the open market operation; 
that is, buying and selling of securities?7—A. Yes, or other assets. 5 
Q. Or other assets? Now, when you buy securities you pay in Bank of — 
Canada cash?—A. Yes. | 
Q. With the result that that Bank of Canada cash goes into the possession - 

of the merchant banks and increases their reserves and their power to extend 
their bank deposits?—A. Yes. .g 
Q. Now, when the banks have a surplus of’ cash reserves on deposit over — 
and above their requirements——A. On deposit with us, that 1s. 
Q. On deposit with the Bank of Canada?-—A. Yes. | 

Q. And you sell securities, would not the result be an increase, a surplus — 
reserve bank deposits of the merchant banks with the Bank of Canada?—A. © 
Not when we sell. When we sell they reduce their reserves. When we buy it 
increases their reserves. 4 
Q. I mean, I reversed it?—A. Oh yes, that is right. 

Q. I made a mistake what I mean to say was when you buy you put cash — 

out and it sooner or later finds its way into the possession of the merchant — 
banks and increases their reserves of cash and gives them the power to increase ~ 
their loans and investments by increasing their bank deposits—A. T hey — 
increase their loans or investment and that produces an increase in deposits. — 
Q. Now, when that condition exists, where banks have more cash to sell 
than they need to service their existing bank deposits, would not the result of 
that branch of your own marketing operation merely result in an increase of 
the deposit of Bank of Canada cash that the Bank of Canada held for merchant 
banks?—A. The operation, in the first instance, as you have pointed out, that 
is, the operation of buying additional securities, does increase the total of the 
chartered banks cash reserve. Suppose that before we do a certain operation 
their reserves were 10 per cent and that after the operation they increased to - 
11 per cent—I am making rather a large jump there, but I am just doing that 
for purposes of illustration. The reserves had been 10 per cent against — 
deposits; they are now 11 per cent. In the ordinary course of events the banks — 
will then look for fresh loans or investments and add to their assets in that 
form, increasing the deposit liabilities at the same time; so that by that process, - 
while the sum total of cash remains the same, the ratio naturally changes; ” 
and as a result of their expanding operations the ratio will go back down again 
from 11 per cent to 10 per cent. : 
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By Mr. Kinley: | i 
Q. But that depends upon the ability of the industries of the country to 
absorb the money?—A. It depends on the ability of the banks to buy invest-— 
ments or to make loans. 
Q. But they will not make loans unless they are sound?—A. No. 


By Mr. McGeer: 


Q. So that if they have got up to the point where they have got bank 
deposits to lend—-—A. Well, they do not lend their deposits, of course. 
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Q. Well, that they can finance purchases by increasing their deposit lia- 
pilities?—A. Yes. 
QQ. To the public at large?—A. Yes. 

b Q. When they have got up to that point, then the further issue of Bank 
_ of Canada cash to increase their reserves will merely have the effect of increas- 
ing the deposit of cash with the Bank of Canada with no new activity in the 
way of increasing loaning?—A. You mean that the banks are at a point where 
they cannot find additional investments to buy or loans to make? 

Q. Yes.—A. That would be the case. But it has never happened so far. 

f Q. I am informed—and I hear it everywhere on every day from banking 
sources—that the bankers have an abundance of money to lend?—A. Indeed 
_ they have. 

Q. And that the reason why they are not lending it is that good borrowers 
are not available. When you have that situation——A. That is why the banks 
have turned to investments. 

Q. When you have that situation existing, then there is no advantage in | 
increasing the bank cash reserves, because they have already got more than 

_ they can use?—A. The advantage during the last three or four years has been, 

as you say, not in the direction of enabling them to increase their loans on any 
scale, because they say they have not been able to find good borrowers. There- 
fore, what they have done is to increase their investments very greatly; and 
that has been a major factor in reducing the cost of public and private financing 
in this country during the last few years. 


Mr. CuBaver: At a reduced interest rate. 


By Mr. McGeer: 


Q. If you issue new cash, the banks are in a position to buy more govern- 
ment bonds?—A. Or on occasion to make additional loans. For example, take 
the 1936-1938 period. You will find in 1936 the total security holdings of the 

banks were $1,331,000,000; that is the average during the year. I do not happen 

to have the December figure here at the moment. Excuse me, I have. In 
December, 1936, the security holdings of the banks were $1,384,000,000; their 
current public loans were $675,000,000. To-day the current public loans are 
$801,000,000, in increase of $126,000,000. During that period their securities 
have also increased to a certain extent. 


By Mr. Cleaver: 


Q. How much is the increase of securities over the same period?—A. The 
increase of securities is from $1,384,000,000 to $1,489,000,000—$105,000,000. 
Most of that increase has taken place in the first three months of this year. At 
December last the securities were $1,463,000,000; the loans at that time were 

~ $806,000,000. But it is the case that in the two-year period between December, 

1936, and December, 1938, the increase in the chartered bank cash which took 
place was more used in the financing of additional loans than it was in the 
purchase of additional securities. 


By Mr. McGeer: 


Q. Then it started to fall?—A. Which started to fall? 
Q. The loans?—A. No. The loans at the end of December were $806,000,000 ; 
at the end of March they were $801,000,000. That is, roughly, a seasonal move- 
ment. 
Q. What I wanted to get at was this: Due to conditions of the general 
economic situation, the open market operation of buying is not effective in 
~ increasing bank loans for general economic developments in the private com- 
merce and industry of the nation?—A. That is not what the record shows, Mr. 
~ McGeer, as I have just been quoting. 
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Q. What I suggest to you is this, that all of these loans could have been 


made——A. May I say this, that if there had been no increase in the banks’ 


cash reserve since December, 1986, it is probably the case—and I think cer- 
tainly the case—that those loans would have been made in any event. 

Q. Yes; that is, the actual issue of Bank of Canada cash was not the 
influencing factor?—-A. Those loans would have been made in any event; but 
what would have happened in that case would have been that instead of the 
banks having bought some additional securities, they would actually have had 
to sell a fair amount of securities, to reduce their portfolios. That bank selling, 
as contrasted with such buying as they did—the difference will be between 
those two extremes, so far as the market is concerned—would, I should think, 
have had a distinct influence on interest rates on public and private obligations. 

. I see-——A. Some people might say it actually would have been better— 
I am not necessarily one of them; I am not expressing any opinion—if interest 
rates on government and short-term obligations had gone up. 

. It probably would have been better if the banks had taken some of their 
long-term securities?—A. They have got practically none. 

Q. Practically no long-term securities at all?—-A. No, practically. none. 

Q. In any event, it would merely have meant the transfer of the earnings 
of those securities to the earnings of somebody who would have exchanged a 
savings account deposit for that security, if they had gone to the public ?—A. 
That is true. It would, of course, have added something to the difficulties of 
governments in financing; and governments would have had to pay somewhat 
more. There may be arguments on both sides as to the better policy. 


The CuarrmMan: Gentlemen, it is six o’clock. I should like to ask the 
opinion of the committee as to meeting to-morrow. Mr. Stevens and Mr. J aques 
are willing to attend. 


Mr. Kinury: The house meets to-morrow morning and afternoon. 
Mr. Cieaver: Make it eleven o’clock. 
Mr. Jaques: That is agreeable to me. 


The Cuairman: If we can get a quorum, we shall meet to-morrow morning; 
those who want to attend the house can attend it. The house was meeting this 
afternoon, 


Mr. McGrrr: I should like to have the privilege of completing my exam- 
ination on that question of control at some later time. 


The CHAIRMAN: We will finish it now. 


Mr. Kintry: Before we adjourn, I wish to say that Mr. McGeer and the 
social credit men, too, put up arguments which seemed to circle around what 
is known as “debt-free money”. Here is a question that is being put up to us 
by people in the country. Suppose the Canadian National Railway wanted 
$100,000,000 to-morrow, wanted to pay off a debt of $100,000,000, and they came 
to you and said, “Here are our bonds. These are the bonds of the Canadian 
National Railways. You take them in the Bank of Canada and you issue your 
legals, which is interest free money, and pay up their bills on that money.” 
I think it would be well if you could tell us at the next meeting what would hap- 
pen if we tried to pay the Canadian National debt by depositing bonds with 
you and asking for good Canadian money to pay out. 


Mr. Towers: A similar thing, I think, is on the record; but I should like 
to look at it and see whether, in the light of your question, what is already there 
should be expanded or whether perhaps I could refer back to it. 


Mr. Kinuny: Yes. It is a question that is being asked. 


Mr. Towers: It is a fascinating thought, as a matter of fact. 
[Mr. Graham Ford Towers.] 
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By Mr. McGeer: 


_ Q. Mr. Towers, I wonder if, in the light of the information which Mr. 
Stevens produced, you could not arrange through the Department of Finance 
to give us a statement of the borrowings of the banks as they had been returned 
0 the Department of Finance since the Bank of Canada opened, with the 
interest that has been paid for such borrowings?-—A. Well 
Q. I mean, I am just suggesting that you should arrange to get that state- 
-ment.—A. What the government would have would be just those figures shown 
on the monthly return. 

Q. The monthly return would be filed?—A. Yes. 

Q. And the annual statement?—A. Yes. 

Q. We have not got the facilities in this committee for doing that, so ii 
I was suggesting was that you might arrange with the department, to. get us 
-statement.—A. We will do that ourselves. 


The CuatrMaAn: We shall adjourn until to-morrow morning at eleven 
-o’clock. | 


The committee ddiptiwen at 6:05 p.m., to meet again on Saturday, May 
6th, at 11 a.m. 


402 STANDING COMMITTEE 


APPENDIX “A” 


ESTIMATE OF NEW COSTS ATTRIBUTABLE TO FORMATION OF 
BANK OF CANADA FOR YEAR 1938 


otal CHATESS: i. nk aes dls pie Mee pla PN Mes PS a ble larg Mite Ole bi ainte- er ota) Oath at iad ae Le $1,750,522 28 © 
Expense attributable to functions taken over from the 
Government: 
Previously performed by Currency Division and 
Assistant Receivers General throughout Canada— 


OA ac EN ote RE PORE, ire eR TBs oS ky aie lian oe en pen $ 544,278 07 
SN IDUANE 6 HATIOS A. i), c\atiahetete a meetoietclatale Mtege stele a olM ere 119,057 33 

$ 663,335 40 
CHER ACOSL ES Ae ies isa sieta oithe ea ener eles ae cutee ara 365,830 13 


$1,029,165 53 
Management of Public Debt Division. .......... cece cceccseecsces 191,602 94 
—_—_—_—_——— 1,220,768 47 


Expense directly attributable to new departments and directing executive of bank 


WORCLUG WP TGAKEB 2. Wi. 5 ra%ers jms, a/crers Nate stale ava ‘ale atk wie ecole wile vals etomnyate e actid erate Mare gee : 439,845 60 © 


Profits which could only “have been obtained through operation of the new organ 
zation (this excludes interest on investments or advances to chartered ania} 243,184 76 


OT eae ene ATA WS UL TITICEVOLIS 5c cies. scluelasnieud Ole oi nie i ack KG EL Bind) ola lle war ates le Seer ete tee ee leck Utes $ 196,660 84 
Ottawa, Canada, May lst, 1939. 


APPENDIX “B” 


STATEMENT SHOWING DIVISION OF COST BETWEEN FUNCTIONS PREVIOUSLY 
PERFORMED BY THE GOVERNMENT, AND NEW FUNCTIONS BASED 
ON BANK’S PROFIT AND LOSS FOR 1938 


Interest on investments, and advances to chartered banks (the latter amount is 
ALCRID ULE oo Sold eine a tue ds hase wok cw Cock Lo ec ate alee Ripe ec se Ces Ha rar seal alate a fel eine Te Re $4,356,446 64 
Expense pebatable ‘to functions taken over from the Government as 
WEL 7 DVEV LOR Sia LOMCLL Us iq han ie e's pt eibhs tein aettials mlasuts aye Bestace etaehaue ler $1,220,768 47 
CEG DME SR AN Gietcr ta gc RAM esi TN lel toss: Bae ae Sweat te oan ee nan, AIPA! ates oa iaciealar 89, 908 21 
Deen aiiver DOOM hots ok eee: LO es ee 135, 740 18 
MUM yA bIOTNS! EXPENSE, |). 9s Fists. sare, ae tered eae adhe alee ts tw oara fe wie -ece leas, ae 3.494 53 


1,449,911 39 
$2,906,535 25 


AGAMEOL NOW. LUILCDLONIS so oe! 2 oS Ctalecesa orn ey acy cliesehanete wile Bent isatmuaatwlle( ate a/0u9 aie ee tas tora tana ceueeame 196,660 84 — 


Balance available for Bee ey in assets, for reserves, dividends and payments 


to Government . pi Oe Le Bel Ue eee AME Ca ies Ge ci Cie gene a te $2,709,874 41 


Ottawa, Canada, May Ist, 1939. 


APPENDIX ‘“C” 


ESTIMATE OF EFFECT ON DOMINION GOVERNMENT COSTS ARISING FROM 
FORMATION OF BANK OF CANADA 


Made in response to a question from Mr. Tucker (Minutes of Proceedings and Evidence p. 207) 
New cost to Government .. $3,450,409 
Interest on 3 per cent bonds delivered to Bank of 
Canada May 1, 1935, $115,013,636.82 at 3% for 
Lovear adit $3,450,409 
Deduct: Old Government cost transferred to Bank of Canada 1,074,954 
Estimated year’s cost printing and distributing Domin- 
ion notes including cost of -~erating Currency 


Division and Assistant Receivers General Offices.. 680,000 
Estimated year’s cost of loans and interest branch .. 229,000 
1938 loss on silver bullion.. .. . 135,746 
Proportion 1938 Pension Fund appropriation applicable 
to civil servants taken over.. .. . 30,214 
Gross new cost to Government .. ae Meee! debi wth eames $2,375,455 
Gross profit Bank of Canada TOSS GA rah ge L&R gain $2,550,046 
Less; dividends: paid» to publie) i 4 sas vols pasa sea 140,000 2,410,046 
Reduction in net Government. costs: .. .. 6. a2 «se we 6 $ 34,591 


Ottawa, Canada, May 4th, 1939. 


a 
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APPENDIX “D”. 


Correspondence exchanged between Mr. G. F. Towers and Mr. C. 5. Walters, 
Controller of Finances for Ontario 
Copy 
BANK OF CANADA 


Orrawa, April 25th, 1939. 
C. S. Waursrs, Esq., 
Controller of Finances, 
Parliament Buildings, 
Toronto, Ontario. 
Dear Mr. WALTERS: 

I notice that the Canadian Press Dispatch covering the meeting of the 
Public Accounts Committee of the Ontario Legislature reports you as having 
said :— 

In 1935 Graham Towers, Governor of the Bank of Canada, came to 
Toronto and in the presence of Mr. Nixon and Highways Minister 
T. B. McQuesten agreed to buy Ontario Treasury Bills. A week later, 
Mr. Walters said, Mr. Towers told him, “ The Bank of Canada would 
never buy Ontario Treasury Bills except as an open market transaction.” 


I must assume that you have been incorrectly reported as the statement as 
it appears above is not true. 

In the discussion which took place in May, 1935, I stated that if the 
Government of Ontario decided to ask the Bank of Canada to act as its banker 
and financial adviser—in other words, to perform services similar to those which 
we render the Dominion Government—I would be glad to lay any such pro- 
posal before our Board. I also pointed out that if we had no relationship of 
this character with the Government of Ontario our dealings in the securities of 
the province would naturally be determined by the necessities of our open 
market operations. No proposal that we should act as banker and financial 
advisor of the Province of Ontario has ever been made to us by the Provincial 
Government. | 

Will you please advise me by telegram whether I am right in assuming 


_ that your remarks were incorrectly reported. 


“i 
; 
. 


Yours truly, 
G. F. TOWERS. 


Copy 
OnTARIO OFFICE OF THE CONTROLLER OF FINANCES 


Toronto, April 26, 1939. 


Dear Mr. Towers: Because of the pressure of work, I have been unable 
until to-day to even read your letter of April 25th, sent to me by Mr. He 2G 
Gammell, your Securities Representative here. For your information I quote 
evidence given before the Public Accounts Committee:— 


By Hon. Mr. Nixon: 
Q. Did the Bank of Canada ever buy any Ontario Treasury Bills?— 
A. No. 


By Hon. Mr. Macaulay: 


Q. Why do you not use the Bank of Canada in your financial 
operations?—A. We tried to once. 
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Q. Why did you not try it again?—A. I think the joint stock banks — 


give just as good a service as the Bank of Canada. 
Q. I thought that is what the Bank of Canada was set up to do. 


The Witness: They agreed to do it once. 


By Mr. Drew: 

Q. When was that once?—A. In 1935 Mr. Graham Towers came 
here at the invitation of Mr. Hepburn and agreed to buy Province of 
Ontario Treasury Bills—(I have recited this before the Finance Com- 
mitttee at Ottawa)—and Mr. Nixon was there, and Mr. McQuesten— 
and I said, ‘Before this gets down: to just a social affair’—(Mr. Towers 
was going to lunch)—I said, “ What about these Treasury Bills,” and he 
said, ‘‘ All right, I will send Henderson up next week,” and Henderson 
came up next week, and he came and went, and the next week I knew 
Mr. Towers was in the city, and he asked me to come down to the Royal 
York and meet him, and I saw him, and he said that the Bank of Canada 
would never buy Treasury Bills off the Province of Ontario except as an 
ordinary open-market transaction. 

Q. What date was that? I do not mean the date, what year was 
that?—A. I think it was in 1935. 


Later on in my evidence I was asked if I had ever reopened the matter. 


The evidence is as follows:— 


By Hon. Mr. Macaulay: 


@. You have never opened up the subject with Mr. Towers or the 
Bank of Canada since 1935?—A. No, but I have mentioned it to Mr. 
Dunning. 

(. What does he say?—A. He said that he did not interfere with 
the Bank of Canada at all. 

Q. Well, they own it, do they not?—A. Yes, and the Government has 
always been over its central bank. 

Q. You discussed it with Mr. Dunning and he said that he would 
not interfere with Mr. Towers’ management of the Bank of Canada?— 
A. Yes. 

@. Did you discuss it later with Mr. Towers?—A. Just in a com- 
mittee such as this. 

Q. What view did Mr. Towers express?—A. Well, Mr. Towers 
always took the stand that I was mistaken and that he did not promise 
that he would buy the Treasury Bills. 

Q. You thought that he had undertaken the—-—A. He did, and 
two Ministers of the Cabinet heard him—the Honourable Mr. Nixon and 
the Honourable Mr. McQuesten—in Mr. Hepburn’s office. 

@. When he was here in June, 1985?—-A. Yes, May or June. 

. He denied that statement?—-A. He said I misunderstood him. 


In this connection let me say that I had no intention of mentioning the 


matter before the Public Accounts Committee until questions were put to me 
which led to the evidence that I gave. 


Some facts in connection with this business stand like stone and I take 


this opportunity of mentioning them; they are as follows: 


1. On May 4, 1935, I wrote you "regarding Treasury Bills of the Province 


of Ontario as follows: Bian 


Toronto, May 4, 1935. 


Dear Srr,—I am directed by the Honourable the Prime Minister | 


¥ 
" 
‘ 
} 


and Provincial Treasurer to write you in regard to Treasury Bills of 


the Province of Ontario. 


ll ae 
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The Provincial Government is ponisiderints the advisability of offering 
for sale, Treasury Bills of six, twelve, eighteen and twenty- four months’ 
currency and the Treasurer would like to be advised as to the possibility 
of selling Treasury Bills to the Bank of Canada and an indication of 
the rate of interest required by your Bank. 

I shall be glad to hear from you in this matter and hope to be 
favoured with an early reply. 


Yours faithfully, 


(Sed.) C. 8. WALTERS, 
Controller of Finances. 


No reply in writing was received. » 


2. On May 8, 1935, I wrote to inform you that the Honourable the Prime 
_ Minister of Ontario confirmed the appointment to see you at his office here 
on Saturday, May 18, at 11 a.m., Daylight Saving Time. You acknowledged 
- my letter on May 1s, 

; 3. On May 18, 1935, you kept the appointment, met the Prime Minister 
- and some of his Cabinet and the writer in Mr. Hepburn’s office here. When 
_ the matter of purchasing Treasury Bills was discussed you said that you would 
— send your man Henderson up to interview me regarding the financial standing 
_ of the province and its budgetary position. 


5 4. Shortly after the interview on May 18, 1935, Henderson attended at my 
_ office, Room No. 381, Parliament Buildings, and was given all the information 
he requested. 


bi: 5. Not long after Mr. Henderson’s visit you were in Toronto and telauiened 
_ me and asked me to call to see you at your room in the Royal York Hotel, 
which I did, when you informed me that the Bank of Canada would not buy 
= the Treasury Bills of the Province of Ontario. 


Bs 6. The Bank of Canada has not from that date up to the present time 
j purchased from the Province of Ontario any Treasury Bills nor written the 
_ Treasurer of the Province one line to give any indication as to whether the 
policy of the Bank towards the Province of Ontario had been changed. 


7 
e 
4 None of the above facts can be successfully challenged and they indicate 
_ the attitude of the Bank of Canada towards the premier Province of this country. 
_ Why the Bank persists in this attitude passes my comprehension. 


t . Ina modest way I have given some consideration to the functions and the 
responsibilities of a central bank and I submit for your consideration that the 
~ Bank of Canada should give leadership to the chartered banks and the financial 

institutions of this country during these trying times; the attitude of the Bank 
should be helpful and its relations with the provincial governments harmonious; 
_ the Bank should always be ready to give sympathetic consideration to matters 
i touching the welfare of any and all provinces, not discriminating against the 
_ Province of Ontario, as has the Bank of Canada. After all, the people own the 
i Bank of Canada and the Federal Government must in the final analysis take the 
2 al 


ia 


_ responsibility for the policy of the Bank. True, the Bank of Canada, by statute, 
~ is clothed with wide powers and great authority, but whenever its ‘policy runs 
counter to the best interests of the nation or of one of the provinces that make 

up the nation, the Government (which is always over the Bank of Canada) 
must exert its authority, 

Surely it is not in the interest of this country as a whole that one province— 
§ especially the Province whose citizens pay in the final analysis nearly fifty per 
cent of the nation’s taxes—should have to say to the world that the central 
Bank of Canada will not purchase its Treasury Bills or other obligations. As 
long as your Bank persists in this attitude, how can we expect to make a united 
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attack on the financial problems that press down upon us in times, the most 
critical that this country has ever witnessed? 

Yours faithfully, 


(Sgd.) C. 8. WALTERS, 
Controller of Finances. 


G. F. Townrs, Esquire, 
Governor, Bank of Canada, 
Ottawa, Canada. 


May 4, 1939. 


C. S. Wauters, Esq., 

Controller of Finances, 

Parliament Buildings, 
Toronto. 
Dear Mr. WALTERS, — 

I have considered carefully your letter of April 26th and have again reviewed 
events following upon your letter of May 4, 1935. I find myself substantially 
in agreement with the remarks made in sections 1 to 6, commencing on page 3 
of your letter, although sections 5 and 6 would convey a better understanding 
if you had pointed out that I had carefully explained the character of the rela- 
tionship which we might have with the Province of Ontario, and that the respon- 
sibility for not pursuing that subject lay with the Provincial Government rather 
than with ourselves. 

With the modifications just noted, I agree with your outline of events. In 
your outline you did not repeat the statement which appeared in your remarks 
+o the Public Accounts Committee to the effect that in May of 1935 I had agreed 
on behalf of the Bank of Canada to buy Province of Ontario Treasury Bills and 
had later gone back on that agreement. This statement is not in accordance 
with the facts. You will recall that at the meeting of the Dominion-Provincial 
conference in Ottawa on December 9, 1936, you made the same allegation. I 
am attaching hereto an extract from the proceedings of the Dominion-Provincial 
Committee containing my reply to your statement. On that occasion I pointed 
out in the most definite terms that there had been no undertaking by us to buy 
Bills; in fact, no suggestion of an undertaking. You dropped the subject. 


At the time of my visit to Toronto in May, 19385, I explained the char- 
acter of a relationship which the Bank of Canada could have with Provinces, 
and pointed out that on the basis of such a relationship the Bank of Canada 
could perform for a provincial government much the same kind of services as it 
undertakes for the Dominion Government. The same subject was dealt with 
at the Dominion-Provincial conference in 1936, when you were present. It 
was mentioned in my annual address to shareholders in 1937; and I also dis- 
cussed it at length with you when you had lunch with me in Toronto on April 
23, 1938. It is impossible that there should be any misunderstanding in regard 
to our position. It is still our strongly held opinion that a relationship which 
ss no closer than that maintained with other banks and investors would be of 
no permanent benefit to a province, and is not in accordance with the objects 
for which the Bank was created. In fact, if the Bank had casual loaning re- 
lationships of this kind with a province, or a number of provinces, there is 
every reason to believe that the interests of the public and its governments 
would be prejudiced rather than advanced. | 

From a reading of your letter it might be imagined that the Bank of Canada. 
had been of no service to the Province of Ontario. I believe that in fact the 
monetary policy pursued during the last few years has benefited the Province 
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_ of Ontario more than any other entity in this country, with the possible exception 
of the Dominion Government; and I make that exception only because the 
Dominion’s borrowing and refunding operations have been on a larger scale. 
_ Frequent references have been made to successful loan flotations of the Province 
_ of Ontario and to the progress which it has made in reducing interest charges 
on provincial debt. These results could not have been achieved unless the general 
interest rate structure had been a relatively low one. I do not suggest that the 
_ main function of a central bank is to ensure low interest rates. But it remains 
_ the case, nevertheless, that Ontario has had the advantage of such a policy for 
a number of years. 

In the penultimate paragraph of your letter you say, in part, that:— 


The attitude of the Bank should be helpful, and its relations with 
the provincial governments harmonious; the Bank should always be ready 
to give sympathetic consideration to matters touching the welfare of 
any and all provinces, not discriminating against the Province of Ontario. 


J agree with this statement, but consider that there is no basis for the suggestion 
subsequently made that the Bank has discriminated against the Province of 
- Ontario or shown itself to be indifferent. On the contrary, we have taken the 
lead in maintaining touch with you, while your one and only suggestion to us 
for a business relationship was that made in May, 1935, when you invited us 
_ to buy some Treasury Bills. 
% In the ordinary course of events the Bank does not embark on controversy, 
I feel, however, that it is impossible for us to ignore a statement which conveys 
~ incomplete and inaccurate information to the Public Accounts Committee of a 
_ Provincial Legislature, when such a statement is made by a high civil servant 
- occupying the responsible position of Deputy Provincial Treasurer. In these 
- circumstances, I propose to send copies of our correspondence to the Chairman 
of the Public Accounts Committee, and request him to place these letters be- — 
fore the Committee at the first opportunity. 


7 


oe 2 


Yours truly, 
(Sed.) G. F. TOWERS. 


EXTRACT FROM THE PERMANENT COMMITTEE ON FINANCIAL 
QUESTIONS OF THE DOMINION-PROVINCIAL CONFERENCE, 
OTTAWA, DECEMBER 9, 1936. 


Mr. Towers: “I think it is very desirable indeed that the first point you 
brought up, Mr. Walters, should have been brought up in a gathering like this; 
and not only do I take it in good spirit, but I am very glad indeed that it has 

come forward. I very well remember two visits I paid to Toronto in May of 
1935. On the occasion of the first meeting—and that is the time the original 
misunderstanding arose, when the various ministers were present in Mr. Hep- 
burn’s office—I did my best to outline the probable character of the relationship 
between the Central Bank and the province, along lines very similar to those 
which I have followed to-day, indicating that it would be very difficult, very 
undesirable, if the Bank were to come in on one occasion simply as a purchaser 
of some bills and then part company and have no continuing relationship which 
would really place it in the position of having that close financial contact which 
is desirable when the Central Bank goes into a thing at all. As I say, I did 
my best to explain that as clearly as I could. I remember that the Premier 
very kindly invited me to lunch, and as we got into the car to drive down to 
_ the King Edward I said to him it was rather a hard job of explanation, coming 
_ from the blue like that, and I felt that one of the Bank of Canada’s greatest 
_ troubles would be to explain the necessities of its situation versus the provinces 
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in a way which would carry conviction to the provinces; that apparently what 
the Bank of Canada was saying was, “Look here, we can give you advice, but 
we cannot give you money.” And I remember very well that Mr. Hepburn in 
his inimitable way, said: “Towers, there are two kinds of damn fools in the 
world—the fellow who gives advice, and the fellow who takes it.” A remark 
like that sticks in your mind, and surely a remark like that could not have been 
occasioned unless the Premier was fully aware of the implications of the ex- 
planation that I had been giving. So, reassured by that amusing remark, I 
never had any doubt that there could have been a misunderstanding. 4 

Subsequently someone went up from the Bank and had a look at the figures, 
and then on the final occasion, on coming up to see Mr. Hepburn by arrange- 
ment, I learned that he had been detained, and Mr. Walters and Mr. Nixon very 
kindly came down to the hotel, as he says. All I was able to do then was to 
rehearse what I had said previously, namely, that we were open to a proposi- 
tion for a continuing relationship. We cannot be in the position of inviting 
it or apparently urging provinces to make use of our services, but I indicated, 
in the best fashion I knew how, that such a proposition would receive very 
careful consideration, but that on the basis of a temporary transaction—I do not 
like to call it a hit-and-miss affair—there was really no reason for the Central 
Bank to come into the picture. 3 
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MINUTES OF PROCEEDINGS | 


‘ Saturday, May 6, 1939. 


the Chairman, Mr. Moore, presiding. 


F Members present:. Messrs. Baker, Clark Wonk: Sunbury), Deak 
Donnelly, Dubuc, Fontaine, Jaques, Kinley, Lacroix (Beauce), Landeryou, 
iY cere: Ross (St. "Paul’s), Stevens, Taylor (Nanaimo), Tucker, Ward. 


i | Fe attendance: Mr. Graham Ford Towers, Governor of the Bank of Canada. 
Examination of Mr. Towers was continued. 


Mr. Towers filed statements in answer to questions asked at the last sitting 
by Mr. McGeer and Mr. Kinley. It was ordered that these statements be incor- 
; porated in this day’s evidence. 


D eachman followed by Mr. poles 


R, ARSENAULT. 
Clerk of the Committee. 


The Standing Committee on Banking and Commerce met at 11 o’clock a.m. ye 


At 1.10 p.m. the Committee adjourned until Monday, May 8, at 11 o’clock - 
a.m., with the understanding that Mr. Towers would then be examined ae Mr. 


‘ 
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Hovuske or CoMMONS 
Room 277 
May 6, 1939. 


The Standing Committee on Banking and Commerce met at 11 a.m. The 
Chairman, Mr. W. H. Moore, presided. 


The CHairMAn: Gentlemen, I see a quorum. The Governor of the Bank 


_ of Canada is here. Mr. Stevens, you have some questions. 


i 
7H 
Py 
’ 
aS 


y 
* 


Hon. Mr. Stevens: Well, Mr. Chairman, I may say that I have been sitting 
here patiently for quite a long time listening to the examination of Mr. Towers 
and appreciating at the same time the great patience and courtesy with which 
he answered all the very difficult and complex questions that have been directed 
to him, and I would like to assure Mr. Towers that in the questions I am about 
to ask I do wish to avoid putting him in the awkward position of doing other 


_ than exercising his recognized functions as the Governor of the Bank of Canada. 


And I would like also to lay this down, if you will keep it in mind as the theme, 


_ shall I say, of any questions I ask; and that is, the adaptation of our existing 
machinery for the handling of credit and monetary matters to the new and 
_ present day economic conditions. That is the thought in my mind, so that 
may help Mr. Towers perhaps to understand the drift of the questions I ask; 
and I assure him of this, that I am not seeking in any of these questions to 

lead him up any blind alley. I am really asking them in a very sincere way. 


By Hon. Mr. Stevens: 
q. As a basis for what I shall later ask might I just carry Mr. Towers back 
a day or two and remind him of admissions which I think will be agreed to 
without any difficulty. Mr. Towers, you agreed the other day, I think, that 


- conditions in Canada and the United States were far from satisfactory ?—A. Yes. 


@. I think we can lay that down, and I gather also from the answers that 
you gave that you take the position that from 1890 to 1929 generally speaking 
might be described as a period that favoured the debtor class?—A. Yes. It 


_ may have been a few years after 1890, but roughly that. 


@. I am merely speaking in general terms.—A. Yes. 
@. And in the period from 1929 to the present, 1939, in a general way it 


has been adverse to the debtor class?—A. Yes. 


‘A 
a 


¥ 


4 


(). Would you agree that the swing to the adverse position of the debtor 
class has now gone too far?—A. I think it was generally recognized that it had 
gone much too far at the depth of the depression and the low point of the price 
levels in various countries. That thought was obviously in the minds of those 
who were at the conference here in Ottawa in 1932 and at the world economic 
conference the year after; and that the damage has been fully remedied, so to 
speak, as yet, I don’t think anyone feels that it has. 

@. No. I think we could probably get along better if we could agree that 
to-day conditions are such as bear too heavily on the debtor classes?—A. Yes, 
and perhaps I might add there that in speaking of the position of the debtor 
class both in the earlier years which we mentioned and in the later years, I 
have particularly in mind the countries producing primary materials and food 
stuffs. 

@. Suppose we then limit it to Canada?—A. Yes. 
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Q. Then, that position I think you would agree to?—A. Yes. i> 

Q. My next question is really a very broad general one. Is there any action 
that we can take through the agency of the Bank of Canada as a, shall I say, sort | 
of governor of the monetary system that would tend to equalize conditions so as — 
to restore normalcy, economic normalecy?—A. To the extent that monetary 
factors were responsible for the low level of prices, an easy money policy should — 
help to remedy the situation. If, however, the major cause of the trouble is an 
insufficiency of demand for these major products relative to the supply, then 
monetary action will probably be ineffective. I will eliminate the “probably”— — 
it will have no effect. 4 

Q. Would you agree that there is still much that can be done within the © 
monetary realm to assist in restoring a normal condition?—A. In respect to the 
low price level of many major primary commodities, I do not see that monetary — 
action will have any direct effect on the price level of those commodities, that § 
is monetary action in this country. It is true that to the extent that monetary 
action enables or assists the adjustment of debt burdens, it may be helpful in~ 
that way; not helpful in the way of raising prices of these commodities, but 
helpful in the way of bringing the actual burden of debt into better relationship 
with the price level. 

Q. Supposing that be accepted as a prime statement, would not that have 
the tendency of increasing conditions of deflation? Would not that have the. 
tendency of lowering say the cost of money but leaving -prices at the present 
low level, and generally have a tendency to depress conditions rather than assist 
them?—-A. I do not think that monetary policy will affect the price of those 
particular commodities one way or the other, but if it does mean that, less of a 
reduced return has to go for debt purposes, then a portion of the damage is — 
remedied, but a portion only. . 

Q. Is there any action in your opinion that can be taken by the Bank of 
Canada in co-operation with commercial banks which would extend desirable — 
industrial development?—A. There again it is a question of an ample supply © 
of credit being available. The next step is to have use made of that credit. 
| Q. Yes, 1 am coming to that—A. The monetary authorities can only take — 
the first step, the second must be taken by people who see opportunities for 
employing the money. 

Q. I am going to interject a question here which may not seem to bear 
directly on the matter we have been considering, but it has some effect anyway. 
Would you consider it advisable to increase the issue by the government of 
treasury bills; that is, making a larger use of the treasury bill method?—A. No, — 
I do not think that would serve any purpose. The amount presently issued 1s | 
$155,000,000. While figures are not published which show exactly the distribu- — 
tion of these bills, that is those which are in the hands of banks and the general 
public, and those in the hands of the Bank of Canada, it has always been the 
case that out of the total issue the Bank of Canada has been a substantial — 
holder. If the’total amount was to be greatly increased I would expect to see 
a marked change in the cost, because I think the banks and the public have 
pretty well all the bills they want at present rates. } | 

Q. Well, you of course know that in Great Britain there are something | 
over eight hundred million pounds of treasury bills?—A. As a matter of fact, a_ 
very much smaller amount than that in the market. Many of the bills are in 
government departments, as a matter of fact. 

Q. Yes, I understand—A. I could get, I think, not absolutely correct 
figures but fairly good guesses in regard to the amount which is in the hands of 
the market as a whole, excluding the Bank of England and government 
departments. . 

Q. Supposing you include only those in government departments, can you 
cive an estimate of the amount outstanding?—A. I can try to do that. 
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ig Q. You have not it before you?—A. No, and as a matter of fact I shall 
vhave to rely on guesses made by the London Economist or some other pub- 
lication. ann; 

~ Q. I am not very particular about it, but just before we leave that, the 
~ amount that is held, or the treasury bills held by departments, which was fre- 
- quently referred to; how are they held and why, by the departments; what is 
the nature of that transaction?—A. Well, when the Economist or newspapers 


_ England, but there are other departments which have been given certain appro- 
" priations, which are supplied with cash which they don’t need to use at that 
~ particular time, and instead of holding it as bank balances they buy treasury 
bills. 
% Q. That is a system we do not follow in this country at all?—A. No, and I 
~ am not speaking by the book, so to speak; but it may be that the unemploy- 
ment fund at times holds bills-and so on and so forth. | 
Q. Well, without having the figures before you— A. And, of course, the 
English exchange fund is an important factor in respect to bill holdings. | 
L“4 Q. Quite so, but without having the figures before you, would you con- 
- sider that Canada with $155,000,000 in treasury bills outstanding had an 
~ amount comparable to that used in Great Britain?—A. Probably not comparable 
on a per capita basis. I think, having in mind the breadth of the London market 
~ and the amount of foreign funds which even now seek employment there, that 
it would be comparable. 
| Q. But you do hold the view that we have issued fairly well up to the 
point of saturation of treasury bills?—A. Pretty well, yes. One should think of 
them from two points of view. The first one is as a second line cash reserve for 
the banks. I think at present rates that the demand from that point of view is 
pretty well filled. I think it is the case that the government, if it so desired, 
~ could increase the amount, but I should think only by affecting the cost fairly 
materially. 
Q.. Do you think it is possible to develop a bill market in Canada?—A. A 
bill market, of course, has two connotations: One, commercial bills, bankers 
: acceptances and so forth. 
4 Q. Quite so—A. And the other, government treasury bills. 
7 Q. Quite so—A. As regards the commercial end of it, I do not see any 
‘probabilities of developing such a market in Canada in the visible future. As 
a matter of fact, that market has almost disappeared in so far as London is 
concerned, and the discount market is surviving on government treasury bills. 
So far as the extension of the government treasury bill market is concerned— 
_ the development of interest in it by people other than banks—I should think 
_ that such interest would develop if the rates were higher. 
. Q. When you say “higher,” have you in mind any point to which they might 
3 go where they would induce the extension of the treasury bill market?—A. Well, 
other things being equal—which they very seldom are—I would say that at the. 
_ present time a rate of 1 per cent would attract quite a few other people into them. 
a Q. Yes?—A. But if other rates, including bank deposit rates, had gone 
up in the interval, then the effect of 1 per cent treasury bills would not be so 
- great. But, as matters stand, it is generally the case that those other than banks 
or ourselves may hold from eight to twenty million dollars of bills, the latter 
_ figure being not usual and distinctly high. Even at present levels there is what 
you might call a modest interest in Dominion bills. 
vs Q. Regarding the amount or the quantity of currency in the hands of the 
_ public—I am not talking now about this money as it has been so commonly 
D referred to in the committee, but I am talking about currency in the hands of 
_ the public—is there any arbitrary method adopted by the Bank of Canada or 
the commercial banks that determines the quantity of money that should be in 
circulation in the hands of the public?—A. No. That depends purely on the 
demands of the public. 


Seal 
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Q. You are aware, I am sure, that Canada has a smaller per capita amount 
of currency in the hands of the public than has either the United States, Great — 
Britain and, I think, Australia?—A. Yes. The figures that I have here showing 
the currency-—that is notes and coin—in the hands of the public in various 
countries as of December 31 last per capita show: Canada, $21; Australia, $26; 
United States, $42; and United Kingdom, $44. 

Q. We shall take the United States, the United Kingdom and Canada 
because I think they are probably more comparable than any others. I am 
using this question without desiring to go into very great detail, but to illustrate 
a broad principle. If United States uses $42 per capita and Great Britain $41, 
I think you said— —A. $44. 

Q. $44: and Canada has only $21, does it not occur to you that there may 
be there some very definite reason for perhaps part of the cause of the depression 
in Canada?—A. I think not in that sense, because I think that the amount 
of notes in the hands of the public is a result of various things and not the 
cause of any thing. For example, take the United States where it is $42 per 
capita. It is true that variations in volume of business and in level of prices 
will cause changes; but it is those things which cause the change in the note 
circulation rather than the note circulation causing the change in business. 

Q. Yes?—A. Again, the lack of local banking facilities makes a material 
difference. Furthermore, a desire on the part of foreigners to hold notes of a 
certain country will naturally cause an increase in the circulation. The United 
States, so far as I know, have never been able to figure out how many of their 
notes are in use outside of their own boundaries, but the amount is undoubtedly 
substantial; and in recent months, of course, has been increasing quite markedly. 
The demand for United States bills in Europe now is large and the business 
of selling them is being done on a great scale; and the amount of notes of the 
ee Kingdom which would be found in hoards on the continent is also very 

arge. 

Q. But if you go back eight years or more, you will find virtually the same 
ratio of difference between Canada, Great Britain and the United States; so 
that the point you make about the demand now, because of disturbed conditions, 
for United States currency and sterling would not apply to the figure of, say, — 
eight or ten years ago?—A. I would have to look up pre-1929 figures. I think — 
there has been a material difference in the United States. 


Hon. Mr. Stevens: I have the figures here going back to 1921. You spoke 
of 1928 or 1929. The figures for the per capita circulation in the hands of the 
public in dollars in the United States are as follows:— 
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Mr. Tucker: That is the United States? 


Hon. Mr. Stevens: That is the United States. For Great Britain, similar 
figures for the same period are as follows:— 
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For Canada similar figures for the same period are as follows:— 
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By Hon. Mr. Stevens: 


Q. It is clear that afte> that period there was a very sharp differential 
between the amount of currency in circulation in the hands of the public in the 
United States, Canada and Great Britain. Let me now pursue that in this way. 
I think you said in your evidence that when the cash reserve rose above 10 per 
cent it induced the banks to increase loans?—A. And investments. 

Q. Yes. I will come to the differential in a moment. If currency in the 
hands of the public were increased, the excess would tend to return to the banks, 
would it not?—A. Yes. 

Q. I mean, that is very often the reason given for not increasing circula- 
tion—that all it would do is flow back to the banks. You would agree with 
that, Mr. Towers, would you?—A. I think that you might say that that is one 
of the things which is mentioned as a sequence of events which would follow 
from increasing the amount in the hands of the public. 

Q. The term “sequence or events” is a little obscure, is it not? Is it not 
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a matter of fact—shall I say a matter of experience—that the increase of 
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currency does result in the situation that those who receive it deposit it in the | 


banks?—A. Oh, yes. 
Q. And thus results in an accumulation of currency in the banks?—A. Yes. 


Q. Would you agree that such a condition would result in putting pressure } 


on the banks to extend their loans?—-A. And investments, yes. 

Q. It would have the tendency of a natural pressure?—A. Yes. 

Q. On the banks to extend their loans?—A. Just the same as the pressure 
which they faced in the last four to five years through the increase in their cash 
reserves. 

Q. The next question is one which I should not like to have misunderstood. 
I want to make it clear that I am not critical in what I am asking. I am seek- 
ing, shall I say, to establish facts——A. Quite so. 

Q. Would it be unfair to say that in the last ten years or more—say fifteen 
years—the banking system of Canada has rather grown into the position where 
they sit back and wait for requests, for loans rather than being the sellers of 
credit, if I may use that term?—A. I do not think it is possible to express a 
specific, what one might call 100 per cent opinion on that because it really in- 
volves an answer to this question: Have all branch managers been active enough 
in encouraging borrowers? 

@. You very kindly opened the door, shall I say, to a question that I would 


have rather hesitated to ask. I scarcely know how to put it, but without desiring 
to give offence shall we put it this way: Years ago—say twenty, twenty-five or 


thirty years ago—many bank managers would make loans on the personal char- 
_acter of the borrower to a greater extent than they do to-day. Would you agree 
with that?—A. I do not know whether I could or not. 

Q. Let us put it another way; I do not want to ask you anything that is 


unreasonable. Would you consider it a fair statement to say that banks are to-. — 


day demanding collateral credit to a larger degree than they were, say, twenty- 
five or thirty-years ago?—A. Again I am handicapped there because I was not in 
the midst of it twenty- -five or thirty years ago. 

Q. Well, I had a lot of experience myself, not on the banking end, but on 
the borrowing end. Let me put this question to you then, Mr. Towers: Have 
you any record in the Bank of Canada, or is there to your knowledge records 
available of the amount of of collateral that the banks hold against commercial 
loans?—A. No, there is not, and I do not know any way of making such a thing 
up effectively. 

Q. Would you think it a desirable thing to add to the monthly bank state- 
ments another column to the large list that are already there which would cause 
them to disclose the amount of collateral loans held against borrowings?—A. 
I do not think it would tell much, Mr. Stevens, and, of course, it would involve 
an enormous volume of work. 


Q. Suppose we take a hypothetical position in this. If, for instance—I am 


not saying that this is the case—the banks are exacting a large amount of col- 
lateral, say, three or four times the amount of the loan, it would have a tend- 
ency to tie up the ordinary commercial credit of the country, would it not?—A. 
Yes, although I think the cases where you find that collateral is insisted upon 
te anything like that margin are quite rare, and that very few people could 
afford it 

Q. Iam making no statement on it; that is a hypothetical question. Let me 
put another one. This is not hypothetical, it is practical. Would it be within 
your powers and your rights as governor of the Bank of Canada to ascertain just 
to what extent collateral security is to-day held against borrowings by com- 


mercial and industrial firms?—A. I think it would be very difficult to draw | 


anything from that, Mr. Stevens. It seems to me that the situation can be 
described in this way: There is no question but that the banks are terribly 


keen to get additional loans. It is their livelihood to do so, and they badly need — 


[Mr. Graham Ford Towers.] 


a 
es, 
that livelihood; therefore nothing is lacking in respect to the urgent desire to — 
make loans. Well, if they do not add to their loans, is that in any sense their 
fault? That is really the point which is the subject matter of our discussion. | 
- Do the banks as a whole, or do their managers, not show sufficient intelligence - 
in the appraisal of what one might call a reasonable risk? Are they too timorous — 
in that respect? That will be a question of intelligence in appraisal of the risk, | 
and also the atmosphere, so to speak, in which the thing is approached. If one | 
is feeling brave, the appraisal of the risk is likely to be more favourable than if | 
_ one is feeling naturally— 
ig Q. Jittery?—A. —timorous and jittery. In times when banks are making 
- large profits, which by definition are times of some prosperity or, if the worst 
- comes to the worst, booms, there may be a tendency to approach the problem 
we are mentioning with greater courage, because if there are certain bad loans, 
here and there, there are earnings to look after them. Obviously, that kind of 
_ thing can be overdone, and I do not suggest there is ever justification for rash 
boldness. But during times of very lean profits there would be a tendency 
to fear risks of loss to a greater extent than if profits were more satisfactory. 
Q. I think, Mr. Towers, you have put your finger on perhaps the crux 
of our whole trouble at the present time. The banks do claim, as a matter of 
fact, that they have an abundance of money or facilities, shall I say, for mak- 
ing loans, but that desirable—they use the word “ desirable ”— —A. Yes. 
Q. —desirable loans are not available. I wonder if I could digress to 
put this situation to you, and again not in a critical way but rather to see if 
- we cannot find our way out of this dilemma. In 1929 or 1930, at that period of 
_ the opening of the depression, there were a large number of saw-mills in eastern 
~ Canada. When the slump came and the falling off in building, and so on, they 
- found themselves with considerable inventories and large loans, most of them 
from the banks. Now, without criticizing the banks or saying that their action 
was onerous or otherwise the fact was there was some pressure put on them to 
dispose of inventories and liquidate bank loans?—A. That is true. 
Q. Now, it is also true, I think you will agree—at least, I happen to know 
- it is and I think probably it can be accepted—that many of these concerns 
-_were, under this pressure, forced to sell their inventories, there being no strong 
market, at very low prices?—A. Well, I can only speak from my own experience 
and, in the particular field you mention it was a very extensive experience and 
a very intimate one. After the smoke all cleared away I cannot recall any 
case of a customer who said to me, “If only we had held over our stocks we 
would have been better off.” 
Q. Well, that may be true, but the period was a pretty long one for any 
factor of that kind to enter in. But the point I am making is that they were 
forced to liquidate and they did liquidate at low prices, very low prices. Then 
through the activity of the government of the country markets were improved 
and a demand came for lumber. These saw-mill institutions found themselves 
without funds that would bridge the gap between the taking of logs out of the 
bush, the manufacturing of the lumber and the delivery of them to the new 
market which was open to them.—A. I had not realized that. In the various 
cases that I am thinking of, and I can only speak from my own experience, the 
various concerns who had liquidated their stocks in 1930 and 1931 were rather 
glad of it by 1932 because then they could go in and cut fresh long lumber on 
the basis of a very low cost of operation, and. could then profit, and did profit, 
_ from the improved demand and rising prices which came, speaking from memory, 
- in time to absorb the 19382 cut. In those cases that I am speaking of, the cut, 
— I think in 1932 and certainly in 1933 and 1934, was stepped up very materially 
from the preceding years and operators were able to get the funds to do that. I 
do not think that the demand for Canadian lumber in those years was to any 
_ Major extent unsatisfied by reason of lack of supply. 
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Q. No, there was no building going on to any extent, but it was the export — 
business.—A. The improvement in the lumber market, first of all, came mainly 
from the British market. ‘ 

Q. However, I do not wish to get into a side track. What I wanted to get 
at was this: That was a case where the banks ought to have been, shall I say, — 
fairly generous in their attitude towards those saw-mill companies?—A. When 
the tide turned, you mean? 

Q. Yes.—A. Yes. 

@. That is, in spite of the fact that their collateral in the form of inventory 
was depleted the banks ought to have, under those circumstances, shall I say, 
waived the strictest rules of collateral?—-A. I think they did in a great many 
cases. Undoubtedly, there were some operators who were wiped out so com- 
pletely in the preceding period that they would have found it difficult to secure 
fresh resources to resume business on the scale they would have liked to have 
done. : . 

Q. Of course. I will make this as an assertion. I know of some that were 
forced to go to the United States banks in towns across the border and get 
their funds for the restoration of their business. I use that illustration, Mr. 
Towers, for this purpose: I do believe that the Bank of Canada co-operating 
with the commercial banks should watch a situation of that kind and should 
extend themselves to restoration in a condition of that kind—-A. There were © 
some cases, I think, of operators going to United States banks at that 
time. I am thinking of one or two cases where they were badly tied up with 
Canadian banks and were engaged in a very vigorous quarrel with Canadian 
banks. They therefore thought it would be best to finance their new opera- 
tions by putting them into separate concerns and obtaining finances from 
United States banks. That. is what you might call a question of personalities 
and personal difficulties entering into the situation, rather than something 
related to the general principles of banking. 

Q. I shall not pursue that further, but you will agree that such a condition 
iz one in which there should be close co-operation between the ordinary com- 
mercial banks and the Bank of Canada to see that a field of that kind is served. 
—_\. Co-operation of that character, I suppose, can only develop over a period 
of years. For example, if one heard that there was a very considerable need 
for credit unfulfilled, and it seemed on examination of specific cases that the 
risks involved were ones which banks could reasonably be expected to take, 
then I think that would be a fair subject for discussion between the Bank of 
_ Canada and some of the individual banks. 

Q. Just on that point, is it a fair thing to say that many commercial con- 
cerns. industrial and otherwise, have as a result of the depression found them- 
selves after several years of depression in a position where they did not have 
collateral that would constitute satisfactory collateral to a bank for an ad- 
vance?—A. Or were not in a position as a going concern which the bank 
thought enabled it to make general advances. 

Q. That is keeping in mind what you said a moment ago that in times 
of depression the average banking institution naturally is a little more cautious 
than in times of activity. Now, having that in mind, does not the position 
of the commercial borrower, industrial or otherwise, amount to one of a 
stalemate where he cannot break away from it; he must either drift into com- 
plete bankruptcy and go out of business, which is really what has happened 
with a great many, or he must find some other way of getting money? And 
is it not just in that field that we might work out, shall I say, some new method 
of adapting our machinery—using my own phraseology—of adapting our 
banking machinery to meet our requirements. Is there not a field there that 
might be occupied? } 

Mr. DracHMaN: Is that not on account of the booms? 

[Mr. Graham Ford Towers. ] 
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Hon. Mr. Stevens: I am trying to deal with what is the case. 


Mr. Towers: I think in the field you mention, first of all, there is the 
field of loans which do not carry more than a reasonable business risk and 
which you would expect the banks to supply. Then there is a further field 
of loans which are somewhat more risky than normal. If there was something 
_ to come and go on, with a fair spirit of courage, those two might be supplied 
_ by the banks. It is in the second category that there is a special question of 
: courage and judgment. Then one can go into still another section where loans 
are obviously not suitable bank loans. Making such loans would really mean that 
} one was going into the business and taking all the business risks. There the 
z 


_ capital of an individual or his ability to obtain equity money is the vital factor. 
_ Take the case of a lumber operator such as you mentioned. He probably had a 
_ mill, he may have had a couple of portable mills, and he could obtain a licence 
to cut a certain limit and he felt in August or September that the outlook for 
the next season was such that if he could take out one million feet he would do 
pretty well on it. But he did not have any cash or supplies, he just had his 
experience and his machinery. If the bank supplied the entire amount of 
cash required for the payment of wages and supplies and later on the sawing 
_ of the lumber in the following spring, and if he had not run into any trouble 
on account of weather or other reasons, and the market the following spring 
} was all right, everything would be all right. But if anything went wrong the 
_ full loss would fall on the bank; he had nothing to contribute to any such loss. 


By Hon. Mr. Stevens: 


Q. Is there anything that the Bank of Canada, in co-operation with the 
_ banking system, can do to serve just such a contingency as that?—A. In that 
case, what you need is a supply of equity money. Whether that can or should 
come from public sources, I do not know. 

Q. There is a need for it, and there is not, apparently, much of that equity 
money available. What I am trying to get is, surely there must be something 
we can do as a country, with this great machinery we have, banking and 
financial, that can be so organized as to serve such a purpose?—A. It may be 

_ the case, of course, that in the circumstances which you mention, those who: 
_ still have certain resources of their own left will command the additional credit, 
that they will increase their operations and do the business, leaving the ones 
_ who cannot command the necessary resources without business. In that case, 
_ the sum total of the business done may be the same, but its distribution may 
be different. 
: €). I think we have to admit it is not, Mr. Towers, because using the illus- 
_ tration Mr. McGeer gave, we know that we have hundreds of thousands out of 
work who are willing to work; we know that we have resources and so on. Now, 
we are not bringing these two together. I am not seeking to go back over the 
ground that he covered, but in its more minute and practical way it seems to 
me there is a great deal that can be done; and what I wish, of course—and 
__ you have reasonably well answered it—is if not to elucidate from you a statement 
_ of what can be done, at least we may get before you the desirability of some 
co-operation.—A. There have been attempts elsewhere to go into that field where 
there is more than the normal banking risk. I can thing of an example in the 
United States where one or more organizations were set up for that purpose to 
_ take on loans that were not bad from the start but which carried a good. deal 
- more than the normal banking risk. They have not found in the United States 
_ that they can loan very much on that basis. I think what they have found is 
_ that the needs more often than not are ones calling for pure risk of equity 
capital. I think that in the United States they have found themselves handi- 
_ tapped by an inability in various cases to induce individuals to put up that pure 
equity risk. 
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Q. But you will admit—Mr. Lacroix wants to ask a question—that there 
ss a need there and we should try and find some method for supplying that 
need?——A.That courage for risk taking on the part of individuals can be increased, 
I would certainly admit, but at the same time, I have sympathy with individuals — 
who in these stirring days are rather frightened to take those risks. 


By Mr. Lacroix: , F 
Q. Don’t you believe that in 1929 and 1930, up to 1933, the merchant banks — 
of Canada forced too much liquidation of lumber in eastern Canada, obliging | 
the lumber merchants to sell their lumber at liquidation prices in order to turn | 
the lumber into cash?—A. That would be a question of judgment which one ~ 
could only fairly comment on, I should think, by an examination of specific — 
cases. I do not think that any general statement would be very illuminating. — 
Q. What do you think of the facts that from 1929 to 1933 these things took — 
place: in 1929 the merchant banks of Canada advanced to the lumber manu- 
facturers in eastern Canada $25 per thousand feet to manufacture lumber. In : 
1930 and 1931 they decided that these lumber merchants should liquidate their 
stock which amounted to over half a billion feet in eastern Canada. This was © 
‘n the hands of two or three banks. The lumber merchants then started liquidat- 
ing their stock at $25. It dropped to $20, $15, $12 and $10. When they stopped 
liquidating a fair sized bank in eastern Canada said that the lumber would go © 
lower than $10. Don’t you think that the fact that the half-billion feet of — 
lumber in eastern Canada was liquidated at that price in the eastern market ~ 
and the United States market and so forth, had brought the price down to a ~ 
point which we still suffer from to-day?—A. I do not think anyone can make © 
a definite statement on that, Mr. Lacroix. 
Q. I think I will make one. I am a witness to it. I have met bankers — 
lately in the Boston office who said that in 1930 their advances on a certain | 
amount of lumber were over $20, and they did not care a damn—pardon me— 
about the accounts. They wanted their money, and the manufacturer was under 
the obligation of meeting those prices. The prices started to go down in 1930 — 
from $30, the market price at that time to $25 and $20 in 1931. In 1932 the + 
price was as low as $15, in 1933 as low as $10, and to-day we are still suffering 
from that forced liquidation imposed upon the lumber merchants by the 
merchant banks of Canada. I make that statement. The price started to go — 
up after 1933, a little after the bulk of the liquidation was over, and to-day we 
have succeeded in obtaining a price of $24, which is still $5 less than the price — 
in 1926 or 1924, and it is still selling at a loss to the manufacturer. I want to 
say to the merchant banks of Canada that this forced liquidation has totally 
ruined the Canadian industry in eastern Canada. I think that some of the 
members here are witnesses to that. This was forced on the American market — 
of eastern Canada, and forced by Canadian banks, and it has put the lumber 
business of eastern Canada in such a state of affairs that the lumber merchants 
could not restart. Those who have restarted in 1933 were those who were able 
to obtain stumpage from the government for practically nothing. Different 
provinces reduced their stumpage prices from $2.60 to as low as $1 to try to 
restart the business. The little man in the bush was earning not much more | 
than 50 cents in 1933. I understand your statement to be that in 1933 some 
were able to make a little profit. I do not call that a profit. I call that specula- 
tion with the provinces’ timber rights and labour starvation. 


Mr. LanpEryou: Slavery. 


By Hon. Mr. Stevens: 


_ Q. However, this will illustrate the point, Mr. Towers, namely that there 
is a field in connection with the relation of industry to finance which requires 
study in the light of modern conditions, and what I am hoping is that before 


[Mr. Graham Ford Towers. ] 
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we complete the sessions of this committee we may arrive at something useful 
and practical in that respect. Now, let me refer very briefly to a question that 
‘was inspired by your suggestion. Have you any record, and if you have not it 
with you can you supply the record, indicating the losses from Canadian banks 
failures as compared with losses and failures in the American system and the 
British system?—A. Is there any such comparable— 

Q. I think that an attempt could be made to get such figures—A. Yes. 
- Over what period would you suggest? 

z (). Well, I imagine to be useful at all it ought to cover somewhere beyond 
1929 or 1928 or 1927-—A. Losses to depositors? 

@. Yes——A. Yes. Suppose we take it from 1926 to 1936? 

. Q. That would be all right. You would agree, Mr. Towers—I think I 
_ gathered this from your statement yesterday—that modern markets have been 
dislocated and unbalanced. I think there is no question about that?—A. Yes. 

i (. And that the relationship of production to consumption is presently out 
of balance?—-A. In certain commodities, yes. 

4 Q. I should say capacity of production.—A. Yes; in some commodities the 
_ relation of production to consumption is out of balance, and in others both pro- 
- duction and consumption are low. 

_ QQ. Now, would you agree that the creation of new purchasing power is 
' desirable; never mind how, for the moment?—A. Undoubtedly. 

; . Would you also agree that it is possible to plan for and develop such a 
proposal? Let me finish the question in this way, because I anticipate what will 
-run through your mind. Would you also agree that it is possible to plan for 
_ and develop such .a proposal or is it to be left to the ipse dizit of shall I say 
so-called economic laws?—A. Theoretically one must always say, I think, that 
» it is possible to plan. Of course, you have to recognize that in making plans 
_ you have to make certain assumptions as well. The enormous difficulty nowa- 
_ days is to know what the estimates for three or four, or five or ten years from 
now should be. Must one assume a continuation of economic nationalism or not; 
it is absolutely vital to know that. 

Q. Well, again I do not wish to digress into side lines. The economic 
nationalism is there?—A. Yes. 

; Q. It is not something that we can choose whether it is or not; it is there.— 
A. Yes. | 

@. Now, and I think this is a very apt interjection, should not we seek to 
adapt ourselves in this country to these new factors?—A. If you assume that 
economic nationalism—and by that I mean this semi-war state in which we find 
ourselves—is here for good, then you have to do that. But of course, Mr. 
Stevens, I am thinking there of plans which would involve a change of vocation 
of large classes of the Canadian people. 

@. That may be necessary?—A. It may be, if the present world state of 
affairs continues. In fact, it would be if the present world state of affairs is 
here to stay; but, of course, it does involve enormous responsibility to go ahead 
with inevitably very expensive revamping of our economic structure on that 
_ assumption. If the assumption is wrong in the course of a few years time, then, 
_ of course, the changes which one has made in the interval are largely wasted 
ones. 
j Q. Mr. Towers, I don’t think I could accuse you of holding the view that 
_ the thing to do is sit pat and wait for the turn of the wheel; that is not what 
you are implying, is it?—A. No. I would say that in any way which one 
. reasonably could that a start might be made in the.sense in which you are 
_ speaking without grandiose attempts to revamp—I do not use “grandiose ” in 
a bad sense. I should have used another word, I should say “ major plans” to 
revamp the Canadian economy. But major changes based on the present state 
of world affairs would represent an effort and a responsibility which would be 
awfully difficult to take, and involve I am afraid, too, the acceptance of a lower 
standard of living here, which we hope will be unnecessary. 
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Q. Remember, Mr. Towers, I made as a premise for this line of questioning 
the adaptation of our existing machinery, financial machinery, to the new 
economie conditions with which we are confronted nowadays, consisting of — 
unemployment, industrial stagnation, shortage of purchasing power, and so on. ~ 
Now, that is all I have in mind. Let us proceed. Would it be wise to increase © 
the gold reserves and so increase the available cash reserves and thus stimulate — 
the loaning of money to industry?—A. It would not be necessary at this stage — 
for that purpose to increase the gold reserves, because there is considerable — 
leeway apart from any increase in those reserves; and that policy, of course, is — 
one which has been followed during the last four years; that is, of adding to 
the amount of bank cash reserves here, with the result that banks have been 
under constant pressure to expand these five years past. The amount of 
‘nerease in commercial loans from their low level in 1936—or, whenever it was 
has been by no means large and therefore the major portion of the expansion 
has had to take place in the form of increases in investments. \ 

Q. Well, now, referring to the expansion in commercial loans. You recall 
the figures that I used in a speech in the house. I would like just to put these 
ficures before you, because I think they are a vital factor in this whole business. 
In 1926 commercial loans were $983,000,000; in 1928 they ran up to $1,227,- — 
000,000; in 1931 they were $1,141,000,000; in 1936 they were $707,000,000; — 
and in 1938, December last, they were $731,000,000. They have gone up since. | 
__A. I have for December last $806,000,000. 

Q. Well, it may be that I am not quite up to date there, it may be that I 
took the November figure. However, you say it was $800,000,000 in December? 
—A. Yes. | 

Q. Now, the corresponding figures for investment in government bonds are 
these: in 1926, $324,000,000; in 1928, $334,000,000; in 1931, $396,000,000; in — 
1936, $1,097,000,000; in 1938, $1,137,000,000; and I think in addition to that 
$1,137,000,000, $155,000,000 of treasury bills?—A. No, in your figure of 
$1,137,000,000 the treasury bills are included; and, of course, the banks did not 
hold all of the $155,000,000. 

Q. We will let it go at that. A little while ago you used a term, and I 
noticed you used it repeatedly, that as cash reserves increase then the banks. 
seek investments or commercial loans?—A. Yes. 

Q. Well now, without going into it, what was the cause of this sharp increase 
between 1931 and 1936, a pick-up or increase of over $600,000,000 in the holdings 
of government bonds in that period?—A. I haven't got just the exact dates. 

Q. In 1931 it is $396,000,000 and in 1936 it is $1,097,000,000. It is really 
about $700,000,000 of an increase in holdings of public securities, and there was 
a corresponding fall of about $450,000,000 in commercial loans.—A. The fall in 
commercial loans, not being as large as the increase in government securities. 

Q. No, but there was a very decided fall?—A. Yes. 

Q. Now, would you say that that increase in government investments of 
$700,000,000 was due to the fact that there was not available in Canada desir- 
able commercial loans?—-A. Yes. . 

Q. Wholly?—A. We come back there to the question as to whether there 
were some which should have been thought desirable and were not. That is a 
question of judgment; but in so far as the desire to make commercial loans is 
concerned, the desire has been there. 

Q. Now, let us put it this way; would you say that there was such an 
absence of loans that might have with reasonable safety been made to warrant 
the switching of investment by an increase of $700,000,000?—A. I think that 
must have been the case. 

Q. Well, it is difficult for me to agree with you there.—A. Well, the only 
way in which one could get down to that, could make sure with respect to that, 
is through the investigation of specific cases. 

(Mr. Graham Ford Towers.] 
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~~. Yes. Now look, Mr. Towers, you used the term “ desirable loans,” and 
_ you continually use the term. Isn’t there a danger in this swing in day to day 
_ banking practice that bankers may lose sight of what is the effect of their action 
_ upon the whole country in their extreme caution, shall I say, at certain times to 
take only such loans as not only seem to be desirable but that are absolutely 
secure? Isn’t there a danger of that caution actually resulting in almost 
- universal injury?—A. If the banking system is operating on the basis where it 
_ won't take even reasonable business risks, that is a bad thing. 
. Q. Well, would not these figures seem to indicate that the degree of caution 
» went beyond what was warranted?—A. I do not think you can take anything 
_ from the figures. I think it should be a question of specific cases. 
@. Then, as Governor of the Bank of Canada—which you were in 1935 
and have been since then—in 1936 there was.a jump to $1,079,000,000; now, 
- would you say that in your opinion the increase of Dominion and provincial 
-~ government bonds was warranted?—-A. We encouraged it. 
Q. You encouraged it?—A. Yes, by adding to the banks’ cash. 
@. Personally—I do not like to interject opinions—I rather criticize in my 
_ mind the asking of questions in the form of opinions—but what I am trying 
~ to emphasize is this, because I think it is of fundamental and of vital import- 
ance: to me these figures are tragic, and I think all-important. In other words, 
_ I think they challenge any thoughtful person to study out why such a change 
took place—and I am not saying it was bad or good, one way or the other— © 
- but I do say it challenges us; and what I would like to impress upon you is that | 
_ there should be some very definite start and answer to this economic phenomenon, | 
- because it is nothing more or less than an economic phenomenon, to my mind. 
_ —A. The answer is not far to seek. During those years, particularly the earlier — 
~ ones—this does not apply so much to the mid-1936 mid-1937 period, but par- | 
ticularly to the earlier years—the very unsatisfactory state of business and the — 
high level of unemployment were natural factors making for a low level of 
commercial loans. At the same time, the same factors were making for large 
government deficits. The additions to the cash reserves of the banks and the 
consequent expansion in their investment holdings, were major factors enabling 
the governments to borrow the money required to cover deficits and to meet — 
- maturing loans on a very low interest basis. That policy, of course, has — 
involved sacrifices for many people, but I think one was justified in expecting 
them because of the position in which governments found themselves during — 
_ these years, and because of the general economic circumstances of the times. 

Q. Well, now, would it be advisable for the government, or for Canada— 
I will leave the government out—to seek some loans abroad at low rates of 
interest rather than put this burden on the Canadian banks which is obviously 
in here—$700,000,000 of a jump in a matter of three or four years in our banks 
~ alone—would it not be better, or would it still be advisable, to seek for loans 
~ abroad?—A. No, I do not think so; because, as a matter of fact, circumstances 
~ were such that not only did we not need to borrow abroad but we have been 
able to bring back a lot of securities previously held abroad; and the increase in 
chartered banks’ holdings has not taken away from their possibilities for financ- 
ing commercial loans, which they must desire to do, because what they earn on 
government securities—naturally I haven’t got accurate figures before me—is 
something like an average of 2 per cent; and naturally they are tremendously 
keen to get loans at a higher rate than that. 
4 Q. Yes. I gather that you would agree that there is an abundance of 
 eredit in Canada?—A. For commercial loans? | 
Q. For commercial loans?—A. I would go further. I would say there is an 


whether that carries as far as you would wish, whether that is accompanied by 
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a full measure of daringness, I cannot tell. One could only tell by taking — 
specific cases. E a 

Q. All right. If the requirements of Canada in 1926, 18 years ago, were ~ 
$983,000,000, surely to-day we ought at least to have in commercial loans 
something over a billion dollars; 13 years ago, a normal year, it was $983,000,000. 
—_A. Accurate figures are not obtainable as to classifications of loans as far back 
as 1926, but as a matter of fact we have made some guesses. They start at 1927. 

Q. Take it from 1927?—A. In 1927 our agricultural loans amounted to- 
$235,000,000, while in October of 1938 they were $149,000,000. That is a reduc- 
tion of $86,000,000 in agricultural loans. You will remember that the 1927 
period was one of.large western crops. | 

Q. Yes?—A. Manufacture, including mining in 1927, $325,000,000; now 
$223 ,000,000. 

Q. That is $100,000,000 down in that one classification—A. In merchan- 
dizing, from $200,000,000 to $134,000,000. : 

Q. Well, Mr. Towers, don’t you think those figures are challenging to the 
financial authorities of this country?—A. I do not think that the figures in 
themselves— 

Q. I mean, the facts that these figures disclose; that manufacturing and ~ 
industrial loans are down $150,000,000. Now, I assume that a portion of that is @ 
due to certain large industries which do their own banking by buying ~ 
securities. I agree with that—A. And, take the pulp and paper industry. I pre- 
sume it is not borrowing nearly as much as it did in the 1927 period. | 

Q. But we should not be in a static position. We must surely expect some. — 
progress between 1927 and 1938. Why, the mere increase in the population would — 
show some progress, and yet manufacturing loans are down in that period by 
$150,000,000—A. Manufacturing loans are down $100,000,000. ) 


Mr. Baxer: Including mining. 
Mr. Towers: Yes. Where loans are not large in any event, and never have 
been. r 
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By Hon. Mr. Stevens: 
_ And your commercial loans are down something over $100,000,000, are 

they not?—A. Well, this’is a section of the total commercial loan figure. 4 

Q. I mean, the merchandising—A. Merchandising loans are down $66,- — 
000,000. | 

Q. It seems to me, just taking as a whole those figures I have given, that 
that fact alone should be a challenge to the banking system of Canada as ~ 
indicating that there is something radically wrong.—A. It seems to me that — 
the approach should be in the other direction. Surely if there are people who 
fee] that they can use bank credit and who are being hampered by the lack 
of it—surely it is possible to get our hooks on those people, so to speak, and 
investigate those cases. 

Q. Investigate them, yes. Is there anything being done to investigate 
or seek for them? I think you are right in what you say—A. But you have 
to get hold of the people. Where can you find them? 


By Mr. Baker: 

Q. You say “those people”. What do you mean by “those people’ ?—A, 
The people who believe they should be getting bank credit but find themselves 
hampered by the lack of it. If one could hear from those people, if one could 
investigate those cases, one would.get a far more practical idea of the efficacy 
or otherwise of the banking system than by thinking of it in general terms and as 
a result of those figures we have been discussing. : 

Mr. Baxer: May I ask Mr. Stevens this question: Would the words 
“those people” which our friend Mr. Towers has used include people like the 
secondary manufacturing industries? 

[Mr. Graham Ford Towers.] 
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ag 
Hon. Mr. Srevens: Surely. 
Mr. Towers: Undoubtedly. 
Mr. Baker: Would they not apply to those people more than to any- 
body else? 
' Hon. Mr. Stevens: Likely. 
Mr. Baxer: It would mean them more than anybody else, in my opinion 
Mr. Towers: Yes. 
Mr. Baxer: It is those people I think we are getting at. 
Hon. Mr. Stevens: . Yes. 


By Mr. Dubuc: 


' Q. Is it not a fact for the last four or five years—-and I am speaking of 
commercial loans—that the bankers have asked practically every commercial 
firm to reduce annually the amount of help they needed from the banks—every 
year a certain proportion?—A. I was not aware of that. | 

- Q. I can give you particular cases, because you wanted them.—A. Yes. 


By Hon. Mr. Stevens: 


Q. What would be the result if the Bank of Canada were to purchase, 
‘say, $200,000,000 of these government bonds from the chartered banks? What 
effect would that have?—A. The chartered banks’ cash would increase by 
$200,000 ,000. 

Q. Yes?—A. And their assets in the form of government bonds would 
ease by $200,000,000. 

~ QQ. Yes?—A. You would then find that at the first stage of the transaction 
‘their deposits were the same as before, but their cash would have gone up 
from $250,000,000 to $450,000,000. 

' Q. Yes?—A. That would, shall I say, push the banks—at least, give them 
a strong inducement to try and find additional loans, if they could; the induce- 
‘ment there being, I think, no greater than now, because it is Just as acute as it 
‘could be, so far as cash is concerned. 

> Q.I imagine, if I might interject, that if that were done, there would be 
‘far more effort made to find this class of borrowers that Mr. Baker referred 
to a moment ago?—A. I do not think so; because the pressure under which 
the banks are operating in that respect is, I think, just as intense as it could 
De. 
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Q. You assume that nothing more can be done with our present banking 


or to earn more than very little—so far as all those pressures are concerned, 
they are as great as they can be. We can then assume, without any question 
‘of doubt whatever, that the desire to get commercial loans is intense. That is 
‘unquestionably a fact. Now the balance of the question which you raise is 
‘entirely embraced in this one point: Is that desire accompanied by sufficient 
‘courage so that the appraisal of a reasonable banking risk 1s a generous ap- 
praisal? 


there is much more likelihood of being able to decide that if only one could get 
one’s teeth into specific cases to investigate—much more likelihood of being 
‘able to form an opinion in that way than in any other way that could be sug- 
gested. 

Q. Let us assume, for the sake of this discussion, that there is a lack of 
sourage. 

78428—24 


2.” 


system in that respect?—A. No, not necessarily. I say that so far as the | 
‘inducement of a liquid position, the inability to earn money in investments - 


— Q. Yes?—A. There is the only question to decide. My view would be that | 
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Mr. Baker: On the part of whom? 
An hon. Memper: The banks. 


By Hon. Mr. Stevens: P 

Q. Can you conceive of anything that the Bank of Canada and parliament 

and this committee might suggest or might do that would assist the banks or 
inspire the banks to the necessary courage?—A. I think the first step would 
be to get specific examples; because if one said in a general way to the banks: 
“You have not got sufficient courage and you are turning down loans which do- 
not carry more than a reasonable business risk,’ they would say, “We are 
not, so far as we know. What are the cases?” Then the discussion falls to” 
the ground. But if you discuss the proposition on the basis of specific cases, that. 
is the first step. If the banks then say, “No, we do not share your opinion. We- 
think that these loans involve far too much risk, that we cannot be in the 
position of exposing ourselves to almost certain losses on this scale,” then yo i 
are at the point where you decide whether that attitude is legitimate; and if it 
is legitimate, whether other means can be found of supplying the money. # 
Q. What would you think of this suggestion?, Suppose each of the char- 
tered banks—and I think they have somewhere around 5,000 branches in Canada? 
—A. 3,000 odd in Canada. 3 
Q. Yes, they are down now; say 3,500?7—A. Yes. 4 

Q. Suppose each of the chartered banks, after consultation with you and 
carefully thinking out this problem, were to instruct every branch manager in 
Canada to report to them—to first go out and survey his territory and then 
report to them the classes of loans that are desired on the part of borrowers” 
which were not being satisfied by the local branches. Never mind whether they 
were good or bad, let them report on what the requirements are and let them 
make a study from that. Could that be done?—A. It would not be a physical 
impossibility. « 
Q. Is it not a thing that ought to be done?—A. I would like to think that 
over, Mr. Stevens. ; 
Q. Let me just add one further suggestion to it. Should not a branch bank 

or a branch of a bank—and they are scattered all over the country—be the 
medium through which the nature of the business and the character of the people 
of that community is reported to the central head office?—A. Yes. P 
Q. And ought there not to be in all of these central bank offices—and- 
consequently coming through to you—-say monthly analyses of the financial 
and economic conditions of each community? Would that not be helpful— 
in fact, vital, I think?—A. Except to the extent that one could obtain the 
information in other ways. 
Q. What other ways?—A. However, there again is a suggestion that I 
should like to consider. 
Q. What other ways? For instance, statistically?—A. Yes. | 

_ Q. You must know—and I certainly think it myself—that the danger im 
this day and age is that we take general statistics and study them cold-bloodedly 
just as statistics, but we do not get to the very nature of these economic prob- 
lems. Anyway, I suggest that to you.—A. Yes. 
Q. Now I shall hasten on. Referring again to gold, I have a few questions. 
Gold is to-day treated as a commodity, is it not?—A. It is defined as a com- 
modity in the producing countries and is a commodity until it get into the 
banking system. 4 
Q. Do you think we are taking the full advantage of our gold resources 

by exporting it as a commodity as we do?—A. Yes; I think that we are making 
the most advantage of it in that form. 4 
Q. Wait a minute—not in that form. Do you think we are making the 
maximum use of our gold resources in the way we have used them?—-A. Yes. I do 
[Mr. Graham Ford Towers.]| j 
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‘In recent times we have added to our gold stocks in the amount of $25,000,000. 
I think our action in that respect should be determined by what we believe to 

be the needs for reserves, after taking all factors into consideration; that there 
would be no point in carrying reserves in excess of what one believed to be 
the requirements. 

—_ Q. You have virtually answered my next question, but I shall put it in 

-any case. Would you be opposed to holding back, say, 40 or 50 per cent of our 

gold production for a few years and increasing our gold reserves?—A. I think 

that would be unnecessarily expensive. 

F: Q. You do not see that there might be some stimulus to the internal con- 

oo We could provide that stimulus without holding back that much 
gold. 

‘6 Q. But we are not doing it?—A. We have very substantially. 

4 Q. To a degree, I will admit; but not sufficient to meet the needs of the 

country. I mean, we must keep in mind that we are still in distress. The 

accumulation of gold in the United States, to which market we ship our gold 

“now, is now about $16 billion, is it not?—-A. It must be pretty close to that. 

| Q. Just about $16 billion; of which about $3 billion is ear-marked or liable 

to be withdrawn at any time when conditions improve. That is true?—A. I have 

“not got their estimate of the foreign balances in the States; but let us say, for 

‘the purpose of argument, it is something of the order of $3 billion. 

is Q. I understand it is about $3 billion, which means that there is about 

$13 billion worth of, shall I say, frozen gold?—-A. No; the presence of that gold 

‘is reflected to quite an extent in the reserves of their banks. 

ce Q. Well, it is a tremendous quantity, in any case?—A. Yes. 

a Q. Having regard to Canada’s gold mining industry, would you care to 
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express an opinion as to the possible danger in the not distant future of some 
‘action by the United States to, shall I say, decrease the quantity of gold that 
‘will be shipped in there?—A. Oh, Mr. Stevens, I should be shot if I expressed 
“any opinion one way or the other upon that subject. } 
: Q. I am probably not in the same danger of being shot. Would you agree 
with me that the accumulation of gold in the United States is causing many 
authorities a good deal of concern at the present time? Or are you afraid of 
being shot for that too?—A. As a matter of fact, Mr. Morgenthau, secretary of 
the treasury, tried to set forth the views of the administration on that subject only 
a few weeks ago in a letter in which he answered a series of questions. I think 
he did it as effectively as it could possibly be done, and perhaps it would be 
better to let that letter speak for itself. 
. Q. All right: I shall not press you on that. What would you think of the 
advisability of coining a certain quantity of gold and turning it loose, letting it 
find its own market—in other words, relaxing the present absolutely controlled 
“market of gold?—A. I rather doubt whether people will want to carry it in 
their pockets; they have never been accustomed to doing so in Canada. 
: Q. Not in Canada.—A. As a matter of fact, I do not think they will ever 
return to it in England. 
Q. At present the gold is only handled in $25,000 ingots?—A. $14,000. 
Q. $14,000 ingots?—A. Yes. 
Q. Obviously it is not of a type that could be handled in small quantities? 
'—A. No. 
| Q. Would you think it advisable, for instance, to issue, say, one ounce 
dises—not as money, but a disc that would be one ounce, that would have its 
value just the same as an ingot?—A. To encourage hoarding, you mean? 
Q. To encourage hoarding or disappearance or export?—-A. Well, of course 
on the continent there was for some years a considerable demand for gold coin. 
; Q. Yes?—A. As a matter of fact, such gold coin as there was in Canada 
was shipped over to the other side for that purpose. These things change, 
: 
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because people’s minds are swayed by a different fear each month, more or less; 
nm recent times that demand has largely disappeared. The premium which there 
was at one time on gold coin has, I think, gone and people are dehoarding their 
cold coin at the present time on the continent and putting that money into 

United States bank notes and into sterling notes; so that just at the moment the | 
tendency seems to be away from gold coin as being somewhat bulky, and into — 
bank notes of the United Kingdom and of the United States. 

Q. I shall leave that now. é 

Q. Referring to the easy money policy which you have referred to on several — 
occasions, has this not operated almost exclusively to the benefit of public % 
financing—A. Very materially also to the benefit of other borrowers. For 
example, the amount of refunding by corporations in Canada has been very © 
substantial, and in that process too a lot of corporation debt held abroad has — 
been brought home. | ‘¥ 

Q. Yes, I agree with you there—A. Almost every issue which could be — 
called by corporations, where there was a call provision, has been called and © 
re-financed. y 

Q. But the easy money concept has not found its way down to the needy — 
debtor class to which we referred at the opening of our remarks?—A. There, ~ 
again, it would be a question of specific examination. ; 

Q. You have no way of ascertaining whether it has or not? You would not 
agree with me that it has not?—A. I do not know, Mr. Stevens. The proof of — 
that pudding would be in an examination of all refusals of loans which have ~ 
been requested. 

-Q. You have just referred to the re-financing by corporations. I am not 
now referring in this question to the immediate past few years, but I am 
referring to the period prior to, say, 1930. Would you agree that the practice 
of merging numbers of industries and commercial institutions and changing 
their capital structure from stock capital to bond issues has had a damaging 
effect upon business generally?—A. I would say that from a financial point of 
view many of the things that were done during those years were bad. I would 
be hard put to it to say what effect it had on the actual volume of business. 

Q. Would you mind giving me your opinion on this: Should a bond issue 
by a corporation be viewed as capital or as a mortgage debt?—A. From the legal — 
point of view I do not know just where I stand on that, but personally I would — 
view it as a mortgage debt. 9 

Q. I do not think that is a legal question, I look upon it more as an F 
auditor’s question. It is a point which any auditor must decide—A. It is part” 
of the amount at risk of the business but occupying a position prior to stock. 

Q. For instance, I have in mind a company that was on a stock basis and 
the owners of the majority of the stock desired to withdraw ten or fifteen mil-— 
lion dollars as the company had certain real assets, and the balance was there i 
in inventory, and so on. They put out a twenty million dollar bond issue, with- : 
drew the proceeds to themselves and left the business covered with a bonded 
debt far beyond any of its real assets. Would you consider that was a desirable F 
thing?—A. It is rather a hard question to answer without examination, but, on ; 
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the basis on which you put it, it does not seem as though the character of the 
security suited that picture. S 
Q. In other words, bonds .should not be issued against goodwill, inventory “ 
and other liquid assets of that kind?—A. That is a pretty broad statement but — 
I think there is something in it. ; 
Q. Would you consider it advisable to limit bond or mortgage charges to, 
say, a percentage of the fixed assets, I do not care what percentage, fifty or 
sixty per cent? —A. I think it is very dangerous to try to legislate either good — 
judgment or financial propriety in cases like that. It is much better if one can 
work on an elastic system and achieve a standard of judgment and a financial 
propriety which will make unfortunate exceptions just as rare as possible. . 
[Mr. Graham Ford Towers.] 
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Q. Yes, but you will recall that you stated a little while ago, Mr. Towers, 


that in a period of buoyancy, and you also added perhaps in boom periods, 
_ there was a tendency on the part of banks and others to get too careless?— 
» A. Yes. 


Q. What I am getting at is this: Is it possible for the Bank of Canada and 


_ the commercial banks as leaders in finance to exercise some control over just 


such things as we have been discussing and to lay down broad principles which 
should determine what is sound finance and what is not?—A. Broad principles 
might be difficult. One would have to sit down and try to get them down in 
black and white before understanding whether you could define things in just 
such a way. If they could be defined very well in such a way, they might 
almost be defined by legislation. But the risk with legislation is that it keeps 
everything at a dead level, and while preventing certain unfortunate occurrences, 
it also prevents many good ones. That is the great risk of tying things up by 
legislation. 

In regard to expressing opinions or trying to exercise influence in connection 
with developments of the kind which you mention as having occurred in times 
past, I certainly think that we would try to do so. Now, what success we would 
have would depend not on legislation but on persuasion, influence, or whatever 
you like. That is something which does not come overnight, but I think it is 
something which has to be tried. 

Q. I gather that you would be opposed to bank directors being very heavy 
borrowers from the banks?—A. I would rather not express an opinion on that. 
There are certain features of the Bank Act which deal with that situation. 

Q. Must be declared?—A. Yes. 

Q. As a matter of principle it should be looked upon askance? Would 
you agree with that?—A. I think probably that if I were somecne in business 
who was likely to have a need for credit on a substantial scale I would refuse an 
invitation to become a bank director. 


By Mr. Kinley: 
Q. Do you think there is any such danger to-day in directors borrowing from 
their own banks? It is the little bank that works that trick.—A. I do not recall 
any bad examples of that within the course of the last thirteen years in Canada, 


_ but, as I say, my personal preference would be that if I were likely to have 
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substantial requirements I would not be a bank director because I would feel 
diffident about borrowing, if I were. 


By Hon. Mr. Stevens: 


Q. I have just two more questions to ask before I sit down. I really must 
apologize to the committee for taking up so much time. Would it be fair to | 
say that the primary function of a commercial bank is to buy and sell commercial 
paper?—A. No, I would say it was to make commercial loans, and I will include | 
the paper as a part of it. 

Q. To make commercial loans?—A. Yes. 

Q. That is the primary function of a banking system?—A. Of a commercial 


_ banking system. 


Q. What is your view regarding the depreciation of the Canadian dollar 
to the sterling level, or, if you like, the pegging of the Canadian dollar with 


 sterling?—A. Well, Mr. Stevens, I would ask you not to press that question 


because it is— 
Q. —a question of government policy. I shall not do it; I do not wish to 


embarrass you. Would you say that if the Canadian dollar were on a sterling 
_ basis it would have the result to-day, and would have had the result in the last 


four or five years, of increasing or appreciating the value of our primary prod- 


_ ucts to Canadian exporters?—A. In most of the last four or five years it would 
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have had the reverse effect of depreciating the Canadian prices of our primary ~ 


products because in most of the last four or five years sterling has been at a 
premium over Canadian dollars. | 

Q. Yes, that is true—A. For a long time it was $4.90 and $5. In fact, in 1933 
it was as high as $5.20. | 

Q. In 1931 it was down to $3.70?—A. From December, 1931, until early 
in 1933 it was at something of a discount. Here are the annual averages. The 
annual average in 1931 was $4.70. In 1932 it was $3.98. In 1933 it was $4.60. 
That average conceals the fact that about mid-1933 it was up over par. For 
1934 it was $4.98. For 1935 it was $4.92; 1936, $4.97; 1937, $4.97, and 1938, 
$4.91, on the average. So all during those years, say, from mid-1933—until 
probably mid-1938—five years, the Canadian dollar was at a discount on 
sterling. 

Q. For the other periods it would have been to our advantage?—A. I do not 
say necessarily. We have tried to express our views as to what happens as a 
result of exchange depreciation, as you know, in the memoranda which are on 
file. It is an internal transfer almost entirely. 


Hon. Mr. Stevens: Mr. Chairman, I have occupied more time than I should 
have occupied, although there are some other questions I should like to have 
asked, but I do not wish to impose. 

Mr. Baker: Mr. Chairman, may I have a couple of minutes? 

The CuatrMan: Yes, Mr. Baker. 

Mr. Baker: Mr. Chairman, I should like to mention that I think this has 
been the most interesting and valuable meeting of this committee that I have 


attended. I think, just expressing my own opinion, that this was largely due to — 


the avoidance of theories and that the discussion was confined to matters of 
fact. There were some points brought out by Mr. Stevens with which I agree. 
I have nothing against the banking fraternity. I have had over forty years’ 
experience, only as a borrower from the bank, it is true, but I think the point is 
quite correct that twenty-five or thirty years ago the banker went more on the 
personality of the individual he was doing business with than unfortunately he 
is doing to-day. In recent years the bank has relied more on collateral security 
than on the individual. I should like to see the day come again when the bankers 
would take a little broader attitude and let the individual count for more, as 
they used to do. I think it would be beneficial. 

The question of banks forcing liquidation was brought up by my friend on 
the left. It is true perhaps that in certain instances, unforunately, the limita- 
tions were perhaps disadvantageous. On the other hand, while in some cases it 
seemed very unkind at the time, it turned out in the end that the urging of 


liquidation on the part of the bank proved quite correct. Had the man not — 


liquidated when he did but had gone on with confidence and hope, which is the 
natural tendency of a businessman, he would have had less in the end than he 
had by taking the suggestion of the bank. 

The next point I have to bring up is in connection with Mr. Stevens’ sug- 
gestion that some ways and means should be found. Of course, that is too big 
a problem to deal with here to-day. I think he put his finger on the very spot 
when he suggested that some ways and means should be devised whereby busi- 
ness loans could be made which are now turned down. We have had the experi- 
ence of improving conditions by the home improvement plan. We thought that 
was a terrible undertaking. It was said in the house that there were enormous 
difficulties in connection with it. We have found that time has shown there were 
less difficulties about it than we anticipated and there is less difficulty by banks 
working together than if they worked separately. But these questions are too 
big to go into to-day. 


We now come to the percentages of losses. We find that the percentage is . 
small. The bank has the people’s money, we must remember, and they are — 


[Mr. Graham Ford Towers.] 
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esponsible for that, and they have to be cautious. When times are better they 
take bigger risks, but when times are bad and money is tight they say they can- 
not afford to take a loss or the chance of loss. If something could be done on 
ne scale of the home improvement plan, I believe it would be to the advantage 
of the country. Then, economic nationalism was mentioned. That is a question 
that is going to remain and it must be dealt with. Mr. Stevens said if things 
remain as they are, then something must be done about it. It may be expensive, 
ut that is a question of government concern, if I do say so, and not something 
that should be directed to the head of the Bank of Canada. It is a question of 
government policy. 

_ Now, may I make some comment on the figures that were brought up here 
‘to-day by Mr. Stevens? Attention has been drawn to the fact that there are 
two weak places in our economy to-day, one is in regard to loans to agriculture 
‘and the other in regard to the manufacturing industry which means, secondary 
industry. There is where the lending has dropped down. Now, that lending 
dropped down because of lack of activity in these two fields. There is no doubt 
about that. These are the few points, if I may respectfully suggest, that we 
Fhould take up, and we should endeavour to put our finger on the weak spot to 
see what can be done about it. It has been said that the businessman and the 
-agriculturist, who is a producer, and also a businessman, want money to carry 
on business and agricultural work. It has been suggested that he has not cour- 
age. I do not accept that statement at all. I have had fifty years active business 
experience. My experience has taught me to believe that if anything the busi- 
‘nessman, that is the average businessman, has too much courage. That is where 
he fell down. The fall does not come’ from lack of courage; it generally comes 
from being too confident, full of enthusiasm. Therefore it is not from lack of 
courage. I resent that, especially since it has been given great prominence. I 
: resent it on behalf of other businessmen. 

E There are other points I have in mind, but I cannot mention them here now 
‘because of the hour. I think we have had a very interesting session to-day. 
Here are the two points I should like to suggest, and they are the ones I should 
like to deal with. The first has to do with loans to agriculture, and the second 
with loans to manufacturing industries. That is where we are suffering to-day 
and that is what is causing the terrible problem of unemployment that we have 
1 to-day. May I say, in my opinion, these are not questions which should be put 
to the Bank of Canada. I say they are questions of government policy. It is 
for the government to regulate matters in such a way by their policy that 
manufacturing industries and agricultural industries are put on a basis that will 


4. 
make them profitable, so that in the years ahead they may use the courage 
. 


' which they possess to go ahead and develop their industries and consume the 
unemployment from which we are suffering. 

4 Now, I shall leave that point there, so that I shall not at this time get into 
a discussion as to how it could be done. I would respectfully suggest this: the 
_ viewpoints which we have had expressed here are viewpoints which can be dealt 
with on the basis of government policy. If our industries can be established 
on a sound basis and agriculture as well, we won’t have so much trouble about 
unemployment. That is my humble opinion. These points were brought out 
here in one short session of this committee. This has been a most interesting 
session, and I do not think anything has been said that was to the annoyance 
of governments economical ideas or anything else. I could bring out a lot 
more points, but I will leave these two points with the committee as my humble 
expression of opinion. 

BY Mr. Lacrorx: Mr. Chairman, I should like to say that I differ from 
_ Mr. Baker in regard to the situation of forced liquidation. In some lines that 
may be all right, but in a primary industry such as the lumber business, the 
liquidation which we had in 1930 did not in the end bring benefit to the lumber- 
ing industry. The result has been all bad, and the provinces have been put 
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under an obligation to give away their raw material, and that is the result of 
the forced liquidation that the lumber business of eastern Canada has been 
put to. The lumber industry of eastern Canada has imposed upon the govern- 
ment the responsibility of trying to induce the business to come back into the 
market, and to do that they have to give away their raw material. For example, 
in different provinces, New Brunswick, Nova Scotia, Quebec and Ontario, we 
have to-day a result that shows that each of these provinces is giving away 
their trees for practically nothing. Take pulpwood, for example. It takes 15 — 
trees on the average to make a cord of pulpwood to-day. Our provinces are- 
giving away stumpage for $1.35 a cord. That means 9 cents for a tree which j 
takes 60 years to grow to maturity and be put on the market. The result of the - 
forced liquidation has brought our raw material to so low a figure that we are : 
depriving our provinces of revenues that they need year by year. If forced © 
liquidation is sometimes good, let me say that so far as the lumber industry 
was concerned, from my point of view it was the worst thing that could have 
happened. Prices were forced so low in 1930 that people could not make © 
anything. All that the banks were doing was to obtain money to permit them to i 
invest it in government of Canada bonds. | 

The CuairmMan: Shall we adjourn until Monday morning? 


Mr. DeacuMaAN: There are one or two questions I should like to ask, and 
then I want to further examine Mr. Towers. These questions have a direct bear- © 
ing upon the examination of Mr. Stevens, and they have to do with the decline in ~ 
commercial loans. Is it possible to measure the extent of the decline which was © 
due to the decline in the price of manufactured articles, as for instance $1.50 © 
wheat required more money to finance than 60 cent wheat? That is one question. — 
How much of it was due to the desire of businessmen for liquidity because they — 
wanted to become liquid because they feared the storm was upon them? ‘That is © 
question two. Then, this is question three: How much was due to changes of — 
habit in commercial business? That is to say, take the case of grocery stores. — 
At one time in grocery stores the turnover might not exceed three or four times a 
year. It has now become a matter of maybe one month or less. You have 
twelve times the turnover in a year instead of three as it was in the old days. — 

Mr. Krnutny: That is some turnover. | 

Mr. DracuMan: It is indeed, but that is what your chain-store tries to do; — 
so that to measure the same relationship between the two there would be — 
less requirement of commercial capital, the same thing applying all 
through business would lead us to what is termed ‘‘ hand to mouth buying.” — 
That is my third question; and the fourth is this: -It was mentioned © 
to-day, and I think perhaps Mr. Towers will admit is it true, though I am not 
going to assume that; I will let him make a statement upon that. It is said that — 
there is now more tendency for the banks to consider collateral rather than 
character in regard to the loans. Is that not due to a changed idea in regard to — 
the sacredness of contracts? We would have been tremendously shocked a few 
years ago at the idea of forced liquidation of mortgages. But it has taken place — 
in the province of Ontario and throughout the Dominion in the form of the — 
Farmers’ Creditors’ Relief Act. It has also taken place in one of our provinces 
at least, whereby unilateral action they have simply cut the interest rate upon 
the bonds and as the validity of the contract becomes less sacred will not the 
bankers, as a matter of fact, turn to security rather than character, because char- — 
acter, because character has less value and is not worth as much as it was form- 
erly? That is the fourth question. I should like to leave those question with | 
you, but you may answer them now if you care to do so, or wait until our next © 
meeting. 

The CHatrMan: It is 1 o’clock. Shall we adjourn until Monday at 11? 
Mr. Deachman has the floor on Monday. 


[Mr. Graham Ford Towers.] 
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4 Mr. JAaqurs: I have a case to present. I happen to represent one govern- 
- ment of Canada and, I may say, a great many millions of people in the domin- 
ion. I have no wish, of course, to speak out of my turn. 
{ The CuamrMAn: You follow Mr. Deachman. How is that? Suppose we 
have that as an understanding. 
Mr. Jaques: I want to know something definite, because there is a very 
important debate on in the house which affects me vitally. 

The CHarrmMan: All of us. How long will you take, Mr. Deachman? 

Mr. DracHMaAN: Half an hour. 

The CHArRMAN: Suppose we say, Mr. Jaques, that you go on at 12 o’clock 
on Monday morning? 

Mr. Jaques: Can I count on that? 

The CHatrMAN: So far as the chairman is concerned. 

Mr. Deacuman: I can get through by that time if I start at 11 o’clock and 
if Mr. Towers’ answers are not too long. | 

The CuHarrMan: I think you can safely count on that. 

Mr. JAquns: Monday? ; 

The Cuairman: Monday morning at 12 o’clock. I think that is the opin- 
ion of the committee. 

Some Hon. Mrempers: Yes. 

The Cuairman: That is our understanding. You will go on at 12 o’clock 
on Monday morning. 

Mr. Towers: Before the committee adjourns, would it be satisfactory to 
Mr. Kinley if I placed on the record my answer to his question of the other day? 

Mr. Kinuny: Give me a copy to-day. 

Mr. Towers: Shall I hold it over until Monday? 

Mr. Krnuey: I should like to have a copy right now. I think I know the 
answer. : 


Mr. Towers: Then I shall place on the record an answer to a question 
raised by Mr. McGeer in respect to the chartered banks advances from the 
Bank of Canada as shown on the return of chartered banks to the dominion 
government. 
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Mr. Kinuey: You may put my answer in as well. 
Mr. Towers: 


THE EFFECTS OF USING AN INCREASE IN THE VOLUME OF 
CURRENCY TO REDEEM MATURING SECURITIES 


Mr. Kinley raised the question at yesterday’s meeting as to what 
effects there might be from using the issue of currency to meet security 
maturities. The answer to this question depends upon the circumstances 
in which such a transaction occurred and upon the amount involved. I 
believe I can best deal with the various aspects of the problem by 
referring to sections of memoranda submitted at previous meetings which 
are relevant to this question. 

At least a corresponding increase in the volume of money must 
necessarily follow an expansion in the volume of currency. If the cur- 
rency issued is legal tender there may be a ten to one expansion in the 
volume of money on the basis of increased banks’ cash reserves. 

The general effects of an expansion in the volume of money have 
been outlined on pages 83 and 84 of the minutes and proceedings. If 
the amount of expansion were enough to result in currency depreciation 
there would be certain other results which are referred to on pages 84 
and 85 of the record. 

The general effects which are mentioned in these references have 
been those which I would expect to occur if the additional amount of 
: currency were permitted to perform the usual functions. If, however, 
there were an attempt to neutralize the effect of an increase in the volume 
| of currency by some such measure as 100 per cent cash reserve require- 

ments for the chartered banks, there would be certain other results to 
which I have drawn attention in pages 198 and 199 of the proceedings 
of this Committee. 

I believe that the important effects of a transaction of this kind 
depend upon the amount involved and attendant circumstances because 
the technique involved in creating the additional currency by retiring 
securities is much the same in effect as the present system under which 
the Bank of Canada buys securities in order to expand cash reserves. 


The CHARMAN: The committee stands adjourned until 11 o’clock on 
Monday morning. 


The committee adjourned at 1.10 p.m. to meet again on Monday, May 8, 
at 11 a.m. 
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MINUTES OF PROCEEDINGS 


Monpay, May 8, 1939. 


The Standing Committee on Banking and Commerce met at ll o Mes aM, Ae 
_ the Chairman, Mr. Moore, presiding. Hat 


Members present: Messrs. Baker, Clark (York-Sunbury), Deachman, 
- Donnelly, Dubuc, Howard, Jaques, Kinley, Kirk, Landeryou, Leduc, McGeer, 
_ Martin, Moore, Stevens, Tucker, Ward, Woodsworth. 


In attendance: Mr. Graham Ford Towers, Governor of the Bank of Canada. 


In answer to a question asked by Mr. Deachman at the last sitting, Mr. 
_ Towers read a statement on the reasons for the decline in banks’ commercial 
loans. 


Examination of Mr. Towers was continued. 


At 1.05 the On ttee adigtined until tomorrow, Auescay, at 11 o’clock 
a.m. 
: R. ARSENAULT,. 
Clerk of the Committee. 
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MINUTES OF EVIDENCE 


House or Commons, Room 277, 
May 8, 1939. 


The Standing Committee on Banking and Commerce met at 11 o’clock a.m. 
The Chairman, Mr. W. H. Moore, presided. 


The Cuairman: Proceed, Mr, Deachman. 


In attendance: GranaAm Forp Towers, Governor of the Bank of Canada. 


By Mr. Deachman: 

Q. Mr. Chairman, when we adjourned on Saturday, I had addressed several 
questions to Mr. Towers in regard to the decline in the volume of current loans 
and discounts. I do not recall the exact order, but the first question was, Was 
the decline not due to a large extent to the decline in the price level?—A. May I 
proceed to answer? 


Q. Yes.—A. I have some notes here in regard to the four sections ‘OL thee aus 


question. 0 - 
~~~. All right, go ahead—A. You will remember that the question mentioned, 
first of all, the effect of the decline in the price level; next the desire for liquidity ; 
thirdly, possible changes in business practices, and, fourthly, any effect which 
anxiety in regard to the fulfilment of contracts might have had on borrowing 
and lending. 

Q. Yes—A. My answer this morning must necessarily in certain sections 
of it at least be of a very general character. It is impossible, I think, to cal- 
culate how much of the fall in commercial bank loans is due to each of the 
various factors which were operative during the period of the decline. All that 
can be done is to indicate that various factors for known reasons must have 
had an appreciable effect on the volume of commercial loans. | 

The lower price level—which is the first factor suggested by Mr. Deachman 
—undoubtedly has been an important reason for a smaller amount of commercial 
lending. A large part of banks’ advances are for the purpose of financing the 
current inventories of industry. With lower prices the same volume of inventory 
represents a smaller dollar investment and therefore probably less need for bank 
credit. 

During the years when general business activity was contracting—say 
1930-33—and there were relatively few opportunities for profitable expansion 
of industrial production, a great many firms attained a very liquid working | 
capital position, i.e., not seeing profitable avenues for investment they paid off 
bank loans and built-up cash balances. There were other firms, of course, 


which were unable to weather the financial crisis unassisted and had to increase 


their borrowings from the banks. The results of this situation upon the course 
of bank loans during 1934-1938, have been two-fold. First, firms which attained 
a position of liquidity in 1930-33 have been able to finance a considerable degree 
of recovery out of their own cash resources, without recourse to the banks. 
Secondly, improvement in business conditions permitted many of the firms 
which were forced to increase their bank loans in 1930-33 to repay those ad- 
vances out of their earnings from a larger volume of operations. ‘Together, 
these two factors were to a large extent responsible for the failure of commercial 
loans to rise more quickly and to a larger extent during 1934-38. 
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There has also been, as Mr. Deachman mentioned, ‘a tendency for many i 


concerns to operate on a lower volume of inventory in recent years. In some 
cases this development is undoubtedly an outgrowth of the depression when 
businessmen found that if necessary it was possible and efficient to operate on 
a smaller inventory than had previously been customary. Improvement in 
transportation and manufacturing technique probably has also been a reason. 
On the whole, I would ascribe to this factor considerably less importance than 
to the first factors which I mentioned, namely, prices and liquidity. 

| In the case of at least one: important commodity—wheat—smaller volume 
due to poor crops has been an important factor in reducing the amount of bank 
loans required for financing. 

While it is impossible to say how much of the decline in commercial loans 
has been due to each of the factors which Mr. Deachman mentioned at the last 
meeting and which I have attempted to describe in a general way this morning, 
I believe that in total these factors account for the great part of the decline in 
current loans. 

I have not made any reference as yet to the possible effect on the situation 
of doubt in respect to contracts and in respect to the fulfilment of contracts. 
What psychological effect that may have had, there is no question but that to 
the extent which doubt enters into business dealings it is a factor of importance 
and a hindrance to business development. To assess it quantitatively, as Mr. 
Deachman knows, would be impossible, eee 

As a last remark I might say that in certain industries it should be possible 
to obtain a more accurate idea of the bank loan situation by taking companies’ 
annual balance sheets and putting them together. In doing so, one will not be 
able to distinguish between the three factors, namely, the effect of a decline in 
prices, the desire for liquidity, or a change in habits, because these balance 
sheets only show the total dollar value of the inventory and will usually not 
indicate volume. But something more might be done along those lines to get 
an idea here and there of the changes in the picture. It is quite a piece of work; 
‘in fact, I may say we could not have anything very extensive for these meetings 
of the committee. It is a type of work which we intend to proceed with as soon 
as we have an opportunity. 


Q. There is another question to which Mr. Stevens referred and which I 


think is rather important. He referred to the question of a greater spirit of 
adventure as far as the banker was concerned. Your reply to that, as I recall 
it, was that there was a larger place for equity money. But is it not true that 
by a substitution of government activities, by restrictions which have been 
placed on the more or less speculative activities, we tend to take the spirit of 
adventure out of business?—A. Yes. 

Q. Take for instance the Farmers’ Creditors Arrangement Act. If we 
destroy the sanctity of the mortgage then we have substituted something else, 
have we not?—A. Yes. 

Q. In that. connection, I want to read now one or two sentences from an 
address by Harold W. Dodds, president of Princeton University: ‘“ What youth 
seeks to-day,” the author concluded, referring to a students article, “ is security.” 


And he comments upon that as an extraordinary thing, but he makes this 


further observation:— 
“To-day the insecurity of which millions are so conscious seems to 
be the consequence of human folly, in that it springs from man’s struggle 


with man rather than from the age-old familiar struggle with nature.” — 


Is the change which has been brought about there not a factor which dis- 
courages the investment of equity money?—A. I think it 1s. 


Q. Perhaps the creation of a mortgage bank with which we are now dealing 
in the House of Commons is an indication of that. These items which I have 


[Mr. Graham Ford Towers.] 
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mentioned deal rather with the reluctance of borrowers to borrow. I should like 
1ow to turn to the position of the commercial banker, and here may I point out 
certain figures applicable to the year 1937 which represent the banks’ sources 
of revenue. There are investments, call and short loans, loans to provincial 
governments, cities, towns and municipalities, current loans and discounts and 
non-current loans.—A. Yes. 

-  Q. There are other minor incidentals, but the total money, according to 

the year book, involved in these items is $2,460,000,000. That would be approxi- 

mately correct?—A. Yes. ADs : 

Q. The earnings statement of the banks in the year 1937 amounted to 

$16,355,000. Dividing this sum, which includes also net earnings from services 

‘as well as interest and discount, that is, the total net earnings of the banks, by 

the $2,460,000,000, which is the total sum employed in effective bank opera- 

tions, we have a net earning of roughly -66 of 1 per cent on the total amount 
involved. Is that roughly correct?—A. Yes. 

e (QQ. The point I want to get at is this: Looking at it from the standpoint 

of the commercial banker in a period of stress and storm, when his margin 1s so 

~ extremely narrow, you could hardly expect the same adventurous spirit, could 
you?—A. No. 

a The earnings of 1929 were $28,000,000 as against $16,000,000 in 1937. I 
-am taking my figures from the Canada year book. So, again, you had some- 
thing which curbed this spirit of adventure. It would be true, would it not, 
‘that it is possible that the generals of finance, like generals in an army, may 
have been a little panicky?—A. Yes. 

ia Q. That is another cause. That is perhaps the cause, to some extent, of 
aN en which Mr. Stevens discussed the other day in regard to loans? 
—A. Yes. | 
4 Q. The adventurous spirit was gone because of practical necessity— 


The CuarrMAN: Would not the word “cautious” be better than “panicky”? 
4 Mr. Dracuman: A condition of panic, I think, prevailed in the United 
| States. ; 

The CHAIRMAN: Yes. 


| By Mr. Deachman: 
@ Q. There is perhaps another cause, if you explore it further. The panicky 
situation which existed in the United States may have been carried to Canada 
- and resulted in the exercise of a certain amount of caution reasonable under 
_ the circumstances. Thanks for the correction, Mr. Chairman. 
a Now I want to come to the other position. Is it not true that there are 
- times when liquidation is necessary?—A. Yes. 
* Q. It is easier to check a boom than to check a depression?—A. It is. 
= Q. If the central banks could have foreseen the condition which arose in 
_ 1980, could they have checked it if they had started in 1924?—A. I would say 
that, theoretically, at least, something could have been done if they started 
about 1928. 
_ Q. But once having reached that point in 1929 was not liquidation essen- 
 tial?—A. Yes, it was, and one of the major changes which took place, of course, 
was along these lines. Up to and including 1928 the United States had been 
lending vast sums abroad; they had built up a ereatly enlarged world trade, 
naturally, as the proceeds of those vast loans were expended in the various 
countries which received them. They were not all loans to governments, of 
course, and when I say, “eountries which received them”, I mean governments 
and their nationals. That had been going on for some years. It got going quite 
_ strongly in 1925, and 1926, 1927 and 1928 were large years. Then that loaning 
activity was, practically speaking, cut off almost over night. ” 
i, 


e 


438 STANDING COMMITTEE 


Q. Was the cutting off due to the unwisdom of these loans? Were they poor 
investments?—A. In many cases, they were. It was, however, only partly due 
to that. I do not think that there was perhaps a great realization at that 
time that they were poor; but what had happened was that the wave of specu- 
lation in the United States had gone so far that interest rates were very high. | 
Even by the summer of 1928, speaking from memory, there was a rate on call 
loans in New York for a time as high as 10 per cent. q 


By Hon. Mr. Stevens: 


Q. Higher than that, was it not?—A. It may have been in 1928. Of course, ” 
it was much higher in 1929. But even in the summer of 1928 I think it touched | 
10 per cent. That meant that with such rates offering for loans of that char- 
acter the opportunity for floating new bond issues for foreign lending at any — 
price which would have been at all respectable and which borrowers could — 
afford to pay—it meant that that type of business was cut off by the intense — 


demands at home of a speculative character at high interest rates. 


By Mr. Deachman: 

@. Further than that, take your speculative profits which existed at that — 
time; is the result not the development of certain defects in the economy of the ; 
country? Take, for example, the establishment of industries which under normal 
conditions would not exist in the United States but which could exist only ‘ 
y 


during the period of speculative earnings?—A. I would find it difficult to point 
to any exact industry where that applied. But it is true that the enormous 
speculative activity had served to distort things very greatly. That specula- © 
tion was taking place not only in securities but also in real estate. Z 

Q. Quite.—A. It was being financed to an enormous extent by credit. That — 
credit was being used in part, shall we say, to buy still further new issues or ~ 
else part of it was being spent by individuals as part of their profits. There ~ 
was a false accession to spending power which could only be of a temporary ~ 
character and the disappearance of which was bound to have very severe reper- — 
cussions on general business.  @ 

Q. It could only be corrected by a process of deflation? —A. Yes. _ : 

Q. And any attempt to carry on on the level then existing would simply ~ 
have been an attempt to plug the clinical thermometer?—A. That would have — 
been impossible when things had reached the stage they reached in 1929. A ~ 
considerable downward movement was absolutely inevitable. Whether it fed too — 
greatly on itself and went too far, whether it could have been stopped at an — 
earlier stage than it was stopped is, of course, a matter of opinion. 

Q. So that at least it had to take place to a certain extent, and the only — 
question which remains in our minds would be whether under the impetus which — 
it received, because it had risen so high it had to fall a considerable distance— — 
the only question is, did it fall too far?—A. Yes. 

Q. Now I want to ask you a question or two in regard to the operation of 
banking and currency regulations. You probably know of Mr. R. G. Hawtrey’s — 
book?—A. “The Art of Central Banking”? er 

Q. Yes.—A. Yes. 

(). There is one item here which I should like to read dealing with the very 
ee we were discussing on Saturday and which had been brought up by Mr. — 

tevens: ph 
On the other hand, a hitch may occur in credit regulation through trade — 
depression causing such a degree of pessimism among traders that they 
cannot be induced to borrow. Ordinarily, in order to bring about a — 
contraction of credit, the banks must take positive steps to deter traders — 
from borrowing. 

You cannot take positive steps to compel them to borrow?—A. No. 

[Mr. Graham Ford Towers.] 
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Q. But it may happen that demand is so contracted and markets are | 
so unfavourable that traders, seeing no prospect of profit, abstain from 
enterprise and do not borrow. The reluctance of borrowers may cause a | 
x contraction of credit quite as effectively as the reluctance of lenders. 

A. That is true. 
“¥ Q. That is obviously true?—A. Yes. 
Q. It goes on: 
When that happens, it seems to be the extreme of paradox to say 
that there is a shortage of money. There appears to the money market 
i to be a plethora of money; there is more than can be used. Any one 
: who can offer adequate security can borrow at ridiculously low rates. 


In 1895 and 1896, day to day money in the London money market fre- 

quently fell to 4 per cent. 
4 But the low rates are merely the outward expression of the unprofit- 
= ableness of business and: the unwillingness of traders to borrow. ‘The 
normal process by which they borrow to pay the incomes arising from 
economic activity is checked, and a shortage of incomes means a shortage 
of money in the essential sense of money offered from day to day in 
exchange for commodities and services. , 


The question I wanted to ask you was this: We have always heard during a 
depression that it was the scarcity of money that was causing the depression. In 
reality it is not, according to this; it is not a shortage of money in the banks 
but a shortage of money effered from day to day in exchange for commodities and 
services. 


Mr. LANpERyou: That is right. That is purchasing power in the hands of 
the people. 
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; By Mr. Deachman: 
Q. The article continues: 


The decline in borrowing means a decline in incomes and in demand, 
; and the decline in demand only makes the traders more reluctant to 
borrow. There is a deadlock which can best be broken by injecting money 
into the system. 
I want to consider that for a moment or two. We have an easy money policy 
at the present time? That is correct, is it not?—A. Yes. 
Q. There is an abundance of bank money, according to your evidence on 
page 272, which makes that quite clear?—A. Yes. 
Q. You referred to an actual abundance for the present and future? 


Mr. Lanperyou: That is, in the banks? 
Mr: DreacHMAN: In the hands of the banks. 


By Mr. Deachman: 


Q. Could we now gain anything from pumping more money into the bank- 
ing’ system?—A. In expressing any opinions so far I have limited them to 
opinions as to the situation to date. Not knowing conditions as they may be 
over the course of the next couple of years I would not care to express a definite 
opinion as to whether a further increase in bank deposits would or would not 
be desirable. Under certain circumstances I think it would be; under other 
circumstances it might have no useful effect. 

: Q. I was referring particularly to the situation as it exists at the present 

 time—A. As it exists now, I do not think that had deposits been somewhat 

higher than they are now it would have had any beneficial effect on business. 
Q. On the volume of borrowing?—A. Or on the volume of borrowing. 
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Q. I should like an Selenite of this: “M 
Now the central bank has the power of creating money. If it chooses | 

to buy assets of any kind, it assumes corresponding liabilities, and its — 
liabilities, whether notes or deposits, are money. It can, for example, buy — 
long- dated securities in the open market, thereby creating deposits which 
are credited to the banks with which the sellers of the securities have — 
accounts. The banks find their cash reserves swollen and become more ~ 
desirous of lending. q 


Does the bank buy long-term securities to-day?—-A. We are empowered to witha i 

_ in certain limitations which are set forth in the statute, but as our balance sheet — 

shows, the bulk of our securities are of a rather short-term character. qi 

Q. You have stated that the buying of further securities to-day would not ~ 

have any material effect on the expansion of loans?—-A. Not on the expansion of — 

commercial loans, no. It might result in a further expansion of investments. | 
Q. Take the holder of the long-term bonds—— . 


nyt ByoMr.:. Tucker: a 
Q. I understood you to say that if you increased the banks’ reserves sub- — 
stantially it would have have the effect on the. banks of extending their com- © 
mercial loans, definitely —A. Yes, because I think that the desire on the part — 
of the banks to increase their commercial loans is now as. intense as it pos- — 
sibly can be. r 
Q. That is what I wanted you to admit long ago, that you had no control — 
over the expansion of commercial credit by the chartered banks—A. I think — 
there is a misunderstanding there. I think that an expansion of the chartered a 
banks’ cash right now would result in an increase in their total of loans and ' 
investments and consequently in their deposits. But I think that their desire 
even now to expand their commercial loans is such that it cannot be increased. 
It cannot be made more intense. 
@. Therefore, as I asked you repeatedly before, there is no way in which 
we can cause an increase in commercial loans in commercial banks to-day ?— j 
A. But surely the case is this: They cannot increase their commercial loans 4 
unless they can find borrowers. q 


By Mr. Landeryou: ; a 
@. Why will not people borrow to-day? q 

Mr. McGrer: The answer was quite clear, that if you increased the volume ~ 
of bank cash it would not result in increasing the volume of public loans to- ~ 
day because the banks have a surplus and are seeking to do VARE. to-day. 


Mr. Towers: Yes. 
Mr. Tucxrr: I tried to get: that from you before. 
Mr. Towers: I am sorry, Mr. Tucker, if I misunderstood: you. 


By Mr. Deachman: 


Q. I think I had better proceed, otherwise we might get stuck. In regard — 
to the holders of the long-term bonds, if they sold their bonds to the Bank of © 
Canada and the money was dep osited in the commercial banks they would not ~ 
be inclined to use, it. I means, i holders of the money, those who had deposited 
the money in the banks, would not be inclined to use it for any speculative 
activity?—A. That has certainly been proved by the events of the last few years, 
when the decline of velocity 

Q. It did not increase the borrowers’ desire to borrow?—A. It did not in- 
crease the borrowers’ desire. Perhaps I should qualify that by saying that the 
ability to get long-term money at very low rates, that is, by corporation bond — 

[Mr. Graham Ford Towers. ] 
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sues, may have here and there helped people to come to a decision to borrow, 
but certainly the amount involved is quite small. : 
- Q. That is precisely the point which Mr. Hawtrey makes here: 

:° Obviously, however intense the depression, the unwillingness of bor- 
e rowers can never be absolute and universal. That would only occur if 
— all economic activity had been completely shut down. To some extent 
borrowers will be induced to come forward. 

But at the present time and under present conditions the facts are that they 
lo not come forward to any marked extent, and that is the reason for the low 
volume of business to-day? | 

Mr. Lanperyou: Could we have the reason for their reluctance to borrow? 
» Mr. Descuman: I am eoing to deal with that in a few moments. 

_ Mr. Tucker: I wonder if Mr. Towers agrees with Mr. Deachman’s last 
statement. There was no answer. 
Mr. Towers: Yes, I agree with that. I assume it refers to private bor- 
rowers. Public borrowers in the form of governments have been borrowing on 
‘a much larger scale. But I think Mr. Deachman was referring to the private 
Andividual and companies and, on that basis, I agree with it. 

Mr. Dreacuman: Commercial borrowers from commercial banks. 


i 4 
Ta 


By Mr. Deachman: 


~ Q. Now, I want to know if there is any alternative to this. Can a govern- 
‘ment by public spending take up the slack of this lack of borrowing and thus 
merease business and also commercial borrowings from the banks? What is 
‘the result of experience in regard to that?—A. I think the experience in regard 
‘to that is that government spending and government deficits increase under cir- 
cumstances such as you mention. That has been the experience in various 
countries. They increase no matter whether it is as a result of a definite plan 
to increase government spending for pump priming purposes, or whether it is a 
position in which eovernments find themselves placed because of relief payments 
and other necessities of that kind. Whatever the policy involved, the deficits 
tend to increase. I think that it is fair to say that under conditions of intense 
depression that government borrowing and spending does help to temper the 
wind to the shorn lamb, speaking of the people as a whole, does help in that 
sense to bridge the gap. There may often be arguments in favour of a partial 
‘continuation of that policy even when the necessity is not so acute, if the spend- 
ing is directed towards things which definitely strengthen the economy; but I 
“do not think that by any stretch of the imagination can one assume that 
spending of that character does remove the cause of the trouble or that it can 
be anything more than a stop-gap under a democratic system of government. 
If it is to be more than a stop-gap, if it is really to replace private spending, 
then surely it has to carry right through the picture and one has to adopt a 
different form of government. 
rs Q. Has it been profitable in the United States? 


Pos 


ss Mr. Tucker: What is that? 
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? By Mr. Deachman: 

| Q. Has the idea of government spending been of material value in improving 

vonditions in the United States?—A. In spite of spending that has taken place 
‘they remain, from many points of view, in bad shape. What position they: 

would have been in if there had not been any government expenditures of that 
‘scale, I cannot say. If it has done anything it has presumably kept them from 

being worse than they are, but they are still in bad shape. 
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Q. United States economy was not, surely, in such a condition prior to the | 
depression that they would have to go so much further in that connection than 
we went, was it?—A. One would not think so. 


By Mr. Tucker: 


Q. Has not instalment buying gone much further in the United States than 
Canada, mortgaging the future purchasing power?—A. In what period, say 1929? 


(). Prior to 1930.—A. I should think it did, yes. 


By Mr. Deachman: 


Q. In a volume which I read by Professor Seligman ‘he said that was a 
new method of financing consumption, and there was absolutely nothing wrong 
with it, but I shall let that pass for the moment. I want to ask another que 
tion. Is there a change coming over the minds of the people in regard to public 
spending? Let me put it another way: is there not a feeling to-day that the 
idea of economy is coming back, as it is bound to follow?—A. There do seem 
to be signs of that in the. United States. P 


Q.. And in Canada, too?—A. I have not been able to get any definite. 
impression in Canada in that respect. E 


Q. If you got in touch with the farmers in the province of Ontario I think | 
you would find that is very distinct. u 


The CHAIRMAN: What is distinct? 


Mr. DracHmMan: The movement towards the desire for greater economy, 
in handling of public affairs from one end of the country to the other, which is” 
compelling, under the circumstances, is it not, Mr. Chairman? I want to read 
an extract from Lord Balfour— : 


Mr. Tucker: We cannot hear what you are saying. 


Mr. DracumMan: I am quoting from Lord Balfour. I am not quite sure. 
of the date, but I think it was before the war, and it reads as follows:— 4 


All the increase is due to the desire of this House to ameliorate thel 
social position and to carry out great reforms . . . all the forces of 
political life—honest, honourable and patriotic forees—move in the “—— 
tion of increasing and not of diminishing expenditure. 


Now, that was while expansion was taking place in the expenditures of mates 
up to the time of the war. There is one sentence more I want to read and this ig 
from Lloyd George, and is as follows:— 

‘ 


The idea that public spending may itself create the incomes anal 
enable it to be carried on arose: fructification was now deemed possible 
in us state’s own pocket; 

‘a tax is like the sun. It draws up the moisture from the sea, and 

tlie it back in the form of rain to some other part of the world’ S- 

surface.” 


These quotations are from a review of a book in The Econontist. The point 1 
want to come to is this. ‘That represents the policy of expansion, which was a 
policy which happened in a period of adventure, when people were going for- 
ward. Now there has been a check to that, from whatever cause, and it should 
follow logically that we will arrive at a period in which the politician who 
advocates economy will once more be the popular man. : 


The CHAIRMAN: Once more be elected. 
Mr. DEACHMAN: Yes. 
[Mr. Graham Ford Towers.] 
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By Mr. Deachman: 


—  Q. Do you suppose that is within the bounds of possibility, and not even 
‘in remote times, Mr. Towers?—A. I think the committee has a better opportunity 
of expressing an opinion on that than I have. 


The CuarrMan: Or experiencing the result. 


2 | By Mr. Deachman: 


q Q. Another point I wanted to ask is this: would budget deficits applied to tax 
‘reduction prove efficient? By that, I mean we would remit taxes, consumers’ 
Bes, and accept an unbalanced budget as against the idea of creating employ- 
ment by spending money and allowing it to be spent on public works which were 
‘probably not within the confines of your definition, that is, they would not 
‘improve the national economy. Might it not be better to accept budget deficit 
and remit taxes?—A. I should like to think that question over and make a more 
‘careful answer than I can right here and now. 

 Q. It is true, Mr. Towers, is it not, that a depression is simply a constriction 
of the consumers’ income?—A. Yes. 

e Q. Then, would it not be worth while to consider the idea of expansion 
of the consumers’ income as a remedy for depression?—A. Yes. I think that in 
certain circumstances that policy you suggest has merit. I suppose that—I am 
not making this as a final answer but rather as thinking aloud about the method 
of approach to the answer which I should like to make—you would have to 
determine the extent to which money left in the hands of the people, with whom 
it would be left through the reduction in taxes, was money which they would 
spend either for consumption goods or for capital development purposes. 

—_ Q. The overbalancing factor which I think would also have to be determined 
-—I go back to your reference to construction of public works, of public utilities 
which improve the national income—I think it would be rather difficult to locate 
them as far as our economy is concerned, but that is only a passing thought. The 
third alternative would be— 

: Mr. McGezer: You mean difficult to locate things on which we could spend 
money to improve conditions? | 

Mr. DeacHMAN: I won’t enter into an argument now, but that would be 
my offhand opinion on that. We may be able to discuss it at some other time. 
The third alternative is this. | 
Mr. Tucker: What about the tourist trade? 


Mr. DracuMAN: I could deal with that too, but time is going on and we 
are nearing the end of the session. 


By Mr. Deachman: 


Q. Must we pay more attention to the non-monetary factors? You have, 
I think, already expressed the idea that monetary action for the restoration of 
price levels has gone about as far as it could go. Would you say, therefore, 
that it might be wise policy to consider more carefully the non-monetary factors 
which restrict the movement of goods and services?—A. I think the non- 
monetary factors are by far the most important. 

Q. At the present time?—A. Yes. And I make that statement, so far as I 
am aware, in no sense as an alibi. I believe that it is the case, and I think that 
in the United States also where for a time they laid such tremendous stress on 
monetary factors, that they too are coming to realize more and more, and the 
evidences of it are strewn on the pages of the American record these days, that 

the non-monetary factors in their problem are the ones of major importance. 

‘ Q. Now, I want to speak for a moment about the balance of payment, 

_ Mr. Towers. You will recall that in the statement of Sir Arthur Salter, referring 
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to the conditions which existed in Europe during the depression he said that 
nations in order to protect their balance of payment frequently had recoursi 
to restriction of trade only ito find later that it tended to intensify the difficulties 
they were trying to solve, that it was making the situation even worse. Now, 


I want to turn to a statement of Hawtrey’s dealing with this. 
The CHatirMAN: Give the page of the book. _ a 
Mr. DeacuMan: Page 150 of’ The Art of Central Banking, and it reads as 

follows: = 

If we call the price level of home trade products the internal price 

level, and that of foreign trade products the external price level, we may 

say that, when the consumers’ income and outlay expand, the effect is 
to raise the internal price level to a new equilibrium, but that instead of the 
external price level being raised, additional imports are attracted, and 
there results an adverse balance of payments. 


That is, when the people begin to have increased incomes, there is a tendency 
towards adverse balance of payments. That is the end of the quotation, so” 
far as Mr. Hawtrey is concerned. . 

Now, I want to point out this further obvious fact, and to ask you your 
Opinion upon it. When that happens, there is shown a tendency in monetary, 
fiscal and political efforts to correct the balance, and therefore again to com= 
press consumers’ income and bring a tendency towards a further tightening of 
money and further restriction of purchasing power. Is that correct? } 


Mr. Towers: He is assuming a case, I suppose, where a country has been” 
progressing so fast that it has got out of line with others; that what has taken” 
place is not a general development of production and consumption around the~ 
world, but one where in an individual country, for certain special reasons, they 
are living beyond their income, so to speak. a 


By Mr. Deachman: “| 

Q. If general development had taken place around the world it would not 

so materially affect the balance of payments?—A. No. % 

Q. Referring more particularly to that, and it was to those conditions which 

Sir Arthur Salter directed the argument also, in particular countries of Europe 

where their economy had reached conditions of strain, they had difficulty im 
making their payments and in consequence they resorted to embargoes and 

restrictions.—A. Yes. | | q 

Q. And that further increased the depression, decreased production and 
consumption, and therefore tended towards intensifying the depression.—A. Yes 


had from you a few days ago the statement that the position of the Canadian 
dollar was this: the Canadian dollar was at its natural level due to its trade 
position. That was, I think, your answer?—A. That its level was dictated by 
supply and demand on the market. _ — 

Q. That would be its natural level?—A. Yes. 

Q. Now my question, and I am not at all sure of myself in this, and so I 
want help. Is not the logical and correct level of the monetary unit—the dollar 
or the frane or the pound or anything else—the level which it reaches from its 
natural trading position? The same line of conduct, in other words, which you 
have carried out here by allowing the dollar to reach its normal level due to its 
trading position, would be the proper course for everybody?—A. I think that 
would be the case nine times out of ten. I would not say that it must always 
necessarily be the case. ey 

Q. Well, then, would this be right, Mr. Towers:.that if we were to measure 
your capacity as Governor of the Bank of Canada— —A. Oh, please do not. — 

[Mr. Graham Ford Towers. ] } 
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i Q. It should be measured by your ability to drive without letting anyone 

know that you were putting your hand on the wheel?—A. I find that question 

- too difficult to answer. — 

ia Q. You would not want someone driving with you and you to be conscious of 

~ driving all the time?—A. Anything which agitated people by constant fears 

_ of change is bad. : | 

5 Q. Quite. Then, is this true: when our dollar falls in value, it falls to correct 

a condition which ought to be corrected? : 
Mr. Tucker: You say “fear of change”, it may be hope of change, which 

~ would have a tremendously stimulating effect. Hope of change for the better 

is good. Chance is not always to be feared, surely? 

3 Mr. Towers: The type of change that I was thinking of would be now 

here and now there or the other place. One permanent change for the better, 


i if it was for the better, would, as you say, be helpful. 
sg 7 
iy By Mr. Deachman: 


Q. Take, for instance, this example: we had a large measure of prosperity 
in the States in 1937. I do not know what the factors were that caused that, 
though I heard Dr. Sprague express his opinion in regard to that, and we might 
very readily have similar conditions develop here, and if it could be managed 
so that the Bank of Canada in co-operation with the policy of the Dominion 
government and the provinces, and incidentally with the people as a whole, 
- could make things move along a good deal more swiftly, then I think that is 

highly desirable in so far as that is concerned; but I come to this point: if our 
dollar falls, naturally it falls to correct a condition which ought to be corrected, 
which is a response to adverse balance of trade or to some other condition in 
regard to our monetary system?—A. That would be true except in so far as— 
and I won’t apply this necessarily to Canada. We have seen that happen in 
other countries—there might be circumstances where the currency fell in value 
not by reason of any actual economic development within that country, but by 
reason of flight movement of capital. That comes into really a different category. 

Q. You would have to imagine rather peculiar conditions for that to exist 
in Canada, though it might in some violent change in our political society ?— 
A. Yes; you would have to imagine rather unusual conditions. 

Q. In that case we are dealing with an emergency situation and therefore 
emergency measures in operation might be necessary ?—A. Yes. 

Q. I am making this suggestion, and I am not sure whether I am right or 
wrong. When it is forced to fall through direct political or central bank action, 
it involves dangers, economic, financial and political, which ought to be avoided; 
that is, there is the danger in the movement, in the direct action of the lowering 
of the value of our trading unit for the purpose of some specific purpose which 
the people may have in view?—A. There is no question that there are tremend- 
ous dangers involved. I do not recall any case, unless one can say that there 
was a case in the United States. I do not recall any cases where that has been 
done in just the form which you mention. | 

. Q. We dealt the other day with the hypothetical case of what O’Henry 
would term a hypodermical case. We dealt the other day with the suggestion 
that our dollar should have been allied with the pound. Suppose that were 
done: suppose we let our dollar, or through monetary action caused it to depre- 
ciate in value until it was of the same value as the pound, we would then have 
lost sight of the main cause for which we created the central bank. We would 

not have the control of our own currency ?—A. If we linked— 

: Q. If we linked it with the pound we would cease to have control of our 

own currency?—A. Yes, we would. I think the circumstances of Canada are 
such that we cannot conceive of our definitely linking our currency with any 

- other one currency. 
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Q. No, because as far as conditions which brought about the establishment 
of the central bank are concerned, I think it would be safe to say that it was — 


provided for the purpose of controlling our own dollar, and we cannot abandon 
the purpose for which, we established the organization of the central bank. 


Mr. Tucker: We have not been doing anything along that line according — 


to Governor Towers, to control the value of our dollar. 


Mr. Towers: I think I suggested that in so far as the central bank was 
concerned, that its influence on the level of the dollar is a long-term affair through — 


the effects of domestic monetary policy; that action which involved specific 
stabilization with any other currency is something which must necessarily be a 
matter of government policy. 


Bye. Tucker: 

(). I understood you to say that you had taken no conscious action by the 
Bank of Canada in any way to affect the foreign exchange value of our dollar? 
—A. I would say that that does not apply to domestic monetary policy. 

@. I understood you to say that you had not done anything since you have 
been governor of the bank at all. You have or you have not. Mr. Deachman is 
assuming that your policy has been that of control of the external value of the 
dollar. I am pointing out that I understood from you that you had done nothing 
to affect the external value-—A. What I meant was this: the domestic monetary 
policy over a period of. years will undoubtedly have an effect on the value of 
currency that is, long-term effect. Our policy has been one of expansion. Now, 
all other things being equal, that would tend to lower the value of the currency 
over a period of years. 

Q. That was not the purpose of it?—-A. Not necessarily, no. If, at the same 
time as one country is pursuing a policy of that kind, other countries are doing 
the same thing to an equal extent, then the relative levels of the various cur- 
rencies may not change. 


By Mr. Deachman: 


Q. That is the situation here?—A. What you had in mind was specific 
activity in the exchange market to change the exchange value? 


By Mr. Tucker: 


Q. Oh, no. JI had in mind the continuous issue of more and more cash 
reserves of the banks which would cause the coming into existence of more and 
more money in the country, which would cause a rise in general level of prices, 
which, of course, would have a tendency to lower the value of our dollar as 


compared with the currency of other countries—A. I see, and that is the policy — 


which has been pursued. 

Q. That is the effect of the policy, and if anything could be done along 
that line——A. That is the policy which, in fact, has been pursued; but at 
the same time several other countries have been pursuing policies of a similar 
kind so that if you all march at the same speed you do not get very far from 
each other. 

Q. You should march a little faster—A. You mean break into a run? 


By Mr. Deachman: 


Q. At least the result has been this, the dollar has remained practically on 
level with the currency of the United States, and it was practically the same in 
its relation as it has been for some time?—A. Yes. 

Q. Mr. Chairman, I have not finished with my examination. It is 12 
o’clock. 

The CHatRMAN: Will you let Mr. Deachman finish, Mr. Jaques? 


[Mr. Graham Ford Towers.] 
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Mr. Dracuman: I think I had better not. I made’a promise that I would 
finish at 12 o’clock. I should like to leave the matter now and take it up some 
other time, as I promised Mr. Jaques that I would be through at 12 o’clock. I 
believe I should stop now in order to give him the hour that I promised. No 
harm will be done so far as I am concerned in breaking into what I have to 
say. If I can have permission to carry on when he is through it will be quite 
satisfactory to me. . | ) 
The Cuatrman: Is that satisfactory to the committee? 

i Mr. Howarp: I congratulate you on quitting when you said you would. 
Mr. Jaques: I would rather Mr. Deachman took all the time he wants. 

% Mr. Dreacuman: All right. 


be Mr. Jaquss: I am willing to sit here until this time next year so long as I 
_ have an opportunity to put my case to the committee. 

ke he CHaAirMAN: Then, is it the understanding that Mr. Deachman finishes 
and Mr. Jaques follows? 


. 
i By Mr. Deachman: 


F . I have one other question in regard to balance of trade. To save time, 
F, Mr. Chairman, I am going to state it dogmatically, then let Mr. Towers give his 
_ point of view. 
3 Q. (1) We have at present a favourable balance of payment. That is, 
_ after meeting all our obligations abroad there is a sum available for repatriation 
li of ae obligations held abroad, or for investment abroad. Is that correct? 
e——A. Yes. 
é Q. (2) Our capacity to consume is our capacity to produce (leaving out 
_ borrowing, of course) or stating it another way, which is more accurate—our 
production plus imports less exports equals the amount available for consump- 
_ tion?—A. Yes. 
F: Q. (3) Consumption in Canada is at a relatively low level. Is it wise at a 
_ time such as this through financial or monetary control to restrict to this extent 
_ the volume of purchasing power of either consumer goods or capital commodities? 
_ Should we pay off fewer debts during a period of depression or should we try 
_ to raise the standard of living of our own people?—A. I think I see the point 
_ you are driving at, Mr. Deachman, and I think I should like to have time to 
frame an answer. To help me to do so, may I inquire if the underlying thought 
in your mind is this, that the repatriation of foreign debt which is taking place 
is what you might call an evidence of a low level of activity in this country? 
" Q. I am putting it rather in this way: this is a time of relatively low 
standards, and it seems to me a rather strange and anomalous position in which 
we can have money available to buy back our obligations abroad while at the 
same time we have not the money to put our own people to work. I am not 
stating that as a criticism of the banking system; it might be fiscal or monetary, 
but I want to explore that and see if we cannot bring these surpluses in the 
form of consumable goods.—A. In fact, the low level of capital development in 
Canada is a factor in the so-called favourable balance of payments, and there- 
fore in the repatriation of debt. If capital development was taking place on a 

much larger scale naturally one would find imports a good deal larger and the 
_ favourable balance less. 

i Q. Yes, quite, but it means this as I see it, that people with the financial 
capacity are the people at the present time who buy in their obligations, whereas 
_ the people of the Dominion of Canada are on a very low standard of living, and 
I want to know if our favourable balance of trade is a calculated policy for 
_ that purpose? I want to know if our monetary attitude has anything to do with 
it, operation of our central bank, or whether the cause of this lies in other 
Sources? That is the question I should like to ask—A. I should like to try to 

frame an answer to that question. 
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Q. Now I come back to something which was brought up by my friend, — 
Mr. Landeryou. He referred to the matter of coal in Alberta, apples in British 
Columbia, and to the difficulty of making an exchange between the two. ~ 


Mr. Lanperyovu: As an illustration. 


By Mr. Deachman: x 

Q. As an illustration. Could you tell me why that cannot take place?—A. 
That is a question? 

Q. Or, putting it another way, is it not a matter purely of price?—A. I 
assume, as you said the other day, that the people who have fruit and want — 
coal are getting their coal somewhere else. i; 

Q. Leave that out of consideration for the moment and just take it as a 
hypothetical case. What would prevent the exchange taking place?—A. — 
Assuming that the two demands match, nothing but a question of price. 

Q. Yes, price. Well, now, let us carry it to the next item where we get a 
little clearer view of it. In this case, Alberta desires to ship coal to Saskatche- — 
wan, and I take it that there again the reason for it being extremely difficult is — 
that the price of wheat relative to production is extremely low, and the fact that 
Germany, Italy and France have blocked our market for wheat prevents _ 
Alberta from selling coal to Saskatchewan?—A. Prevents Saskatchewan from — 
buying many things which it would otherwise buy. 7 

Q. And the same thing exists in regard to the relationship between the © 
province of Saskatchewan and the province of Ontario in regard to agricultural — 
implements?—A. Yes, the province of Saskatchewan versus the rest of Canada 
and the rest of the world, you might say. yg 

Q. So, as far as that particular item is concerned, the primary and essential — 
thing is not monetary change, because you have explained to us now that the 
process of adjusting the price levels between, say, the level of manufactured 
goods and the level of farm products is not within the control of monetary ~ 
science; it may help, but it is not within its control?—A. No. 

Q. So in that case it requires non-monetary action of some kind, or a ~ 
change in the attitude of the people, or, as Lin Yutang sought to have it, a new 
commandment which would read, “Thou shalt not kill, not even thy neigh-~ 
bour.” So that mere barter as-between nations is extremely difficult, and you ~ 
may follow that further and say that mere bilateral agreements between two — 
nations is only a partial solution of the problem and that we need a broadening ~ 
out of the field of trade by multilateral action?—A. Unfortunately, the other — 
methods which you mention are extremely inefficient and an expensive way of — 
trying to do the job, as Germany has found out. A 

Q. The barter system would be carried on without the use of money but it 
would not alter the need for money as the need for exchange is still there, despite 
the adoption of the barter system?—A. Yes. es 

Q. So that taking Mr. Landeryou as an example, because he was speaking of ~ 
coal the other day, and his position with regard to the Saskatchewan farmer, and 
Mr. McGeer is exactly the same, they are all salesmen and they are trying to 
get a market for a certain commodity, and in the case of the bankers, the com-— 
modity they are trying to market is money?—A. Yes. a 

Q. And they find difficulty in marketing it because of conditions which exist — 
outside the monetary field?—A. I think that is true. q 

Q. I have only two or three more questions to ask and one arises out of a : 
letter which I received sometime ago dealing with the amount of Bank of England — 
notes in circulation. I would appreciate it if you would let me have at your 
convenience the circulation of Bank of England notes and currency notes. You 
know the distinction between the two? The old Bradburys——A. Yes; I think the 
old Bradburys, certainly to the extent that they are outstanding, are included 
in the figures of the Bank of England notes. | 

[Mr. Graham Ford Towers.] 
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—_ Q. I should like to have the figures of the Bank of England notes and cur- 
-rency notes in circulation in 1925, on the first date following the amalgamation 
of the Bank of England circulation, with the circulation of the notes of the 
currency notes commissioners during some date which you may select in the last 
‘three years. I should like to have those figures simply to make a comparison 
of something I desire to look up myself—A. Yes. 

_  Q. The next question I have arises out of a letter which I received not long 
ago from someone in the east. I am loading a bit of my troubles on you now for 
den a moment. There is $1,623,000,000 in the savings accounts of the merchant 


panks of Canada, a substantial portion of which is available for the financing 
of public enterprise at: less than 2 per cent. That was the statement contained 
in the letter I received, and my question is would the loaning of this money for 
public enterprise at 2 per cent endanger the position of the banks, and, if so, why? 
-—A. The sum of $1,623,000,000 in savings accounts is, of course, the property of 
the various depositors. The banks have already in loans and investments an 
amount equal to the savings and demand deposits. But the individuals who own 
these deposits can, of course, loan them to the government or to anyone else by 
buying, in the case of government borrowings, government bonds. The extent 
to which those savings depositors are willing to buy government bonds at 2 per 
cent, I do not know. 

—_ Q. It is rather limited?—A. I think it is very limited. 


| 


. Mr. Lanperyou: Mr. Deachman, did you intend to convey the idea that the 
banks could use the peoples’ savings? 


. 
| 
| 
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B Mr. DuacuMan: No, I am simply stating this question as I received it, 
because it is a common question received by many members. 


Mr. Towers: I think that the question is inspired by the thought that 
$1,623,000,000 is an amount available by the banks to lend, whereas, of course, 
the banks have already loaned and invested the amount which is represented 
by those savings deposits. 


By Mr. Deachman: 


__ _Q. So far as the man who has money to invest is concerned at 2 per cent— — 
A. It does not attract the savings depositor. 

Q. And would not even in England?—A. No. 

Q. Consols are higher than that?—A. Much. 

| Q. What about the price of United States bonds; they are tax free, are 
they not?—A. They are tax free, in so far as the corporation tax is concerned 
or in so far as the normal tax is concerned, and it makes the comparison rather 
‘difficult. I think their long-term bonds sell to yield 2-34 per cent. 

 _Q. 2-34 per cent as against what in Canada?—A. As against, say, 3 per cent 
in Canada. I have a figure of 3-06 which is based on the average of the 3 per 
cent 1955 loan and the 34 1966 loan. 

3 Q. What was the American figure?—A. 2-34, and it is based on the United 
‘States treasury 2% issue, due 1960. 

Q. Subject to exemption?—A. Subject to exemption, yes. 


By Mr. Tucker: 


Q. Subject to what?—A. Income tax exemption. 


Q. That is, federal income tax or both federal and provincial?—A. My 
recollection is federal and state. 


3 By Mr. Dubuc: 


> Q. And exempt from what?—A. Exempt from the normal tax. 
QQ. But in Canada they have to pay both federal and provincial?—A. Yes. 
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By Mr. Deachman: ; 

Q. I should now like to deal with one or two questions brought up by Mr. 
McGeer. In 1938 the national income was $4,400,000,000, and 1914 it was 
$2,600,000,000. Between 1914 and 1938 we have an increase in the national 
income of $1,800,000,000.—A. Yes. | af 2 

Q. The debt of the Dominion in 1938 was placed at $6,071,000,000, and im 
1914 at $833,000,000. The addition to the debt since 1914, therefore, has been 
$5,238,000,000. Assuming your interest rate is 4 per cent, that would mean 
an additional interest charge to the people of Canada of $209,520,000. Now, the 
question is this: In your opinion is that debt any harder for us to carry tha 
the debt of 1914? In other words, if you were Canada would you go back to 
the old income or take the $1,800,000,000 and pay the debt charges? There is 
an increased income of $1,800,000,000. ‘ 


te 
yi 


Mr. Howarp: On? £ 
Mr. DeacuMAN: An increase in the national income between 1914 and 1938° 
of $1,800,000,000, and an income in the debt charge of $209,520,000. Fs 


¥ 
The Cuarrman: Annual debt charge? 4 
Mr. DeacuMaAN: Yes, annual debt charge, so far as the Dominion is con- 
cerned and the provinces and the municipalities. I am just pointing out merely 
the debt loan in order to measure what we have done. ‘ 
Mr. Lanpgeryovu: What about the guaranteed debts? 
Mr. DeacuMman: It includes all debts, according to this statement. 
Mr. McGeer: That does not include that. . 
Hon. Mr. Stevens: The income is the income of all the people of Canada. 
Mr. DracHMaAN: Yes. “ 
Hon. Mr. Stevens: That is reflected not only in the increase in the three 
branches of public debt, it is also reflected in the increase in corporate debt. 3 
Mr. Deacuman: Yes, but on the question of your corporate debt it is repre-_ 
sented also in your increase in income. 4 
The other point is that government expenditures were $1,120,000,000 in 
1938 and in 1914 they were $306,000,000. 
The 1914 percentage of expenditure to income was 11-8 per cent. In 1938 ite 
was 25:04 per cent. Does that increased debt not represent to a large extent 
the change from a relatively agricultural state of economy, where our expendi- 
ture upon public works and public utilities and services was not so great, to a 
more urban community where expenditures upon these things are much larger, 
and represent not so much an indication of extravagance as an indication of a 
change in the economic life of the people of Canada?—A. A change in the con- 
ception of governmental responsibilities for the provision of various things. 
That is the major factor, plus the war. ; 
Q. We have added certain services which formerly were paid by the 
communities themselves. Take old age pensions, where we looked after our 
fathers and mothers and nowadays it is placed upon the government; there is 
a change in that respect?—A. That is the major change, or changes of that type. 
Q. The other item is this: If the 1988 income had been as high as 1929, that 
volume of percentage would have declined to 20 per cent, so that I am asking 
is not the future of our national progress dependent upon the increase of the 
national income rather than upon a reduction of national expenditure?—A. Yes, 
I think that is certainly the case. The impact of national expenditure on the 
economy, of course, may influence the degree of increase in the national income. 
Q. Oh, quite, I would certainly say it does. As far as our development goes 
in the future we will probably increase that expenditure, but the question 1 
do we get value for the expenditure? Is it an expenditure which improves ou 
national economy?—A. Yes. — 
[Mr. Graham Ford Towers. ] 
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- Q. There is one other item I should like to ask you. We have been dis- 
sussing the central bank and its work, its future and everything else. The 
central bank has not yet reached a testing time, has it?—A. No. 

— Q. That will come in a time of boom. Is there anything which could be done 
to safeguard that condition or must we leave it entirely to the wisdom of the 
eentral bank authorities and to the intelligence of the people? I mean, is there 
some way by which further educational work could be done among the people 
_to give them a better conception of what must be done by the central bank and 
also what must be done by themselves, because, if you have a highly emotional 
and expensive type of people tending towards speculative excesses it will be more 
‘difficult to control the monetary system by the central bank?—A. I think a 
greater understanding of central bank activities and monetary matters in general 
is highly desirable. But so far as we ourselves are concerned we have not 
found any ways and means of doing a great deal of work along those lines. [ 
think the attitude of public men, of business, of the people generally towards 
the central bank, will be an important factor in what it is able to do. 


By Hon. Mr. Stevens: 
Q. Referring to the question Mr. Deachman asked just before his last 
_ question as to the change in the type of economy in Canada and its relation to 
“increased debt and expenditure, was that not largely due to the tremendous 
war debt increase and the unique manner in which that money was expended? 
_—A. The war debt increase accounts for a portion. But, of course, there has 
been a very substantial increase in the debt post war, if one takes in Dominion, 
provincial and municipal debts. the building up of various services, the building 
_up of various enterprises—and by enterprises, of course, I might mean hydro 
_ power for example—and, finally, in these later years, the incurrence of debt for 
_ social purposes. 
i By Mr. Landeryou: 
} Q. It has been pointed out that there has been a decline in commercial 
- loans, that industrial borrowers are reluctant to borrow money ; could Mr. Towers 
_ give us the reason for the reluctance to borrow money from commercial banks? 
_—A. Presumably people who may think of borrowing cannot see ways and means 
of profitably employing the funds; therefore, they do not borrow. 
____ Mr. Howarp: Lack of confidence. 


Fd By Mr. Landeryou: 

be Q. Lack of confidence in the future, as my honourable friend puts it. They 
are naturally conversant with market conditions and they know that with in- 
| ‘creased production they cannot sell their goods; is that not the reason?—A. Then 
there is the other feature which ties into that but which perhaps does not. apply 
specifically to bank borrowing, the borrowing which a corporation might do 
through the sale of its stock or bonds to finance a program on capital account. 
If the outlook for the future is rather obscure they will hesitate to incur that 
expenditure because they do not know whether they will be able to operate the 
‘new machinery profitably in years to come. 

. Q. There is little reason to expand their capital when they cannot sell the 
products they already have; that is the point.—A. If their present capacity is 
is in excess of their requirements there would be no reason to expand from the 
capacity point of view alone. Sometimes in these cases you will find capital 
_ expenditure eoing on to improve the method of output so as to enable them to 
P get along better. 

8 Q. Mr. Jaques has permitted me to take one or two minutes to bring to the 
~ attention of the committee the synopsis of the report from which I quoted from 
- memory the other day. This is from the proceedings of the fourth international 
sonference of agricultural economists, St. Andrews, Scotland, 1936. 
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The CuarrMan: By whom? : 

Mr. Lanppryou: Oxford University Press, Hanes Milford: 1937. "52: : 
pages and index, as contained in The EKconomic ‘Annalist, a review of "agricultur 
business issued bi- monthly by the Agricultural Economics Branch, Department 
of Agriculture, Ottawa, published by authority of the Honourable James Ga 
Gardiner, Minister of Agriculture. There are two pages only. I would a 
care to read it all into the record, although I should like to have it in there, 
The quotation is as follows:— e 


Problems of consumption of abrieuiearal products were dealt with 
by E. P. Cathcart, professor of physiology, university of Glasgow, who 
treated the problems from the nutritional or physiological standpoint, and 
by R. B. Forrester, university college of Wales, who attacked the problem 
from the economic point of view. Those taking part in the discussion 
included F. L. MacDougal, Australia House, London: BoM: Lloyd, 
Market Supply Committee, ‘London; F. Von Bulow, International Labour. 
Office, Geneva; Hazel K. Stiebeling, Bureau of Home Economics, Wash-_ 
ington, DG. -M. K. Bennett, Food Research Institute, Stanford University, 
California; and 8. Schmidt, University of Cracow, Poland. The general 
feeling expressed in the discussion was of the need for increased consump- 
tion both from the standpoint of solving the agricultural marketing 
problem and from the sociological point of view. Means considered for 
bringing this about included: (1) increased real purchasing power for ine 
masses; (2) decreased costs; (3) social measures. 


Those are the three points which I quoted from memory as I had read 
them in The Economic Annalist. Could I put the rest of it on the record? y 
do not suppose it is necessary. 


The CuatrMan: I doubt that because there are some questions that othell 


members of the committee would like to put on the record. 4 
Mr. Lanpreryovu: I should like another opportunity to question Mr. Towers, 
but I will leave it. 5 


The CHarrMAN: The understanding was that Mr. Jaques would proceed. 


By Mr. Tucker: 


Q. There was just one thing that I should like to have an answer on, nowt 
now, but I should like to have Mr. Towers give his considered opinion on this 
‘matter, It is something to which I think he must have given a lot of thought 
in view of the fact that the bulk of the money of the country is to be found 
in bank deposits and that the bulk of these bank deposits are really regarded 
by many people as investments thereby tangling up the question of inves 4 
ments with money: Has there been any thought given to any system of un- 
tangling that feature of our economic system which at times must cause wrong 
considerations to prevail in regard to the use of money? One of the things that 
has occurred to me is the fact that a tax on bank deposits of, say 4 of 1 per 
cent per month would cause bank deposits to once more heeome money instead 
of being regarded as investments. I do not want an answer now because I 
think it is something to which consideration should be given, that instead of 
permitting banks to lower their interest rates we should permit a tax on bank 
deposits. . 

By Mr. McGeer: ' 


Q. Mr. Chairman, there was one question I should like to ask arising. out. 
of Mr. Deachman’s examination, if I may be permitted to put it? 


The CHarirRMAN: We arepied that Mr. Jaques should go on at 12 o’clock. 
Mr. Jaquss: If Mr. McGeer wants to ask a question now, I am agreeable. 
The Cuarrman: All right. 
[Mr. Graham Ford Towers. ] 
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By Mr. McGeer: 
Q. Mr. Towers, you recall that Mr. Deachman suggested to you that public 
spending at this particular time would not probably produce any satisfactory 
results in the way of increasing bank loans or bringing about a general improve- . 
ment in our economy?—A. I think his statement was along the lines of a perma- 
nent improvement in the general economy with whatever resultant effect that 
might have on bank loans. In earlier meetings in speaking of public expendi- 
_ tures, what I have stated 1s that to have a permanently good effect they should 
_ be on things which strengthen the economy as a whole. Mr. Deachman may have 
: expressed some views on that particular point. 
i Q. I should like to draw your attention to the British MacMillan Report 
statement in regard to that at page 136, reading from the middle of the page: 
Very low rates of discount prevail, it is true, already, but have so 
far failed to bring about the transfer of money from short-term to long- 
term loans. The main practical obstacle which we see in the way of 
a resumption of long-term investment is the shortage of acceptable and 
’ willing borrowers for the purpose of new enterprise, due to the general 
bs unprofitableness of industry. The task is, therefore, a double one; partly 
‘ to attract borrowers of unquestioned standing by a low rate of interest. 
F on long-term loans, partly to increase the supply of attractive loans. 
y With the first end in view, central banks might use their influence to 
h promote confidence in the duration of low short-term rates and to per- 
suade the member banks of their system to reduce the rate of interest | 
allowed on deposits, so as to discourage the public from withholding their 
resources from the investment market. 
That has been done?—A. Yes. 

Q. And that situation obtains in Canada to-day; that is, there is plenty 
of money in the banks and plenty of resources upon which the banks can increase 
_ their bank deposits, but there is not available the type of borrower through 
whom the banks care to invest by making bank loans?—A. Yes, on an increasing 
scale, i.e., sufficient to raise the sum total of loans. 
| Q. On an increasing scale?—A. Yes. 

: Q. So that the situation described by the MacMillan committee really 

i obtains to-day in Canada?—A. Yes. 

a Q. The report goes on: 

The greatest difficulty, however, which we foresee is the fulfilment 

s of the second task, namely, to remedy the shortage of definitely sound 

borrowers for the purpose of new enterprise. The vicious circle is com- 
plete. The decline of new enterprise has reacted adversely on profits and 
prices, and the low level of profits and prices stands in the way of new 
enterprise. It is for this reason that some of us think that in the domestic 
field it may be necessary to invoke covernmental enterprise to break the 

: vicious circle. 

Tow, as a matter of fact, whether it has been successful or not, public spending 

’ has been resorted to in the United States, Great Britain and Canada to break 

_ that vicious circle?—A. In the United States in particular, in Canada, yes; in 

- Great Britain, until the rearmament program came along, it was resorted to 

only to a moderate extent. . 

Q. And now it has been resorted to very» extensively?—A. For reasons 
which I suppose are other than economic. 


The CuatrMAN: Mr. Jaques. 

Mr. McGzrr: Mr. Jaques has given way to me, Mr. Chairman. 

The CHAIRMAN: Please excuse me just a minute. Mr. Jaques has spoken 
to me, I think, after every session for the last three or four sessions and stated 
that he had not had an opportunity of presenting his case. Mr. Jaques gave 
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way to you for the purpose of a specific question. We had an arrangement at 
the last committee meeting that Mr. Jaques would proceed. | 

Mr. McGzer: I was just through, Mr. Chairman, if you had remained — 
quiet. F 2 

The Cuarrman: We had an arrangement that Mr. Jaques was to go on at 
12 o'clock. It is now half past 12. I simply want to give every person an 
opportunity to express his opinion and have a part in this examination. P 


Mr. Jaques: Mr. Chairman, I should like to add my appreciation of Mr. — 
Towers’ unfailing good humour in this examination. I shall say nothing to © 
ruffle it, and I should like to believe that whatever questions I may put are put 
in the interests of the country at large. 

Mr. Towers: I am sure of that, Mr. Jaques. 


Mr, Jaqurs: Now, we hold a different viewpoint from perhaps the majority | 
of the people of the country. These views, as a rule, are not readily accepted; — 
but I think that the general state of not only this country but of the world at — 
large is such that it should incline everybody to open their minds to new ideas a: 
and to be willing to admit that there is something radically wrong. with the — 
world. I do not wish to discuss any particular phase of industry or any par- 
ticular part of Canada or even Canada itself, because all industry in every .: 
country, apparently, is in the same condition. Before I begin there are one or © 
two questions I should like to ask Mr. Towers. He answered them but I did : 
not quite understand the answers which he gave. 


By Mr. Jaques: 


Q. The first question is this. You mentioned, if I remember rightly, that 
it cost the banks 3 per cent to loan money ?—A. I think so, so far as I can guess, 
that is the total cost of their operations. | 

Q. Three per cent on every dollar which they loan; is that right?—-A. Three © 
per cent on say, their total assets or liabilities, whichever you care to take. In © 
other words, if a bank were the size of say $100,000,000 of assets and $100,000,000 E 
of liabilities its operating expenses and costs for interest payments to depositors — 
right now would be in the neighbourhood of 3 per cent on $100,000,000. 


By Mr. Kinley: 


n 

Q. Would that include the interest they pay on borrowed money to their 3 
depositors?—A. Yes, it does, and the operating expenditures. My opinion would 3 
be, and as I have said before it is a guess, it is not based on figures which have . 
been compiled, the operating expenditures would be in the neighbourhood of 2 
per cent and interest, nowadays averages 1 per cent. % 


By Mr. Tucker: $ 


@. I have forgotten whether you said that included all bad debts or losses? 
—A. No, it does not. 


f 
: 
“ 
By Mr. Kinley: 
Q. Does it include allowances for bad debts?—A. No, it does not. In other ~ 
words, that is 3 per cent on the operating and interest cost side. On the earning : 
side they would have to try to get 3 per cent to balance these costs, and some- _ 
thing more for the provision ‘of reserves for bad debts and for payment of — 
dividends. | tf 
Q. Do you include in that the cost of plant, for instance, the buildings that _ 
they put up all over Canada and which are valued very low in their statements? 
—A. It would include the expenses of operating those, heating and lighting them. 
Q. The constructing of them? They construct so many a year?—A. No. 

Q. That is capital cost?—A. Yes. 

[Mr. Graham Ford Towers.] 


BANKING AND COMMERCE 455 


By Mr. Jaques; 


Q. Why do the banks encourage savings?—A. Well, I would assume that 
was part of the banks business. Perhaps that is the wrong answer. Perhaps I 


Q. Well, the egal uf that they do ‘not loan those savings?—A. The banks? 
Q. No KS Oh, y 

: cok nde oat sath to say they could not loan what did not belong to 
them.—A. The banks, cannot, of course, loan the money of their depositors. 
What the banks have done is to make loans and investments which result in a 
~ eertain sum total of deposits. In ere to savings that amount is $1,600,000 000 


q quite beyond the contro! of ite banks The depositors can leave the savings 
| idle, in which case there is no turnover. They then rest in the banks. Or the 
i depositor can, if he chooses, spend it on consumption goods. If it is a pure 


corporation bonds, any investment of that kind that he liked; but the banks 
_ have no control over what the depositor does with his money. 


re By Mr. Landeryou: 

| Q. Why do they encourage them to save and put their savings in the 
banks when they do not loan the people’s savings? That is what Mr. Jaques is 
_ trying to get at?—-A. You mean that the banks should encourage people to take 
it out in the form of cash? 

i Q. What is their purpose in encouraging people to place their savings in 
the banks, on which they receive 14 per cent, which is a cost to the banks? 
_ Why do they encourage them to do “that if the banks do not loan the savings 
of the people?—A. If they were not on deposit in a savings account they would 
be either withdrawn in the form of cash or they would be found in demand 
i deposit accounts. Now, as a matter of fact, so far as the banks as a whole are 
_ concerned, they would ‘naturally prefer to have the money on deposit rather 
_ than have it withdrawn in legal tender cash. 

I Q. The reason is that we have the use of cash in the expansion of credit?— 


_ A. If all deposits were withdrawn in the form of legal tender cash, of course, 
there would be no banking system as we know it to-day and the banks would 


I 


be have no assets in the form of loans or bonds. 

F' Q. Because they would have no cash to create credit?—-A. Because depositors 
would have withdrawn their deposits in the form of cash, and no banking 
system such as we know now could have been built up; but while the individual 

f branch manager will, quite properly, try to encourage a person to build up 

~ deposits in his savings account with that particular branch, because it does 

mean something to that individual branch manager, it does not mean anything 

- to the sum total of deposits as a whole; so one has very often to distinguish 

_ between the type of things that an individual branch manager quite properly 
_ will do as contrasted with the situation of the banking system as a whole. 


By Mr. Jaques: 


% Q. Well, I forget the figures, but roughly $1,200,000,000— —A. The total 
Canadian deposits are $2,500,000,000 approximately. 

ie Q. Savings deposits?—A. Savings deposits about $1,660,000,000. 
p Q. Now is it fair to say that all of these savings deposits are true savings? — 
A. In the sense that they are thrift accounts. 

Q. Well, in this way: are they available for investment in capital expan- 
tA. Yes, they are, if the depositors wish to use them in that form. 
Q. For instance, if T have any balance left over when I leave Ottawa from 
my indemnity, I will put it in the bank in a savings account?—A. Yes. 
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Q. While that is in a savings deposit, it is not a saving in the true sense, 
because I intend to live on that until I come down here again. I believe there 
is a large percentage of those so-called savings in the same category as mine 
would be. q 

The Cuatrman: Is not that what a savings is? Is that not the nature of - 
saving, the desire for future use? as 

Mr. Jaques: What I would call a true savings would be a sum of money ~ 
which I have set aside and which I do not intend to use in the immediate ' 


future, or at least I do not intend to use it for my living expenses. I have set 
that aside for the purpose of investment, and I think that a great deal of those 
so-called savings are merely moneys which are deposited into a savings account 
rather than in a current account. 

By Mr. Jaques: 


Mr. Towers: There is no doubt a fair amount of that, yes. 

Q. I think there is.—A. I think the banks are re to get what you might 
call the active savings accounts—that is the ones in which there are a fair 
number of cheques, and if the account is not really a savings account, but in- 
tended for expenditures you will find a number of cheques issued on it—I 
think that they try, in various cases, to get those moved into current accounts, ~ 
feeling that they really are of a current account character rather than true 
savings accounts. 

Q. Now this is a question that has been asked and answered many times, 
but I have a reason for asking it. You have agreed that banks do create money? — 
—A. They, by their activities in making loans and investments create liabilities 
for themselves. They create liabilities in the form of deposits. 

Q. And by buying securities?—A. By making investments in securities a 
by making loans. 

Q. You will agree with the statement that has been made that banks lendil 
by creating the means of payment?—A. Yes, I think that is right, but thes 
other way of putting it, I think, is just as good. 

Q. Why is it, then, Mr. Towers, that the banks have gone to such pains in 
the past to hide that fundamental fact?—A. Well, I do not know that they have 
been at pains to hide it. I think that. an individual bank might wish to empha-— 
size that so far as it is concerned, that process does not seem to operate—if i 
am not making too confused a statement. An individual bank, when it makes_ 
a loan or makes an investment, might find, of course, that a portion of the 
resultant deposit is taken away from it in the form of cash, taken to another 
bank. 


By Mr. Landeryou: i 


Q. Is it not for this reason, a lot of the officials in the branch banks do not 
understand how banking operates as a whole, so they make these statements? 
On numerous occasions they have said that they lend people’s savings, and that 
they have cash behind all deposits, and all such trash as that——_A. The subject 
is a very complicated one in its various aspects around the country. 


By Mr. Jaques: 

Q. That would not apply to the bank. You are referring to a branch, but 

not to the banks as a whole——A. Well, each individual bank, of course, has to 

remember that if it is making loans or investments faster than some othe 

banks, it will be losing cash to other banks. 

Q. Yes?—A. So that I think in an effort to distinguish between the indie 
vidual banks in that respect as distinct from the banking system as a whol 

and to define clearly the individual bank’s limitations in respect to adding 

its assets and deposits, there has been probably some lack of clarity in respect 

to the whole subject. 
[Mr. Graham Ford Towers. ] 
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Q. That factor was very strongly denied in this committee in 1934 when 
the new Bank Act was being discussed. I remember the statement of Mr.” 
~ Jackson Dodds, general manager of the Bank of Montreal. He denied in a 
most vigorous way that assertion, and he said that the only object of Mr. | 
- McKenna’s statement was to advertise the Midland Bank. I remember that 
was one of his statements. And he also said that he anyway, and I suppose he 
was speaking for the Bank of Montreal, did loan their depositors’ money. It 
is in the blue book of the proceedings of this committee in 1934.—A. There 
has, of course, been great misunderstanding on all sides in respect to the whole 
thing. It is true that the ability of a bank or of the banking system to have 
loans and investments, depends on the willingness of depositors to leave their 
- money on deposit; so the counterpart of the deposits is the loans and invest- 
ments. In that sense you might say that it represents an investment or a loan 
f of the depositors’ money. 
4 Q. I do not wish to go into that; I merely wished to say that that has been 
- poor policy on the part of the banks, because there are now many people who 
are suspicious, and furthermore it has confused the general public into believing 
that there is just so much money in the world and there cannot be any more 
until someone saves, so the idea that money can be created for any purpose 
which is desirable seems to be resented by many people, and a great many — 
people seem incapable of believing it——A. I agree that there has been a good 
deal of confusion, and that confusion has been unfortunate; the development of 
a clear understanding commenced many years ago would have been most 
desirable. 


By Mr. Landeryou: 

Q. It has been denied that a bank could create money by a fountain pen 
entry, or by an ordinary pen and ink entry. It was denied all through western 
Canada in a campaign carried on by bank clerks and managers.—A. Very often 
the way in which the statement was made was a wrong one. 
QQ. Well, that may be true. They may not have clarified it. The state- 
ment has been denied that the banks could by pen and ink entry create the 
equivalent of money in their books. 

The CHairMAN: That is the way you make contracts, Mr. Landeryou, by 
pen and ink. 


; By Mr. Landeryou: } 

, Q. The point is, it was denied—A. It very often carries the implication 
that the banks are somehow or another creating assets for themselves; that it 
; is an easy game, so to speak. Ia 

\ Q. In fact, they do—A. No. they do not, they create a liability. 

i The Cuarrman: Mr. Jaques has the floor. I am trying to protect Mr. 
: Jaques. 

: Mr. Lanperyou: All right. 

- 

: By Mr. Jaques: 


Q. What led me to make that remark was this: I remember when the war 
broke out—that was the Great War—I was farming at the time, and within a 
__-week of its outbreak I went into the local bank and asked the manager for a 
’ loan. He said, “What for?” I said, ‘Well, here is a European war and unless 
history is not to be followed there will be a demand for everything which we 
ean produce.” He said, “Well, you cannot produce anything this year; it is 
August; it is too late.” I said, “No, I was not thinking of this year; I was 
thinking of next year. I can, with some money get a ereat deal of land. broken 
up and put it into crop next year.” The answer I got was, “Why, the war will 
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be over in six months; there is not enough money in the world to finance it.” 
We all know the war did not cease for want of money, and the next one will ~ 
not be prevented by want of it, either. You mentioned the other day that a ; 
royal commission—I think in Ireland, if J remember rightly—A. Yes. “ 

Q. Dealing with the theories which I understand are known as social — 
credit— —A. Yes. ¢ 

. Q. If I am not mistaken they are known as social eredit, and you said — 
that the commission condemned them as being fallacious? —A. Yes. ; 

Q. You are aware that there was a minority report which stated that they — 
were in entire agreement with those ideas?—-A. No, I was not. & 

@. As a matter of fact, there was, and I should like to observe on that 2 
too, that if you set up a commission composed of brewers and distillers and 
their agents to examine the benefits of temperance, you won’t get very much i 
logic—A. My recollection is—-although I should not speak for Ireland—that — 
there was a very large commission which represented considerable diversity of 
interests. However, I cannot say who they were. 

@. Now, I should like to refer to the word “orthodox”. Speaking of the 
word “orthodox” I have a list of orthodox beliefs, and they are as follows: ~ 
machines create jobs; public debt is inflationary; private debt. healthy and © 
sound. We must balance our budgets; and to-day that we must tighten our 
belts. We did it before and we can do it again. The unorthodox beliefs are ~ 
that debt is not workable, and that money is a public utility, that a growing ~ 
economy cannot follow a balanced budget and that the only sound money is ~ 
debt-free money. e 

Mr. DeacumMan: What do you mean by “debt-free money’’? 

Mr. Jaqgurs: Money which is not distributed in the form of a debt. 

Mr. DeacHmMaANn: Would you explain how it can be done? 

Mr. Jaques: How it can be done? 

Mr. DracHMan: Yes. 
Mr. Jaques: In a financial sense? I would rather postpone that until 


Mr. DeacHman: We have had one postponement already. .Mr. Landeryou — 
olla his remedy. ; 

Mr. Lanpreryou: Now, I have never been asked that question. I think that — 
is absolutely unfair. If you asked me, I would answer you. That question has 
never been put to me. J have never been asked what debt-free money is. If 
you ask me I will answer you. 

Mr. DeacuMan: I beg your pardon. I was referring to the proposal where — 
you said you had a plan to offer and were going to give us a solution of our 
difficulties. 

Mr. Lanpreryou: Pardon me, Mr. Chairman, but that statement is abso- — 
lutely erroneous. I never offered the hon. member a solution or told him that — 
I would give him a solution. 

Mr. Deacuman: To the committee. 

Mr. Towers: Perhaps I might just interject here that, of course, there is — 
some $2,500,000,000 of debt-free money in Canada to-day. Zl 

Mr. DreacHMAN: Debt-free? 

Mr. Towers: Yes, absolutely. 


ee at) ee, Se a 


By Mr. Jaques: 

@. Is it not a fact that all money originates as a creation of the banks and 

is only issued through industry as a debt?—A. The fact remains, of course, that 

the depositors of Canada own some $2,500,000,000 in bank deposits to-day which 
are entirely free from debt so far as they are concerned. 


[Mr. Graham Ford Towers.] 
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Q. But they only came into existence so far as they are concerned in the. 


| form of an investment on which interest had to be paid?—A. Yes. 


- Q. Therefore they are not debt-free money?—A. Interest is not paid by the 


‘depositors, though. 


Q. It only came into existence on the basis of interest being paid by some- 


By Mr. McGeer: 


Q. Not debt-free in so far as the banks are concerned, is it?—-A.No. 
Q. Debt-claim money as far as the banks are concerned ’?—A. Yes. 
Q. There is such a thing as debt-free money, and that is national currency 


. in the form of subsidiary coins?—A. And bank deposits. 


Q. Well, of course, bank deposits are debt-claim money as far as the banks 


5 are concerned. The subsidiary coin is debt-free money.—A. So far as bank 
- depositors are concerned they have $2,500,000,000 which is not only debt-free but 


earns them a certain amount of interest. 


Pee 


Mr. Tucker: Mr. Jaques is talking of debt-free money in so far as the state 


- is concerned. It does not have to pay any interest after the money is issued. 


By Mr. Jaques: 


Q. I tried to show any debt, of course, requires a creditor and a debtor. So 


if there is $2,000,000,000 which is owned by certain people in Canada it is also 
owed by certain other people?—A. Yes. 


Q. And since the banks are the sources of that money then in the last 


- analysis the banks must be the owners of all debt?—A. Oh, no. The banks own 


sufficient in the form of investments and loans to be able to repay their deposit- 
ors; but, of course, that only represents a small portion of the total debts and 
credits of the country. 


Q. Let me put it this way: since that money has been born as a debt, if 
all debts were repaid there would not be any money?—A. Money I would 
regard as a medium of exchange, and quite distinct from the phrasing of debts 
and obligations in terms of money— 


Q. Well, what we call money, or what we use as money is a debt, and if 
all debts were repaid we would have no money. I think that is correct?—A. 
I must say that I do not follow that. Would not debts be marked off against 
each other in that case? I do not quite follow what that implies. 


Q. I have here a quarter which at the present time I own; but that came 
out of somebody’s taxes which he paid on his wages or his salary or his divi- 
dends, and that money which was used to pay those wages or salaries or divi- 
dens was borrowed from the banks for that purpose or somebody somewhere 
took a quarter to a bank. I think that has been admitted?—A. No. I must 
say that I apologize. I have got tremendously confused as to what we are 
driving at. If there might be some question to which I might formulate an 
answer I would get along better. 


Q. Here is a statement contained in the congressional record at Washing- 
ton by Mr. Binderup. He says: 


Yes, truly, truth is stranger than fiction. We are basing our money 
on the people’s debts: If we pay our debts, our money disappears, and 
we will all go broke. And if we do not pay our debts, the sheriff takes 
all we have and we will also go broke; so, in principle, it merely means 
that we are damned if we do and damned if we don’t. 
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Now, you mentioned the velocity—-A. I think when I go over the record of 
to-day’s procedings that I had better try to put down something in respect — 
to that, if it meets with your approval, Mr. Jaques? | 

Q. Oh, quite, yes. I do not expect you to answer any question that you — 
do not understand. 


The CHARMAN: It is 1 o’clock. When shall we meet again? I under- 
stand that some of the members would like to be in the house this afternoon. 


The Committee adjourned at 1 p.m. to meet again on Tuesday, May 9, 
at 11 a.m. | 


[Mr. Graham Ford Towers.] 
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MINUTES OF PROCEEDINGS 


Turspay, May 9, 1939. 


The Standing Committee on Banking and Commerce met at 11 o’clock 
_a.m., the Chairman, Mr. Moore, presiding. 


i Members present: Messrs. Baker, Clark (York-Sunbury), Cleaver, Cold- 


rf well, Deachman, Donnelly, Dubuc, Fontaine, Hill, Howard, Jaques, Kinley, 
J Kirk, Landeryou, Leduc, Mayhew, Moore, Stevens, Taylor (Nanaimo), Tucker. 


In attendance: Mr. Graham Ford Towers, Governor of the Bank of Canada. 
Examination of Mr. Towers was continued. 


. In the course of his examination by Mr. Jaques, Mr. Towers suggested 
that he be allowed to answer some of Mr. Jaques’ questions by incorporating 
in the record an extract from the Report of the Royal Commission appointed 
_ to enquire into the Monetary and Banking Systems of Australia, dealing with 
_ the Douglas Social Credit theory. 

On motion of Mr. Howard, | 

| Ordered,—That the said Report be printed as an appendix to this day’s 
_ evidence. 

On motion of Mr. Cleaver, 


Ordered,—That the following correction be made in the printed record, viz: — 
On page 361, fourth line from the bottom, delete the word “non” 
before the words “revenue producing public works.” 


, At 1.15 p.m., the Committee adjourned until to-morrow, Wednesday, 10th 
fi May, at 11 o’clock a.m. 


R. ARSENAULT, 
d Clerk of the Committee. 
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| The Standing Committee on Banking and Commerce met at 11 am. The 
Chairman, Mr. W. H. Moore, presided. 


The CHairMAan: Order; Mr. Jaques has the floor. 
In attendance: Mr. GRAHAM Forp Towrmrs, Governor of the Bank of Canada. 


} Mr. Jaques: Mr. Chairman, the reporters complained that they could not 
hear very well yesterday, and I particularly do not want that to happen. 

th Mr. Towrrs: Excuse me, Mr. Jaques. Perhaps before we commence I 

should say there were various questions which were raised at the last meeting 
of the committee. We have not had an opportunity to get answers to these 

questions prepared, but we will have them ready for the next meeting of the 

committee. 

Mr. Curaver: While you are speaking of questions, I should like to correct 
an error in the question that I asked on page 361 of the committee’s minutes on 
Thursday, May 4. Would you please strike out the word “non” before 

“revenue-producing public works.” My question was in regard to revenue- 
producing works. 


~ 


By Mr. Jaques: 
| Q. Now, Mr. Towers, I think we agreed yesterday that all money which the 
people have to spend is derived from bank loans, and is distributed through 
production by way of wages, salaries and dividends?—A. I would put it this 
way, that the medium of exchange is supplied partly by the central institution, 
namely the Bank of Canada, partly by the government in the form of subsidiary 
coin and partly by the banking system. 
Q. I believe the figures are that 95 or 96 per cent is bank credit?—A. I 
thought the percentage was a little less than that. 
Q. Roughly?—A. The amount represented by bank deposits in Canada, 
$2,500,000,000, is very much larger than either of the other two sections of the 
medium of exchange which I have mentioned. 


By the Chairman: 
Q. Would you call that bank credit?—-A. I would call it bank deposits. 


By Mr. Jaques: 
Q. I am not criticizing at all—A. No. 
Q. I am merely saying that the vast majority of the money which the 
people have to use is derived from bank credit?—A. Is derived from the 
# operations of the banks in purchasing investments and in making loans. 
Q. Loans to producers?—A. Loans to all people. 
Q. Well, practically it is through production. I am not criticising at all; 
I merely want to— —A. Yes. 
Q. Only the principal is distributed?—A. I am not quite sure that I under- 
stand that, Mr. Jaques. You mean— 
Q. If I am a producer and I borrow $100— —A. Yes. 
Q. I receive $100.—A. Yes. 
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Q. But I have to pay back $100 plus $6 or $7 or $8 interest, represented by 
percentages.—A. The latter figure being higher than is now charged; say 6 per 
cent. However, it is only a question of figure. : 

Q. Plus interest—A. That 6 per cent or whatever the rate might be is 
an interest charge which you pay to the bank, and which the bank uses to ~ 
cover its operating expenses to pay interest to depositors and so forth. : 

Q. I am quite willing to call it a service charge if you like; but where does 
it come from?—A. It comes from the activities of the borrower who we will” 
assume has been able to use the money which he borrowed for productive or” 
other purposes which suit his needs, and as a result of which he has been able | 
to make a profit. There will be times when he does not make a profit one 
this may involve bad debts. If he has made a profit he will have coming to him ~ 
from the deposit accounts of other people sufficient to pay those interest charges ! 
to the bank. The bank then spends these interest charges in the way that I 
have mentioned for operating expenses, interest to depositors, and so forth, 
returning the amount so paid into the general flow of the circulating medium. 

Q. Yes; but just the same no private individual can create money and there- — 
fore the interest which he has to pay in addition to what he borrows—and when ; 
T say “he,” I mean all borrowers—can only come from another bank loan.— — 
A. No. I think you are neglecting that circulation of the medium of exchange © 
between different people. When one person pays in to another the flow of | 
circulation continues, so that you have a constant circular movement of the 
medium of exchange, otherwise known as velocity. | 

Q. Yes; but nobody can create money and money does not breed; then if © 
the people of Canada borrow $100,000,000 or $100,000,000,000 or $100, it does — 
not matter which, call it $100 for convenience, they get $100. That is all they 
eet. But they have to pay back $106. Where does that $6 come from, unless — 
it comes from another loan and therefore a bigger loan?--A. Let me put it this 
way: let us assume, as actually the case, that the annual debt charges of the > 
dominion are in the neighbourhood of $130,000,000, and for the sake of. 
simplicity, although it does not change the major argument in any way, I assume 
the $130,000,000 pertains entirely to debt held in Canada. The dominion govern- 
ment taxes the people. We can apply the income tax, for example, conveniently - 
to the case because it is about the same as the debt charge. It collects 
$140,000,000 in income tax which people pay into the government from their 
deposit accounts in the banks; so that the deposits of the public in the banks go 
down $140,000,000 and the deposits of the dominion government in the banks go 
up $140,000,000. Then the dominion government uses that $140,000,000 to pay 
interest to the holders of its bonds. The result then is that the dominion 
eovernment deposits with the banks go down $140,000,000 and the deposits of 
the public in the banks go up $140,000,000. In other words, there has been a 
movement from many thousands of individual accounts into the government 
account and from the government account back to many thousands of people 
which movements, other things being equal, leave the sum total of bank deposits 
the same. 

Q. Yes, but if only $100 is distributed and $106 has to be paid back, then 
that $6 must come from— -—A. That would be true if the $6 which was paid 
back disappeared somewhere; if it disappeared into some other world then there 
would be a constant drain arising from all interest payments. But in fact no 
sooner is interest paid in that it is redistributed and put again into the flow of 
circulation. 

Q. Well, I submit that it does not disappear, but it survives as a debt.— 
A. No; it is instantly returned to other people. 

Hon. Mr. Stevens: Mr. Jaques, I wonder if you would let me interject a 
thought here? I do that because I think Mr. Jaques is on a point that ought to 
be made very clear. 

(Mr. Graham Ford Towers.] 


“BANKING AND COMMERCE — : 463 


Mr. Towers: I agree, Mr. Stevens, and I wish it could. 

Hon. Mr. Srevens: I saw an illustration last night in a pamphlet issued by 
the Bank of Montreal where they are notifying the people that they will make 
small loans. They give a number of illustrations. Perhaps this will help you, 
Mr. Jaques. They record the case of a woman in Alberta who went to the bank 
and borrowed $50, for which she paid about 4 per cent interest. They give the 
figure she pays back. We will say for the sake of argument it was $2. She 
borrowed $50 to buy a cow. She paid the $50 back plus $2 interest in so many 
i months, ten months or something like that. She paid it back selling the milk 
- of the cow. Now, does that not seem to fit the case— 

i Mr. Jaquns: No, Mr. Stevens. 7 

. Mr. DeacumMan: Would it be a question there of time? That at that 
- moment the money was more valuable to the woman than it was to the bank, 
: so they transferred it to her? 

; Mr. Jaquus: I am not speaking of the desirability. 

: Mr. Cueaver: New productive wealth. 

J Mr. Jaques: I have asked where interest comes from and people have said 
' to me, well, it is simple. You grow wheat and it comes out of the crop. Mr. 
: Chairman, I have stooked a lot of wheat in my time but I have never found a 
; dollar bill in the stook yet. The money to buy that wheat has to be created and 
- js created as a debt, and I maintain, and I think it is beyond argument, that 
- since all money for practical purposes is created by the banks and issued as a 
debt, then if the people have to pay back more than they borrow, that extra 
money can only come from another bank loan, and therefore the debt of any 
- country has to increase, at least by the amount of interest charges. 


f Hon. Mr. Stevens: Mark you, Mr. Chairman, I really agree that this is a 
point that should be very carefully and very fully, shall I say, dealt with. 
Mr. Towers: Yes. 
if Hon. Mr. Stravens: Mr. Jaques will agree with me. I do not agree with 
his analysis; I see his point. I know a great many people hold the view that he 
holds. Perhaps if you put it in a more extreme way it might help. We will 
_ say that the total interest charges of a year are $200,000,000, because if you get 
- into larger figures you get perhaps a better view of the tendency and if, as some 

areue, that interest charge is a burden on the country which is not dealt with 
as principal is dealt with, then obviously in a certain number of years you 
~ would accumulate to a point where you have an annihilation of resources and 
value to meet it. I agree with what Mr. Towers is trying to explain, namely 
that in the handling of the principal new value comes which takes care of the 
interest and probably more than takes care of the interest and adds to the 
potential wealth of the country. I interject that because I do believe the point, 
should be satisfactorily disposed of. | 

Mr. Tucker: If I may be permitted to interrupt, may I say that I believu 

that this is the point that I believe Mr. Jaques is getting at. His point is that 
the purchasing power of the country comes into existence by bank loans. You 
simply start from scratch and say the bank issues $100,000,000 of purchasing | 
power. That is all the purchasing power that has been put out. But a year 
later the people somehow in order to repay that have to find $100,000,000 to 
pay the principal back and then some place else they have to find money to 
pay $4,000,000 of interest. Now, that $100,000,000 was all that was put out, 
and where do they find $104,000,000 to pay it back? What he is getting at, 
as I understand it, is if you issue only money in that way and require to pay 
it back with interest, then at some time you have to issue the purchasing power 
to pay the interest which means that you have got to go continually further and 
further into debt. 
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The CuHatrMAN: Gentlemen, with all due deference to the willingness to- 
explain what Mr. Jaques is driving at, I suggest that Mr. Jaques, who is a very — 
competent scholar on social credit be allowed to explain his own theory. 

Mr. Jaques: Mr. Chairman, I do not wish to labour the point at this 
moment, but it is of fundamental importance. Presumably, of course, the loans — 
which are extended to the people and which result in production result in an ~ 
increase in production which, therefore, you may say corresponds to the interest — 


which is paid. But the point is this: that however great or however industrious t 
the people of Canada are, and whatever they may produce, there is one thing © 
which they do not produce, and that is money. As a matter of fact, our whole — 
case is based on shortage, the chronic shortage of money due to a number of ~ 


causes. This is one of them, though it is one of the minor ones. It seems to © 
me to be past argument that although we have increased wealth, real wealth, 
we must have under our system increasing debts. 


The Cuarrman: Order, gentlemen. 


Mr. Towers: If I could explain it so that it could be understood, as © 
remarked by Mr. Stevens, it would be extremely helpful. It should be one of 
the simplest of all things to explain, yet I am not rashly confident about my 
ability to put it in terms which will be readily understandable. However, if it 
were the case that the payment of interest on loans somehow required a 
constantly increasing total of money because of the suggestion that interest could — 
only come from new money, would it not also be the case that any service charge 
should be regarded in the same way? In other words, freight is a service charge. 
Must the money to provide freight also come from new sources of supply? 
I can mention, naturally, many other service charges. Would not the same ~ 
thing apply to them? I can only say again that what you have in mind, © 
Mr. Jaques, neglects completely the fact that this is a transfer from the producer ~ 
to one of the people who perform services for him. He forgoes a part of his 
crop in order to pay that service charge. But instead of giving a little wheat 
to the railway—I am taking wheat farmers for purposes of example—instead of 
giving a little wheat to the railway and a little to his doctor and dentist and 
some to his bank for interest, he does the thing in terms of money; but in 
making these money payments nothing is withdrawn from the sum total of the 
money in the country. Some is transferred from one person to another. First — 
of all, the sum is transferred to him from other people when he sells his total 
crop. Then he transfers some of that back again to other people, to the railway, ~ 
to the bank and so forth, so that there is a constant interchange between people, 
but in that process no amount of interest payment disappears into thin air, 
or involves, so to speak, a constant drain on the money supply. 


By Mr. Jacques: 


Q. No, it does not disappear, but you will admit that the debts of all — 
countries are increasing at an amazing rate?—A. All countries? That is a broad’ 
statement. 

Q. Well, the civilized ones, the industrial ones?—A. If you take the situa- 
tion in England from 1931 until fairly recent times, there was not, as I recall it, | 
any particular increase in the English public debt. 

Q. Then, if it is not in the public debt, it is in the private debts—A. That 
is another matter. 

Q. It is one or the other—A. If that private debt is represented by produc- 
tive assets, do you see any harm in that? An alternative to that, of course, 
would be to provide a system where 1,000 or 5,000 individuals decide that they 
won’t consume all their earnings; that is, they would not spend them all on 
consumption goods. They might club together for the building of a factory, 
some contributing a few planks and boards, and others some bricks, and others 
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various wheels for the machinery. When that factory is in operation, each one 
of those 5,000 people would have a claim on a brick or a plank or a piece of 
“machinery. Presumably they would have to agree on the relative importance 
which each one of those items bore in respect to the factory as a whole. And 
if the factory was operating profitably they would share the proceeds of the 
factory’s activities in that proportion. But as you can understand, to build 
8 factory in that way, getting a piece of stone from one man and a plank from 
another and then trying to share up would be an extraordinarily difficult process; 
so, instead of it being done in that form, it is done in the form of a monetary 
“arrangement. People buy some bonds; they buy some preferred or common 
stock, and that determines the distribution of earnings but it is Just the 
same as if each one had contributed an item here and an item there. 

- Had the thing that happened not been phrased in terms of money, I 
think that you would have agreed that the various people who had contributed 
their planks and stone and pieces of machinery still had their real wealth. If 
‘it was a factory and it was operating successfully, they had real wealth, just 
“as an individual would have it in a well-built} house which he found useful. 
_And perhaps you would have said in that case that the debt of the country 
had not gone up because there was no monetary transaction between the factory 
and the people. You might have said these individuals have a claim on the 
factory for a stone or a piece of machinery, but it is a partnership agreement; 
it is not a debt. We do not mind that. Now, just because for the sake of 
convenience the thing is phrased in terms of money terms, I do not see that it is 
bad. 

~  Q. Well, I have quite a lot to get through. The point is this, though, that 
owing to an arbitrary system of finance or bookkeeping, if you like, the money 
which is taken from the country does not represent the real facts of the country. 
Nothing is more obvious to-day than a country such as our own which is 
“immensely wealthy in a real sense and immensely hard up in a financial sense. 
The two contradict, and we say that it is because money does not reflect facts. 
‘It is an arbitrary system and does not reflect the facts. However, I do not 
‘wish to labour that as I have not the time just now. 


_ The Cuatrman: Take your time, Mr. Jacques. You have time. 


By Mr. Jaques: 
Q. There is a question, Mr. Towers, that I think is important. You are 
familiar, of course, far more than I am, with company statements, balance 
sheets—A. Yes. 
Q. They always include the physical assets of the company. Your own, 
I imagine, would put in the bank. They would put down the buildings and plant 
and the balance sheet of a factory would contain the physical assets, and it 
would not be considered sound not to do so. Now, in the national balance sheet 
which we call the budget there is simply the financial statement. There is no 
statement of the physical assets or the wealth of the country, so that we never 
know from one year to another whether the wealth of Canada is increasing or 
decreasing; we never know. Mr. Dunning will make a statement giving us the 
balance one day or the other, but we have nothing to compare that with to know 
whether the country has increased in wealth in the past twelve months or whether 
it has decreased, and we have no way of knowing—A. Of course, estimates 
are made of the national income, are they not? 

Q. We think that there should be a national statement of the physical 

wealth of the country so that we could relate the two—A. I think that the 
national income is the only important factor. 
. Q. The result is this: we say it ought to be a great deal higher than it is, 
and it would be if those facts were taken into consideration—A. I do not think 
that setting down on a piece of paper an estimate of the valuation of Canada 
would affect the national income one way or the other. 
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Q. It would in this way: our people say that we cannot afford this and we 
cannot afford that. Well, how do we know we cannot afford it when we do not 
know the physical wealth of the country, the value of the country—A. I do 
not think that such an estimate would affect any action which might be taken 
to increase production and so to increase the national income. 3 
Q. You do not think it would engender a little confidence?—A. No, I do 

not think so. q 
Q. Well, all right; we shall leave that. Now, you mentioned the velocity of. 
circulation. That, of course is, another point of great importance. I have’ 
heard Mr. Dunning say many times in the house that it is not the amount of 
money but it is the velocity of its circulation that is important. Just exactly 
what do you men by “the velocity of circulation’”?—A. I mean the activity” 
of business which will be reflected in a more extended use of your medium of- 
exchange, therefore more frequent transfers between individuals. For example, 
as we know, the volume of business which was done in Canada in 1929 was very — 
high— a 
Hon. Mr. Stevens: Represented about 22 velocity. 

Mr. Towers: I have forgotten the figure. It was very high, both from™ 

the point of view of production and perhaps less satisfactorily also from the- 
point of view of speculation. That very large volume of business was done with 
-an absolute amount of medium of exchange less than the amount which is now 
available. In other words, it is often the case that an increase in volume of 
business can be financed with a smaller amount of money, and that is because” 
the increase in velocity more than offsets any decline in the absolute amount 
of money. § 


= 


By Mr. Landeryou: 4 
Q. Is it a fact that there might be a larger volume of bank deposits moving; 
there may be a larger amount?—A. Increased velocity means just that. 

Q. I know, but there are $2,500,000 of deposits——A. Yes. ql 

Q. To-day. There was not so much, you say, a few years ago, but there 
might be a greater portion of the total deposits moving, transferring goods and 
services than there is to-day. It might not have been an increasce in velocity 
but it might have been an increase in the amount of money—A. Is not that the 
same thing? | q 

The CHAIRMAN: No. 

Mr. LANnpEeryou: The same result but not the same thing. 7 

The CHAIRMAN: I would suggest you allow Mr. Jaques to continue without 
interruption as far as possible. : 


= | 


By Mr. Jaques: 

Q. The general understanding of the velocity of circulation is something 
like this: a man goes into a store, we will say, and buys $50 worth of goods, and 
then if the velocity is great the store keeper goes into another store with the 
$50 and buys $50 worth of goods from the other store, and then that stora 
keeper goes into another store and buys $50 worth of goods and so on. So that 
$50 may buy $500 worth of goods. : 
I think that is the popular idea; certainly it is Mr. Dunning’s idea of the 
velocity of circulation, which to us is a fallacy. I should like to illustrate if 
with a little story, if I may, one which I have used before. Pat and Mike, 
two Irishmen, had a few dollars which they invested in a keg of beer. When 
they paid for the beer they had 10 cents left, and they thought they would go t 
some running races and retail the beer. On the way to the races, it being 
very hot day, they became very thirsty. Pat, who had the ten cents, said t 
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Mike, “ Sell me a glass of beer.” So Pat pays the 10 cents over to Mike and 
gets the glass of beer. Then Mike said, “I am thirsty, too; sell me a glass of 
beer.” And he pays the 10 cents back to Pat. As I say, they were Irishmen and 
it was very hot. You could say that there was a very great velocity of circula- 
| tion, and in time the beer was all gone. Now, the 10 cents had the effect of 
| ‘consuming the keg of beer. That is true. But how are they going to replace the 
beer? They have merely drunk up the capital. 


_ Mr. Deacuman: Borrow money from the bank. 

_ Mr. Jaques: No; their credit would be no good. 

Mr. DreacuMan: How would the social creditors solve that problem? 

Mr. Jaques: I am dealing with the velocity of circulation. 

Hon. Mr. Srevens: What is your answer to that very complex problem? 
| Mr. Jaques: The answer is that the real velocity of money is the circuit 


a 


’ 
i 
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of money in and out of the banks. 

bi I might go into a store and buy $10 worth of goods from the storekeeper. 
“If the storekeeper is selling goods on a 10 per cent: profit, 90 per cent of the $10 
- does not belong to him, ‘or, if it does, is represents his capital. In one case he 
owes it to the wholesaler, and if the $9 is his.own money he has to use that 
to replenish his stock. He can spend the profit, but that is all. 


The Cuarrman: Mr. Jaques, may I break my own rule? 
Mr. Jaquss: Yes. 


a The Cuamman: I would make this suggestion: That the beer was owned 
by Pat and Mike, the two of them being in partnership, and Pat drank up his 
share of the capital and Mike drank up his share of the capital, and that is all 
_ there was to it. 


ie Mr. Towers: I think they only paid the 10 cents backwards and forwards 
_ to each other for fun. 


a, Mr. Jaques: That is exactly what happens. It is a perfectly serious and 
proper illustration. | 
Mr. Curaver: There is a difference in ownership. 


Es Hon. Mr. Stevens: Mr. Jaques, supposing that when Mike paid over the 
- 10 cents the first time, Pat, being the custodian of the partnership assets, had 
~ taken the 10 cents he received from Mike and gone and bought for 8 cents another 
- pint of beer, the nartnership would be 2 cents ahead; is that not right? 

a Mr. Jaques: I used what might be thought a comical story, but that is 
~ absolutely true. Take periods of boom in industry or in the country when 
the so-called velocity of circulation is great, how long do they last? They 
come to an end. Why? Because the money is used to consume goods and not 
to retire debt, that is why. 

4 The Cuairman: Mr. Jaques, let us presume that Pat and Mike were saloon 
_ keepers, that they were in the business of selling beer, but that instead of having 
~ customers they drank up the keg of beer? 

k Mr. Jaques: That is exactly what these people do. 

Let us put in this way: Supposing I have a dollar and that is all the money 
there is in this room. Now, we each want to buy a hat and we each have a hat. 
Now, I will buy my neighbour’s hat and I get the hat and give him the dollar. 
He takes that dollar and buys his neighbour’s hat. If the velocity of circula- 
tion is great enough, that dollar will buy every hat in this room, but it will only 
_pay the manufacturing costs of ‘one hat and it only liquidates the debt on one hat. 
Mr. Towers: Mr. Jaques, in those circumstances I think only one new hat has 
been bought. 


468 STANDING COMMITTEE 


By Mr. Jaques: 


. No, there would not be one new hat because they are all old hats— _ 


A. Well, in that case I think the people have just swapped hats; no one has 
got a new hat. 


Q. That is exactly true, Mr. Towers, and that is exactly what happens 
with this so-called velocity of circulation; they swap goods but they do not — 
pay the debt which was created to produce those goods. I think that is self — 


evident.—A. Sorry; I cannot agree. 
The CHatiRMAN: Go on, Mr. Jaques. 


Mr. Tucker: I think, Mr. Chairman, Mr. Jaques should put on the 
record all of these stories so that they may be available to us. 


By Mr. Jaques: 


Q. The argument is perfectly sound. The idea that $1 can liquidate $100 
worth of debt because it changes hands one hundred times is a fallacy. $1 will 
liquidate $1 worth of debt and that is all. 


Hon. Mr. Stevens: But that $1 may serve twenty different services. 


Mr. Jaqusrs: It will only liquidate $1 worth of debt to the institution where — 


it originated and where eventually it must return. 


Mr. Criraver: Do you suggest that a dollar can only be used once-and is 
then valueless? 


Mr. Jaques: No. The point is this: That all money is issued in respect of — 
production, and the money goes out in the form of wages, salaries and dividends — 


in the production of those goods. 


Mr. Cieaver: Is not money simply issued, then, as a convenient token to — 


assist in the exchange of goods? 
Mr. Jaques: Yes, but I am simply telling you how money functions. The 


people who receive these wages, salaries and dividends take the wages, salaries — 


and dividends to the storekeepers and buy what they need. As soon as that 


money reaches the retail counter it is on its way back to the place from — 


whence it started. 
Mr. CiEAver: Oh, no. 
Mr. Jaques: Then they are not paying their debts. 


Hon. Mr. Srevens: It goes to the wholesaler and from the wholesaler to 


the manufacturer, and so on. 


Mr. Jaqurs: No, it goes to the retailer and then to the wholesaler; they 


take the profit out and the balance goes to the manufacturer. 
Mr. Cieaver: And the wholesaler uses it to pay his wages. 


Mr. Jaques: The wholesaler sends it to the manufacturer and the manu- — 


facturer has to pay his loan from the bank. 
Mr. Cimaver: And his wages and his taxes. 


Mr. Jaques: He has paid his wages when he has distributed the money. : 
That is how money gets in circulation. It comes back to the manufacturer— | 


Mr. CurEaver: Yes, but— 


The CuHarrMan: I am going to suggest that Mr. Jaques be allowed to pro- — 


ceed with his investigation. 
Mr. Towers: I think if I may interject something there, that under the 


circumstances you mention, one would expect to find over a period of years, — 


that bank loans were constantly going down and the volume of medium of. 


exchange was being reduced, or else that they would be constantly going up 

and the medium of exchange being increased for the purpose which you mention. 

In fact, do you not think that what happens in the ordinary course of events is 
[Mr. Graham Ford Towers.| 
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_ this: That as people who have borrowed money for production purposes sell 
_ their goods and repay the loan someone else is at that particular moment bor- 
_ rowing fresh money to go ahead with the process of production? 

Mr. Jaques: Oh, yes, I agree with that. 

_. Mr. Towers: I think that one of the main troubles in the theories you 
mention is that it is founded upon an assumption that total bank debts are 
_ always on the way down. 

+ Mr. Jaqugs: I would say the reverse, that they are always on the way up. 


Mr. Towers: I did give that alternative, either on the way down or up, 
but, in fact, we know that that is not the case. 


By Mr. Jaques: 


Q. We agreed yesterday that the banks were doing their level best to 
expand their loans but that they could not entice borrowers to borrow their 
money. That is a fact, is it not?—A. Under existing conditions that is largely 
the case, yes. 

Q. Now, why? I can speak from experience. The reason I would not 
borrow money is simply that I do not see my way clear to repay it. In other 
_ words, I cannot find a market because there is no chance of selling what I 
_. produce for enough money to pay back the loan plus the profit—A. It is not the 
interest rate really which disturbs you, then, is it? 

Q. No, not altogether. The banks must be paid, of course.—A. No, but I 
mean, if you saw an opportunity for profitable enterprise, and there are still 
a good many people in the country, fortunately, who do, you would be willing 
to borrow money and you would not have any fears in regard to getting enough 
out of the profit to be able to pay the interest charge. 

Q. Yes, quite, so long as there is expanding debt and expanding production, 
so long as they are advancing together we can carry on. But after a time, 
as I say, owing to the fact that industry cannot distribute enough money so 
that the people can ‘buy what they produce, after a time debts mount up, credit 
gets top-heavy and then the banks have to call their loans and we get into 
what is called a depression—A. May I say there, Mr. Jaques, that we were 
speaking about the Irish commission the other day and I believe it was you who 
drew the analogy about brewers and distillers sitting on a commission to 
appraise the virtue of temperance. 

Q. Yes.—A. There is also the Australian commission whose report on social 
credit is perhaps even more detailed from some points of view than that of the 
Irish commission. It does seem to me that a considered answer to the careful 
report made by these two commissions is a much better form of upsetting their 
argument than a suggestion that they were prejudiced. If they were prejudiced 
and made a wrong report, surely that could be contradicted. Surely the reports 

_ stand on their own feet, irrespective of who made them. 

Q. I might remind you, Mr. Towers, that the greatest astronomer that ever 
lived refused to believe that the earth went round the sun. The man who first 
suggested it and stuck with it was put to the torture because he upset orthodox 
opinion. 

Mr. Tayuor: That is being done every day. 


By Mr. Jaques: 


Q. And in no subject under the sun is there so much prejudice as there is 
concerning money. For instance, I said yesterday that the hostility to the 
statement that banks create money is a fact, which I know you will not deny 
for a moment, and yet we have the general manager of the Bank of Montreal, 
when he was before this very committee, swearing that they did not do that, 
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that they lent their depositors’ money—A. Is it not possible, though, that it 
would be a good idea to put down in black and white a contradiction of the 
reports of these two commissions? Would that not define the argument more | 
specifically than has been possible hitherto? , 
Q. In my experience, Mr. Towers, and by this time it is pretty wide, 
J find it impossible, if & man has ideas on money, nothing short of, what 
shall I say— a 
The Cuarrman: An earthquake. 
Mr. Jaouns: —of conversion will alter those ideas. You can point out — 
facts but they do not count. | a 
Mr. CiEAverR: How would it be if we had some facts? 


Mr. Jaques: I have given you some facts. 


By Mr. Jaques: . 
Q. You have said there was no point in the government creating money 
and issuing it debt free, because if they borrowed the money from the public 
that debt would be an asset?—-A. I noticed that in some of the press reports’ 
that reference, naturally dealt with very briefly, has caused some surprise. 
Of course, you will remember that I pointed out that what is someone else’s 
debt is necessarily someone else’s asset. 
Q. Quite—A. That is a very simple conception; i. that taking the 
people of Canada as a whole they owed themselves this money. I did not 
suggest that a tremendous accumulation of public debt could not be a ver 
burdensome matter, indeed and a very dangerous thing. It can be, because 
it can distort the economy; it can make for a very bad distribution and for 
all kinds of jars in the machinery, so to speak. | 
Q. I was going to suggest that if debt is an asset then there is no point In 
balancing the budget?—-A. I do not think that follows. I did not say that a 
debt was an asset of the debtor. It is his liability. But surely it must be a 
asset of someone else because it is owed to someone. I would like to look behind: 
that debt and see what the debtor has to show for the money which he has_ 
borrowed and spent. If that debtor is in effect a factory or enterprise which 
has to show for the money spent a going concern, why, the debtor is all right 
and the creditor is owed money by a debtor who has a good asset. : 
Q. I agree with that entirely, and that is the reason | am suggesting that 
Canada, which in a national sense is a debtor, should have a statement of what is 
behind Canada physically, which we do not get in our budget. If we had a 
statement of the physical assets of Canada we should be able to see whether our 
national debt is sound or whether it is not. As it is, all we get are the figures. 
Mr. DEacHMAN: Would you mind telling me just for my own information 
why you are not satisfied with the national income as an estimate of the assets, 
because we have unquestioned assets in the form of fish in the Great Slave Lakes, 
but they are not available? The national income is something which is available 
to meet obligations. Why is that not satisfactory? 
Mr. Jacougs: Because we think that the national income could and should 
be a great deal bigger than it is. We say when we look at the figures, “We cannot 
afford any more. We have got to cut down.” 


4 


By Mr. Jaques: 

Q. Mr. Towers, you are familiar with the May report which I believe was 
issued in Great Britain by the royal commission headed by Sir George May, 

believe, in 1930 or thereabout?—A. Some time like that. 
Q. That represents the considered opinion of the ablest men, I presume, 

orthodox men—whom the government were able to get to advise them, and thei 
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advice was to cut down on the expenses of all kinds. The dole was cut, the allow- 
nce for pensions was cut and everything else was cut down. You will remember 
that the result of that was to bring the country almost to a revolution. Now we 
are told by the same economists, I suppose, that the opposite of that policy, the 
most tremendous expansion of money on armaments, is, so far from ruining the 
ountry, a great benefit and is even reflected in Canada. The same lot of men 
dvocated absolutely opposite policies——A. Who says that it is of great benefit 
to the country? 

F Q. I thought that was said here, that the result of the armament policy was 
to lower the unemployment figures and to stimulate business generally —A. I 
‘think you will find that the English people are going to have to contribute to that 
‘armament program in foregoing the use of many things which they would other- 
‘wise have used, and that England to a certain extent is likely to be living on her 
capital for the next few years. 

_ Q. That is, her financial capital?—A. That is her capital i in the shape of foreign 
assets. 

— Mr. Mayuew: In other words, she would be like the two Irishmen drinking 
the beer. 

i By Mr. Jacques: 


QQ. What would you say is the precise object of industry?—A. Production. 
_  Q. The production of goods and services?—A. Yes. 

Q. It is not the making of money or the creation of work?—A. In the pro- 
duction of goods and services I assume one includes work. 

Q. Well, it is a necessary consequence, of course—A. Yes. 

im  (). I quite agree with you, and I am glad to hear you say that the prime 
“object of industry is the production of goods and services. —A. Yes, and their 
exchange for other goods and services. 

~ Q. Quite, and that the sanest economy would be the economy which would 
give us the greatest production with the least possible amount of work and 
-worry?—A. Yes, I think that is a fair statement. It would be a question, of 
course, for a philosopher to decide on the exact amount of leisure which is most 
| peneficial. 

—__ Q. Now we come to the crux of the matter, and that is this, as we claim, the 
chronic shortage of purchasing power. 


ig Mr. Howarp: Of what. 


By Mr. Jacques: 


Q. The chronic shortage of purchasing power or money in the people’s pockets. 
Now, Mr. Towers, you are familiar, of course, with the statement of John 
) Stuart Mill, on which I believe the orthodox economy is based, where he says:— 
A. Long times have passed since those happy days, of course. 

— Q. Mr. Mill states:— 


FE Let us suppose that the quantity of commodities produced is not 

greater than the community should be glad to consume; is it, in that case, 
possible that there should be a deficiency of demand for all commodities 
for want of the means of payment? Those who think so cannot have 
considered what it is which constitutes the means of payment for com- 
modities. It is simply commodities. Each person’s means of paying for 
the productions of other people consist of those which he himself possesses. 
All sellers are inevitably and ex vi termini buyers. Could we suddenly 
double the productive powers of the country, we should double the supply 
of commodities in every market; but we should, by the same stroke, 
double the purchasing power. 

Now, I am sure Mr. Deachman will agree with that. 


q Mr. DeacoMan: That sounds very reasonable. 
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By Mr. Jaques: 4 
Q. That is perfectly sound. That is why we claim there is a chroni 
shortage of purchasing power. R. 
Mr. Curaver: Mr. Jaques, is it a chronic shortage of purchasing power 
or is it a mal-distribution of purchasing power? | 
Mr. Jaques: I will agree that there is a mal-distribution which arises_ 
out of the other, but if all the money were evenly distributed—let us suppose 
that all the wages, salaries and dividends which are distributed in Canada 


i 


were evenly distributed— : 
Mr. Cieaver: You could not possibly have a shortage of purchasing power. 
Mr. Jaques: Oh, but you could. 


1 
i 


Mr. CLEAVER: Have you any facts to establish that? 
Mr. Jaques: I have the argument which I have just read. 


By Mr. Jaques: | 
Q. If I may put it this way: You will agree, of course, Mr. Towers, that 
every birth is a death?—A. Every which? 4 
Q. Birth is a death?—A. That is a little too abstruse for me. 
Q. That is, all sellers are inevitably and ex vi termini buyers? I say all 
birth are inevitably deaths——A. There is an interval between the two, though. 
Q. Should we suddenly double the births of the country we should in the 
same way double the deaths—-A. In due course. | E 
Q. Then how is it possible for the population of any country to increase? 
__A. Perhaps my modesty, Mr. Jaques, prevents me from explaining that to 
the committee. : 
Q. Well, I will respect your modesty, but, seriously, that is saying the 
same thing. All births are inevitably ex vi termini deaths. There is no argu-— 
ment against that. Could we double the births of the country then inevitably we 
must have double the deaths, because everybody born must die. How, then 
does the population increase? 
Mr. CuEeaver: Will you admit it does? | 
Mr. Jaques: Of course, you cannot deny that. The reason is this: ‘That 
the rate of flow of births is greater than the rate of flow of deaths. That is 
how it is done. ; 
The Cuatrrman: No, not necessarily. Let me give you a little illustration. 
I happen to have the figures at hand. In the year 1880 the expectation of life in 
England was around forty years, and now the expectation of life in England is. 
sixty-one years. So that people are living longer. ‘ 
Mr. JaquEs: Quite. j 
Mr. LANpERyou: That is the same thing. , 
Mr. Jaques: That is the explanation. 
The CuarrMAN: The birth rate is declining so rapidly that England is 
facing the menace of depopulation. You can prevent birth but you cannot 
prevent death. You can only defer death, and by deferring death population 
has increased. 7 
Mr. Jaques: Only for a time. 


The CHatrMAN: Only for a time, but the time will come— ; 
Mr. Jaques: The point of the argument is this. You members can take this 
lightly, if you like. R 


4 


The CHARMAN: Oh, no, they are not taking it lightly. 


Mr. Jaques: I have sat in parliament for four years, and I think the 
chairman will say that I have religiously attended the meetings of this com- 


: 
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mittee. 
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Mr. CuHatRMAN: I say it. 

Mr. Jaques: I can only say that I have not had any enlightenment at all 
on the problems we have to face. I have given eight years continuous study to 
this subject to the exclusion of everything else, and I want to say this, that of 


all the schemes I have examined, of all the books I have read and of all the 


men with whom I have discussed the matter, this is the only rational explanation 
of the condition in which we find ourselves. It does fit the facts, and I say 
that the orthodox economist is wholly occupied with twisting the facts to fit 
theories. 

The Cuarrman: Mr. Jaques, to-day is your day; you go ahead and explain 
your system. 

Mr. Towers: Mr. Jaques, if I may interrupt just a moment, Mr. Chairman, 
I hesitate to suggest that the record, which is already a pretty long one, should 
be further extended by printing in toto the report of, say, the Australian com- 
mission, but would it meet with the approval of the committee and of Mr. Jaques 
if the particular section which deals with shortage of purchasing power were 
read or put in the record? 


The CuarrMAn: Put it on the record? 

Mr. Curaver: Put it on the record. 

Mr. Lanpreryou: I have a suggestion to make, too. There seems to be in 
the minds of the members of the committee an endeavour to have us make a 
detailed explanation as to how we would meet the flaws in the present financial 
system that we have. 

Mr. DeacHMaAN: You promised it. 

Mr. Lanperyou: I also am confronted with the statement made by Mr. 


- Deachman day after day that we promised it. Now, it was promised by the 


Liberal party that they would issue money and credit in terms of public need, 
but we have never had an explanation of what they meant by issuing money and 
credit in terms of public need. We have never had a comprehensive analysis 
of just what they considered to be the flaws in our economic system. They 
have never produced any detailed plan of why there should not be poverty in 
a land of plenty. 


The CuarrmMan: Pardon me, Mr. Landeryou, Mr. Jaques is examining the 


- governor of the bank. I have no objection to an interruption, but I have an 


objection to a speech. 

Mr. Lanprryovu: I would suggest that there should not be so many objections 
from the members of the committee. 

The CHAIRMAN: I agree. 

Mr. LANperyou: Interfering with him, and not only that, but an interjection 
by the chairman and interjections by Mr. Towers who is trying to question the 
witness himself. 

Mr. Howarp: That is not fair. 

Mr. Lanperyovu: The actions of this committee are not fair. 

Mr. Jaques: I am perfectly capable of looking after myself. I understand 
what I am talking about and— 

The CHatrMAN: Hear, hear. 

Mr. JaquEs: —and I have been given credit for that from one end of Canada | 
to the other, and I need not say that Mr. Towers is perfectly capable of looking 
after himself. I am quite sure, however, that he respects my opinions for being 
perfectly honest and sincere. 

The CHAIRMAN: Quite. Proceed, Mr. Jaques. 

Mr. Jaques: But my objection to including the Australian report is this: 


there is a belief, amounting to certainty amongst the majerity of people, that an 
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orthodox economist is a sort of god. What he says is always right. Well, ae 
experience is that what he says is always wrong, and he is wrong every time. Tt ne 
whole idea is based on a fallacy, and the facts bear out that criticism every time. 
Whatever they recommend to cure the ills of any country, when these ideas are 
put into force, they make the conditions worse. 
Mr. Cieaver: How would it be if you demonstrate the fallacy? You demon-_ 
strate the fallacy. | 
Mr. Jaques: I have shown this morning the impossibility of paying interest — 
except through increased debt. I have shown the fallacy of the velocity of circula-_ 
tion except the velocity of bank loans out and in again to the banks. 7 
Mr. Dracuman: If that is what is presented in the other reports then you ~ 
have answered it in advance. Why hesitate to let the other report go in? . 
Mr. Jaques: It is very obvious that the Australian report has behind it © 
the authority of organized finance and orthodox economists. What have I got — 
behind me? <A despised— : 
The Cuarrman: No; I object to that. 
Mr. Jaques: I do not mean personally at all. 
The Cuairman: Nor your school either. } 
Mr. Deacuman: If you are right you have the truth behind you, and if you © 
have that the winds ‘of doubt shall not prevail against you. 
The Cuarrman: Proceed, Mr. Jaques. Suppose you proceed. 
Mr. Taytor: I do suggest that Mr. Jaques should allow this report to go in. © 
It seems to me—and I do not want to take up time—that we have built up our 
financial system, whether rightly or wrongly. Let us know all about it, let © 
us know all about what people think about it; introduce our own ideas and let 
the truth ultimately prevail. That is my attitude. 4 
The Cuairman: When Mr. Jaques has finished his examination I suggest © 
that we take the opinion of the committee by vote as to whether the report — 
should go in or not. y 
Mr. Jaques: If that is done, I would suggest that the report of the govern- | ? 
ment of Tasmania be included with it, because that government drew up a ~ 
report in favour of the ideas that I am putting over this morning. That report — 
could be found in the parliamentary library. b: 


By Mr. Jaques: 


Q. Now we come to the greatest cause of the shortage of purchasing power. q 
Did you ever consider—of course you have—the effect of savings on the general © 
economy of the country, that is, money through savings?—A. Yes. q 

Q. Now, would you say that that caused a shortage of purchasing power ?— % 
A. No, not necessarily. When there is a desire to save but insufficient opportuni-_ ; 
ties for employing those savings, you will find a tendency towards depression. — 

Q. You mean that there is a certain point and if you save beyond that — 
point it is going to have that effect?—A. Not that point exactly, because it is © 
in relation to another thing; it is in relation to the demand for savings to be ~ 
employed for purposes of new production. 4 
. Q. Well, now, that is a very important point and there, we believe, is the ~ 
crux of the matter '—A. I think the Social Credit belief is that that is a continual — 
process; whereas I would say that the correct belief is that it does happen ~ 
periodically in times of depression, for short intervals. % 

Q. We admit, Mr. Towers, of course, that so long as bank loans are ~ 
expanded for capital production or so long as there is a sufficient volume of 
exports, that the system can carry on, but we know eer it can only be 
temporary.—A. Of course, the expansion of bank loans is quite a different matter — 
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| oy Yes, I see hat, I am going to deal with this question of savings and I 
_know there is a great prejudice against criticising what is known as “thrift.” 
Thrift, you know, in the real sense of the word, means putting anything to its 

best possible use. It is corrupted to-day to the single idea of saving money and 
peeen eae eed aia at interest bite as a matter of fact, Is connenuaia in 


Mr. KINtey: It was not adenine at the time pf the parable of the talents. | 
Mr. JAqures: No; there is a distinction between interest and profit. The 
loaning of money at usury was condemned by law in England almost up to the 
-time of Elizabeth, and the reason is this: history has proved time after time 
that usury, ‘as Mr. King said, “once in control will wreck any nation.” He said 
“that from his gene of history. 
Mr. Kryuey: How do you define usury? 
__ Mr. Jaquns: Usury is not a high rate of interest, it 1s any rate of interest. 
lam speaking in the historical sense. It means the loaning of money at interest, 
and we distinguish completely, which thle socialists do not, between profit and 
‘interest. But let me get on with these savings. 


By Mr. Jaques: 

| Q. You agree with me that the vast majority of the money which the 
people have to spend is distributed in the form of wages, salaries and dividends 
in the making of the goods which the people ultimately buy?—A. Yes. 
| @. Now, taking the orthodox statement that there is a sufficiency, you 
Anos what Mr. Mill says? He says:— 

Let us suppose the quantity of commodities produced is not greater 
than the community would be glad to consume. 


. That is, glad to buy. If we took that as a fact, what effect does the saving 
or the refusal to buy those goods have on the movement of them?—A. Well, we 
are now at that question of shortage of purchasing power and that is one of 
the reasons why I suggested using that Australian report. I admit that you 
“might say it is a lazy man’s suggestion, but after reading that report at various 
times, I do not think that I can do anything better. I agree with what they 
“say, 2 and I am sure I could not do better myself. Now, if you wanted me to 
xpress any opinions on the various points involved in that shortage of purchas- 
Ing power argument, I would simply repeat what the Commission has said. I 
ys an, given time, try to do the same thing in slightly different words and then 
e ‘eall it, as lt would be in that case, a production of my own; but as I agree 
entirely with their analysis, there does not seem any point in trying to build up 
Bnother one which will say ‘the same thing in different words. 

~ QQ. Mr. Chairman, then since this Australian report may go on the record, 
“would it be agreeable if I were, as briefly as possible, to put the case from our 
o of view? 


‘The Cuatrman: Certainly. 

— Mr. Jaques: I am not dealing with the remedy; I am dealing with the 
_¢ause of our ills. 

‘ee The CHAtRMAN: Go ahead; that is your privilege. 


© Mr. Jaquss: Now, I do not expect you, or anybody to accept these ideas 
offhand, and I do not blame you for that. 


Mr. Howarp: If they are better than mine, I will take them. 
Mr. Jaques: I do not blame you. 
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Mr. Krnuey: Is that your opinion you are going to give now? 
Mr. Jaques: Mine, no. 
Mr. Kinury: You are reading from what? 


Mr. Jaquses: I do not know that I am going to read ee but I have. 
here a pamphlet called “Banking and Industry” by A. W. Joseph. Now, Mr. 


Joseph is not a Social Crediter so far as I know, but he is an insurance actuary : 


and he also took the highest possibie mathematical honours at Cambridge 
University. This little pamphlet contains an address which he gave to the 
Actuarial Society of Great Britain, and I can only say with all due respect to 
the Australian commission, he agrees entirely with the-— 

Mr. Lanperyou: Could we not have that put on the record the same as 


we are doing with the Australian report? J have a number of other ore ‘ 


on Social Credit that I should like to have put on the record of the Banking and — 
Commerce Committee. 


The CuatrrmMan: When Mr. Jaques is through. 
Mr. Curaver: You may read the parts you agree with. 


Mr. Jaquss: I believe I can do as well by explaining it; but I merely | 
mentioned that to show that it is a mistake to think that people who have ideas — 


which are known as, I believe, social credit, are ignorant and uneducated. 
The CHairnman: We do not hold that, no; we do not hold that. 
Mr. Jaques: Well, there is nothing persona! about it. 
The CuarrmMan: Nor against the school. 


Mr. Jaques: I admit I passed my life on a farm; but it is true that some — 
of the ablest men in the world, and some eminent economists, hold these views. — 
There is one right here in Ottawa, Father Levesque, professor of political 


economy, Laval University. 
Mr. CurAver: Let us have the views. 
Mr. Jaques: Dealing with the saving of money, if it is true, as the orthodox 


people claim, that production is consumption and therefore the money dis-— 


tributed in respect of producing goods is sufficient to buy those goods, then it 


must be true that to the extent that any of that money is saved, that money — 


should— 


Mr. Crieaver: Don’t you refuse to recognize a distinction nelyeen savings” 


which are hoarded and savings which are immediately put to work again or 


invested? 


Mr. Jaques: No. Of course, we recognize the difference, but the result is 


the same, as I shall show you. 


The Cuarrman: Mr. Jaques, may I suggest that you are rather inviting © 
criticism from the committee as opposed to examining the governor of the Bank ~ 


of Canada? 


Mr. Jaqurs: I do not want to be discourteous to Mr. Towers, but I under- | 


stood him to say that he takes his stand on the Australian report. 


Mr. Towers: I think it is the most convenient way of doing it. Moreover, — 


I think it is much better to do the thing as a whole rather than try to give what _ 
must necessarily be fragmentary answers to various points as they come 
up. One statement covering the various aspects of the theory would be, I think, ~ 
much clearer than part answers as one goes along through the various aspects 
of it. 


~ 


The CHAIRMAN: You were about to explain your views of savings. I suggest 


you do that. 


Mr. Jaquss: I had no intention at all of being discourteous to Mr. Towers. 


Mr. Towers: No, I know that. 
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Mr. Jaques: I understood him to say he would rather not answer in frag- 


ments; but in any case his stand would be the stand of the Australian committee. 


Mr. Towers: I think that would be the clearest and most convenient way 


of doing it. If you would prefer me to try some other way, I am in your hands. 


By Mr. Jaques: 
Q. Well, I recognize your difficulty, and the only satisfactory way, of course, 


would be for me to hand you a written statement and then you hand me a 


_ written answer some time later; but then, that would not serve the purposes of 


this committee; but I should like to put, just as briefly as possible, the theorem 
of the shortage of money which is brought about by the saving of money. It is 
evident that if a man saves $50 and buries it in the ground, it must cause a 
shortage of money. 

Mr. Creaver: Right; that is hoarding. 

Mr. Jaques: Suppose he buys a security from a bank. When he buys that 


security from the bank he gets the security. 


Mr. Cueaver: And the money goes to work. 

Mr. Jaques: Does it? That money is cancelled because it formed the contra 
of that security which the bank held. So far as that cycle of production is 
concerned, that money is cancelled. True, it goes out again, possibly, but in 


~ another loan and therefore another cycle of production. Now we will suppose 
_ that the man saves to enlarge his business, and here is the crux of the matter. 


That saving is made to finance fresh production. I admit I am a poor lecturer, 
and I only hope that you will make allowances for that; but it is worth while 


to try to get the drift of this argument, because we are convinced it is the true 
~ analysis of what is wrong with the whole world, that is the civilized world. 


Suppose I am a businessman; I am a small manufacturer, and I am doing 
fairly we!l and I decide to expand my business. I go to the bank, and if I am 
an honest man and the bank thinks I am competent and there is a prospect of 


_ my selling what I produce, the bank will loan me some money to enlarge my 


» factory. . 


Mr. Krnury: That is not banking. 

The CHatrman: No. 

Mr. Kinuey: To enlarge your plant? 

Mr. Jaques: Of course— | 

Mr. Krnury: It destroys circulation, and that is the basis of banking. 


Mr. Jaques: I do not say they do at present; that is one trouble. I obtain 
the loan, and I expend the loan in building the factory and equipping it, and in 


- that process I distribute say $10,000 which I have borrowed for that purpose. 


The position is this: there is in existence a factory costing $10,000. The public 
has that $10,000 because it has been distributed in wages and salaries. Now, 


as you all very well know, the banks do not loan on long terms. I have to 


: 


- 


| et all 


repay the bank, and the only way to do that is to form a small company and sell 
shares. The public then subscribes the $10,000— 

Mr. Kinuey: Out of savings. 

Mr. Jaques: Yes. That money, of course, I take to the bank and repay 
my loan, which is cancelled. The position then is, there is a factory in existence 
costing $10,000; but the public no longer has the $10,000; they have subscribed 
for the shares. They have the shares but not the money; the money has been 
destroyed. 

Mr. CLEAVER: No. 
Mr. Jaques: Yes, the money has been destroyed. 
Mr. Cueaver: Maybe 80 per cent of it was paid out in wages. 
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Mr. Jaques: Quite; I have said that. But all that $10,000 has been sub-— 
sequently subscribed by people who saved their money; not necessarily ithe iden- 
tical people who got the wages but the public subscribed the $10,000 to buy — 
shares in this new factory, and the promoter used that $10, se to repay the : 
loan of the bank which is then cancelled out of existence. 


Mr. Towers: If that process is constantly going on, we come to that 
assumption which I mentioned before, that bank loans are constantly going down. — 


Mr. Jaques: I do not quite see that, Mr. Towers. 

Mr. Towers: Well, you were aes that that bank loan was cancelled © 
and therefore an equal amount in deposits taken out of the sum total of the © 
medium of exchange. That was the one case you mentioned. If there are a 
number of those cases, then bank loans and bank deposits must always be on — 
the down grade. ‘ 

Mr. Lanperyou: Unless new ones are made. 

Mr. Towers: Unless fresh loans are made. | 

Mr. Jaques: Yes. I have said before, that so long as the banks are financ- — 
ing fresh capital production there is no shortage of purchasing power. We admit 
that, but that process contains the seeds of its own destruction and comes to © 
an end, and then we have a depression. As you know, bank loans have actually © 
decreased in Canada in the last so many years. I cannot carry figures in my — 
head. | 

Mr. Towers: If the argument is good, it should be good from the com- © 
mencement of the monetary system. | 

Mr. Jaques: All this is hidden, of course, by the amount of outstanding 
debts which cannot be paid. I should like to get on with this argument to show — 
that. Now, I have got to the position where I paid my loan and the money has ~ 
been cancelled. I now start production, whatever it is; it does not matter what 
I am producing. I start production and I go to the bank and get a production © 
loan. Maybe I produce hats, and in the production of those hats I pay out 
wages and salaries and, I hope, dividends. 
Mr. MayHrew: Usury, would it not be? ; 
Mr. Jaques: No, it is profit. Profit is totally different from usury. All 
costs must go in the price. I think you must admit that. 
Mr. Howarp: Yes. 
Mr. Jaques: Whatever it costs me as a producer I must add to form the — 
price of what I have to sell or, as Mr. Landeryou says, go bankrupt. It may be 
that I am one of the fortunate ones and I not only pay my expenses but I make | 
a little profit which I distribute later on as dividends; and here is the point. 
To my costs I must add replacement .charges. Is that right? 

Mr. CuLEAvER: Yes. 


Mr. Jaques: I have to accumulate a sum not only to maintain the factory, — 
but by strict bookkeeping methods I have to accumulate a sum to replace my — 
capital when the useful life of the factory— : 


Mr. CuEeAver: To buy new machinery when the existing machinery is : 
worn out. 

Mr. JAquEes: We will take the man, for instance, who is in— 

Mr. Howarp: No; keep to the same line. ; 

Mr. Jaqugs: All right. You form—and by strict bookkeeping it is always 
done—a sinking fund, a reserve fund. , 

Mr. CiEeaver: Depreciation. . 

Mr. Jaques: No, over and above depreciation, because depreciation | { 
charges are distributed when a job of painting has to be done or some repairs | 
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- here and there. But I am referring to a sum of.money which has to be included 
_ in the prices to form the fund which in the end will bring back the original capital 
- which was invested in the factory. 
Mr. CieAver: To maintain capital at all times at 100 per cent. 
ie Mr. Jaques: Yes. Now the public, as I have said, has already paid for 
- that factory when they subscribed to the shares of $10,000. The $10,000 has 
- been surrendered. The manufacturer or the producer is collecting that again, but 
he cannot do it, and if one man does it he does it at the expense of the rest. That 
_ is what we call the double circle. But people say,—this is what Mr. Dunning 
said in the house: he said, these savings are re-invested and they go to work again ; 
but it does not work out that way. 

Mr. Crinaver: I have not heard anything as to why it does not. 

?, Mr. Jaques: I have just explained it; I do not know whether it is neces- 
_ sary to go through it again or not. 

| Mr. Cuiraver: At the end of the replacement period, if the plant has been 
set up correctly, when your machinery is worn out you have 100 per cent replace- 
~ ment on hand to enable you to buy new machinery. 

Mr. Kinuey: You have saved in the meantime to buy it. 

ie. Mr. Jaques: I am not saying anything about the desirability of doing that; 
~ Jam talking about the impossibility of doing it. 

Mr. Crinaver: I do not see anything impossible in that. 

Mr. Towers: If every single factory in the land were doing exactly the same 
thing, that is, allowing their machinery and plant to wear out and doing nothing 
about it until the moment when it finally fell to pieces and then they all tried to 
build new factories and machinery at one moment, the uneven process that you 
mention would be likely to take place; but, of course, I think it is the case that 
_ the process of replacement and of building new machinery is one which is con- 
stantly taking place. 

Mr. Jaques: Mr. Chairman, may I read just a short passage from Mr. Joseph, 
who deals with this very point, the accumulation of capital, and it is the crux of 
the whole thing. He says:— 

How is capital accumulated (by which I mean money capital) and 
where does it come from? If gold is mined and brought to this country, 
fresh money has entered and can be used to form capital. 

You will agree with that, Mr. Towers? 

te, Mr. Towers: Excuse me, Mr. Jaques, I missed that point. 

4 Mr. Jaques: He says:— 

How is capital accumulated (by which I mean money capital), and 
i) where does int come from? If gold is mined and brought to this country, 
% fresh money has entered and can be used to form capital. 

Mr. Towers: I would define capital as useful assets of the country. I think 
he is referring to the medium of exchange. 


By Mr. Jaques: 
Q. Yes. He says here, “How is capital accumulated (by which I mean 
money capital), and where does it come from?”—A. Medium of exchange. 
Q. Yes. 

But there is many times the amount of capital in the country than 
there is gold. Where else can it come from? To a limited extent the 
treasury can make money by the issue of silver coins, such as jubilee 
crowns. But that is not enough. In the main the money to form capital 
can only come as the credit entry which balances debt to the banks. Now 
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the distinguishing feature of capital is that it is money used primarily not — 
for the purpose of helping the distribution of goods and services, but for — 


obtaining a control of the means of production so that it can increase itself. 
To take an example of how the accumulation of capital causes a deficiency 
of purchasing power, consider a manufacturer who has accumulated profit 
which he has placed to reserve and who now wishes to extend his factory. 
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In the first place, by accumulating his reserve he took from the public | 


more money than he had distributed. 


Now, that is obvious, for unless he takes back more than he gives out he cannot f 


make a profit—A. In what form would he accumulate his reserve? 


Q. A credit on the books of the bank which, for our purposes is money.— ~ 


A. Yes. Let us assume that he does that. Then if the process was going on 
on a scale which would serve to cause a depression, you would find in that 
case not that the total volume of bank deposits was going down but that 
their velocity was going down, and you would find that capital. development 
was not taking place in the country to an extent which would provide activity 


or prosperity. As I said before, if all concerns in the land were attempting to ~ 


do what you suggest at one and the same time, you would find rather an 
unfortunate result. The result would be such that pretty soon they would 
not be able to accumulate any reserves for depreciation, because their sales 
would be knocked so low that all they would have would be losses. If the 
process you mention went on, they could not earn depreciation. 

Q. No; that is the trouble and they get into difficulties and they then go 
bankrupt—A. On that basis, though, Mr. Jaques, if earnings which provide 
for the depreciation which you mention caused depression, then that would 
eliminate any earnings for depreciation. Then all the concerns would go 
bankrupt. The monetary system has been operating in just the way that it 
does now for, speaking of modern times, one hundred years or more. There- 
fore, I cannot understand why on the basis of the sequence of events which 
you mention there are any solvent concerns in the world to-day. 

Q. Well, the answer to that, of course is, that there are palliatives— 
A. And those palliatives have built up the modern world. 

Q. Yes, and it is now about to collapse, or I will not say “collapse.”— 
A. I never believe in permanent collapse; I think that the troubles now are 
rather of a political than a monetary kind. 

Q. I would say that the system has collapsed to the extent that a million 
people in Canada are now on relief. 

Mr. LAnpEryov: Would you suggest, Mr. Towers,— 

The CHAIRMAN: Order. 

Mr. Lanpreryovu: —that we vote out the Liberals and— 


Mr. Towers: When I said “political,” Mr. Landeryou, I was referring to 
the world. 


By Mr. Jaques: 


Q. The great palliative, of course, has beeen foreign trade which is financed, 
as you will agree, mainly with foreign credits?—A. No. | 
Q. Well, it is in England, anyway.—A. Oh, excuse me, Mr. Jaques. It 
is either an interchange of goods or, to a certain extent in the case of England, 


involves payments on capital which they lent in earlier years for the develop- 


ment of various countries. 

Q. Well, every country tries to export as much as possible and to import 
as little as possible?—A You mean by that? 

@. The so-called favourable balance of trade——A. You mean all countries 
have a favourable balance of trade. 
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_ . Q. They cannot all have a favourable balance of trade, but I think they 
‘would like to.—A. I do not think so. I do not think England has any desire for 
‘that so-called favourable balance of trade. 

' Q.I1 thought that was the great desire—A. Oh, no. England has no 
thought of that. : 

_  Q. England has had a favourable balance of trade. 

The CuarrMAN: You are speaking of merchant’s balances. 

Mr. Jaques: Yes. 

Mr. Towers: She has not. 


By Mr. Jaques: 

( Q. It is the result of it in the past——A. Oh, in the past she lent machinery, 
she lent services and various things to build up other countries and to build up 
industries in other countries. She is now getting earnings on those investments 
‘and has, as a mark of her prosperity, a so-called unfavourable balance of trade. 
‘There are various countries which are in the same position. The island of 
| Barbados in the West Indies is an interesting example of that. 

ie Q. The point is this: That if a country cannot afford to consume its own 
(Products, and no industrial country can, then it is obvious that it cannot afford 
“to consume other people’s goods in exchange for its exports. That is the 
‘reason for these ever mounting tariffs. It is to keep other people’s goods out, 
“not to get other people’s goods, but to force your goods on other people. When 
ie are exported from a country you not only get rid of the physical goods 


but you get rid of the prices which are attached to those goods. And that 
‘lessens the shortage of money which is in the country to buy what is left. It 
“is absolutely necessary to the working of so-called classical economy. It is 
“built on the idea of exports and it is for that reason that the policy of this 
- government has been based on the revival of foreign trade, and it 1s because 
foreign trade is not reviving and is not going to revive that the policy of this 
_ government so far has been quite ineffective. 
®» Mr. Dracuman: That is a broad statement. 
Mr. Jaquns: It is a true statement. 

The Cuarrman: Stick to finance, Mr. Jaques. 
NS Mr. Jaques: That is the only way by which this classical economy can 
“work. It was built in Great Britain, but it was built at the expense of the 


fy 
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‘greater part of the British people. 

_ - Mr. Towers: I rather thought, Mr. Jaques, if [ may interject, that the 
world had been developed with the thought that the things which could most 
effectively and efficiently be produced in each area should be produced there, 
so that the labour of men would be employed as efficiently as possible. It 
- would probably be foolish for us to attempt to grow coffee in Canada. It would 
be better to let the Brazilians and others grow coffee and for us to supply 
them with something which we can grow to better advantage. So that the 
idea that foreign trade is in essence a bad thing— 

Mr. Jaqurs: I do not say that. 

Mr. Towers: —must also of course, involve our doing without a great 


_ possibly produce. But that is not the orthodox idea of foreign trade. 

The old Manchester school—I was brought up and lived in the country 
which started the idea—the thing is to export as much as possible and to 
import as little as possible. 


4 
‘ 


The CuarrMAN: Are we not getting a little far afield? I think you are 
going a little bit too far afield, Mr. Jaques. 4 

Mr. Jaques: Mr. Towers asked why, if what we say is true, the system 
had not collapsed years ago. I am answering that. It has been through the 
medium of foreign trade, and now that foreign trade has declined the system 
is breaking down. 

In reference to that very able speech which you made the other night, Mr. 
Chairman, and which interested me greatly, I should like to add to your 
reasons for the failure of foreign trade this remark: Individuals are becoming 
reluctant borrowers because they are frightened that once they get into debt 
they cannot get out of it. That is also true of nations. We have an example 
of what happens to nations which get into debt and are not powerful enough to 
base their claims with the force of arms. We have not got to go very far, just | 
to Newfoundland, to see what has happened to that country. They cannot 
‘meet their debt claims, and there are others. That object lesson has not been 
lost on the nations of the world, and they are not going into debt if they can 
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avoid. It. 


Mr. Kinuey: How did Newfoundland get into debt? 

Mr. Jaques: By a perfect working of the orthodox financial system. 

Mr. Krntey: By the abuse of the orthodox system. 

Mr. Jaques: By borrowing beyond their means. They are not able to 


export enough, or, if they did export enough to take care of the debt they 
would have to starve themselves to death, and when they said they could not 
do it they were put into the hands of an official receiver and they are now 
living, I understand, on five cents a day. | 

Mr. Kintey: The merchants on the water front in St. John are not living 
on five cents a day. 


Mr. Jaques: I do not know anything about the individuals. 

Mr. Krnury: There may be an inequality of wealth. 

Mr. Jaguus: I discussed this with the man who was responsible for the 
scheme. 

Mr. Kinuey: Newfoundland is not a potentially rich country. 

Mr. Jaques: That does not matter. Canada is. We have a million on 

relief. 

Mr. Kinury: Newfoundland is not a potentially rich country. 

Mr. Jaques: Who were the people responsible? You cannot blame masses 


of the people. 
The CuatrMAN: I think we should stick to Canada and social credit. 


_ Mr. Jaquns: I should like to finish the statement which I started to read. 
I got to the point where he was able to build an extension to his factory. Then 
the article continues :-— 
—and he will endeavour to collect the cost of the extension in the 
price of the goods made by the factory. This is irrespective of deprecia- 
tion, which may be immediately distributed as payment for renewals. 
But the money cannot be collected (except at the temporary expense 
of somebody else) because it has never been distributed. Yet the 
factory has value, and should form a good basis for the expansion of 
capital. We have in fact the capitalist’s dilemma. He is trying to 
accumulate capital in the form of money, which money can only be 
formed as the contra to a bank loan and which must therefore go into 
somebody’s costs. But there is nothing available to meet the costs 
except the capital, which cannot be used for that purpose without being 
“eaten”, the capitalist’s nightmare. | 


[Mr. Graham Ford Towers. ] 


BANKING AND COMMERCE . 483 


‘That is the position. In trying to form replacements, accumulations of 
eapital, it brings a condition which slows the whole system down so that it 
breaks down partly, if not wholly, into what we know as a depression. 


Tf, as Mill says, production is the solution, then to make that idea work 
_ whatever is produced must be consumed as it 1s produced, but by the amount 
- of saving by the public; in other words, by the amount of the goods which 
‘the people refused to buy because they preferred to save, a shortage of pur- 
chasing power is caused. 

Now, I have explained how the private individual saves. He buys a 
security from the bank, he gets the security and the bank gets the money and 
it is cancelled. I have described how the public subscribes to shares of a 
‘corporation, in the first place, which subscriptions go to the bank and the 
loan is then paid off and the money is destroyed, and then they have to collect 
- twice, once more to form a reserve fund to replace the factory when it is 
- worn out. And so it is that we have a very large percentage of businesses 
- going broke, not because the business men are necessarily dishonest or incom- 
 petent. That is not the fact. The fact is that a certain percentage are bound 
- to fail because of the very system which they use to finance their business. 
' It causes and must cause a shortage of purchasing power, so that they cannot 
sell their goods; or, at least, they cannot sell sufficient of their goods to main- 
- tain operating costs and stay in business. 

I think if anybody will approach the subject with an open mind he must 
- come to that conclusion. I have been in the producing business all my life, 
~ in a small way on the farm, and I am perfectly familiar with the borrowing 
of money from banks and paying it back. At this point I should like to 
_ say that we do not regard the creation of money by the banks as criminal 
- in the least. We could not possibly carry on without it. To my mind it is 
- one of the greatest inventions of all time. It is the invention of the idea that 
money can be made and destroyed at will. It is a marvellous thing when you 
come to think of it, considering that the world from the earliest times had 
to rely on precious metals. 

Mr. Krintey: Corporation law and banking? 

Mr. Jaques: But the system does lend itself to abuse. 


Mr. Cotpwetu: I have not heard all that transpired this morning, unfor- 
tunately, but I was wondering now that you have developed your case up to 
this point what you suggest ought to be done as an alternative to what we 
are now doing? 

Mr. Jaques: Mr. Chairman, it is now ten minutes to 1 o’clock and I 
should not like to enter into a discussion of that matter at this late hour. Mr. 
Joseph adds:— 

Now there are only two ways out of the dilemma, the Marxist 
way and the social credit way. It is sub-conscious appreciation of this 
fact which causes the vitriolic opposition to social eredit from commu- 
nists. 


| Mr. Cotpwetu: I do not know anything about the Marxist way, but what 
I am anxious to determine is what you suggest as an alternative to what is now 
being done? 
. Mr. Jaqurs: I do not suggest anything. The social credit theory merely 
proposes this: That an accurate national account should be kept. On the one 
side you would have the credit side which would contain a statement of all goods 
- produced, all fresh capital production and all imports. We regard imports 
as a credit and exports as a debit, because you judge a man’s wealth by what 
he consumes and not by what he get rids of. So imports are on the credit 
_ side and exports are on the debit side. 
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In reference to that I just happened to see in the paper yesterday that 
if you want to guy good bacon in Denmark you have to bring Danish bacon 
back from England because they export the good bacon and eat the poor. By 
unorthodox reasoning that may be a good thing to do but we do not see it that 
way. 

~ Mr. Howarv: Do you not do the same thing in operating a farm? 

Mr, Jaques: No, I never did. 

Mr. Howarp: Do you not feed your poor grain to the hogs? 

Mr. Jaqures: I never fed poor feed to hogs, and I did not feed myself 
and family on skimmed milk. Many farmers do, and I daresay their bank 
accounts were larger than mine. 

Mr. Kintey: You keep the good room in the house for visitors too? 

Mr. Jaques: I ate the best I could produce, and I do not think I have 
suffered from it anyway. 

Mr. Cotpwetu: I perhaps differ with you to this extent: I think the diffi- 
culty is in the profit system under which we operate, but you propose, as I 
take it, to issue more money. Yet, as I understand you to say, you think the 
difficulty is that there is a continuous saving of money, not of goods. Would 
the issuance of more money decrease savings? 

Mr. Jaques: We have to consider savings not only from the financial 
point of view but more particularly from the real point of view. 

Mr. Krinutey: What is the real point of view? - 

Mr. Jaqurs: The reason for saving is, of course, a hangover from the days 
of real scarcity. It is due to fear. There was no real need to save anything. 
There are to-day in Canada in round figures half a million men who are idle. 

Mr. Kinuey: Are not savings the same as water above the dam to run 
the mill? 

Mr. Jaques: No. Let me illustrate it with a motor car. Here we have 
a fine car with a fine engine. There is a great big gas tank at the end of it. 
Certain people want to save gas, and instead of letting the gas get into the 
engine they are busy at the carburettor drawing off the gas before it can get 
to the engine and running behind putting it into the tank again. 

Mr. Kiniey: .What was that? 

Mr. Jaqurs: That is what they call saving. It has no point, but they 
gtill have in their hands the thought that if they do not save gas they will, 
run out of it. The beauty of this particular gas tank is that it fills itself. 

Mr. DgeacHMAN: You mean the social credit gas tank? 

Mr. Jaquges: No, solar energy. 

Mr. CotpwEtu: What do you propose to substitute? What I am par- 
ticularly anxious to determine is what you propose to provide as an alter- 
native to what we are now doing? 

Mr. Jaques: We want, of course, to upset the system as little as possible. 
We want to save all that is good in it and just eliminate what is useless. For 
instance, we believe in the capitalist system; we believe in rewarding merit 
and enterprise and we believe in profits. If a man displays enterprise we 
believe he should be rewarded and that he should receive a profit for his enter- 
prise. In fact, I do not know that anybody ever did anything without the 
thought of profit. If he says his prayers—I do not want to be irreligious— 
it is with the hope of profit in the years to come. He says, “I will behave 
myself in this world and resist the evils of the flesh for the good times in the 
hereafter.” 

Mr. Howarp: Or, if he takes them here, he will not get them hereafter? 
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Mr. Krntey: Your way seems so easy. 

Mr. Jaqures: It is; some people say it is too good to be true. 
_ Mr. Kinutey: Yes; it seems so. 

; Mr. Jaques: And some say it is too true to be good. But it is beautifully 
‘simple and that is the virtue in it. 
Mr. Cotpweuu: Let us have a simple explanation of it. 

Mr. JAgurs: It is now 1 o’clock, Mr. Chairman, and I should not hke to 
‘start on an explanation at this time. 
The CuarrMan: Gentlemen, what is your pleasure in reference to putting 
on the record the report to which Mr. Towers referred. 
Mr. Howarp: I move that it be put in, the part that Mr. Towers chooses 
: to oe in. 


The CHairMAN: Is it your pleasure to put in the extract from the Austra- 
lian commission? 
; Mr. Towers: This is a report of the royal commission appointed to inquire 


# into the monetary and banking system of Australia; that is the section of the 
) report w hich deals with the Douglas social credit theory. Perhaps on second 
thought, Mr. Chairman, it would be inadvisable for me to select any portion. 
' Probably the whole thing should go in. 

y Mr. Kintry: Why are we putting it in, because the governor of the bank 
bes he agrees with it? Does he make the ‘statement that this seems to be a 

reasonable conclusion? 

4 Mr. Towers: That is it; that, instead of trying to formulate my own 
i; replies to any questions that Mr. Jaques might ask, I can do no better than put 


t 


» this in because I thoroughly agree with it. 


By Mr. Kinley: 
Q. Mr. Jaques says he does not agree with it?—-A. I assume so. 
The CHairMAN: What is the pleasure of the committee? 
| Mr. Towers: If I may say this, Mr. Chairman, this is only as an alterna- 
_ tive to any reply that I could make. If Mr. Jaques, in fact, was not asking for 
any expression of opinions from me I have no basis for suggesting putting in 
the report. 


By Mr. Kinley: 
Q. You adopt that as your reply?—A. Yes. 
The CHairMAN: What is your pleasure? Carried. 
Mr. Jaques: In that case, I do not think it should be expected, in fact it 
( cannot be expected that my attempts are adequate to meet the argument of a 
Y She commission composed of the heads of the Commonwealth Bank of Aus- 
tralia. 
Mr. Towers: No, they were not connected with it. 
Mr. Jaques: If that report goes in I should like to suggest that we present 
our case in the best way we can. 
The CHARMAN: That is what we hoped for. 
Mr. Howarp: I thought that was what you were doing this morning. 
Mr. Jaques: No. You cannot expect my authority to stand up to that of 
_ the royal commission. 
Mr. Lanperyou: We could take excerpts from all the books which have 
- been written on social credit in reply to this. 
: The Cuarrman: No, no. This is a financial statement as a result of an 
investigation by a government. I think it is quite different. If Mr. Jaques 
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wishes to put in a rejoinder at a later date it seems to me that that is hia! 
privilege. 
Mr. Cotpwetu: I asked the question I did because it is a thing in which 
I think we are all interested, that is, what is the definite proposal which he © 
would make as an alternative to what we are now doing? I may have a- 1 
different one, and so on, but I do not propose to put it in. What I would say © 
is this: We have had a great deal of discussion on this matter and if Mr. © 
Jaques, Mr. Landeryou and others could formulate a brief statement of the — 
alternative they propose to what is being done now, I think we should get it 
and have it on the record. I do not mean that we should print voluminous — 
extracts from all kinds of speeches, and so on. What we want to know is what 
is proposed by the gentlemen who represent the social credit group here as the : 
: 
| 
| 


alternative to what is being done now? We have had the criticism, and what 
we want to get is the constructive proposal, and I mean that in all seriousness 
Mr. Landeryou is inclined to smile, but I think we are entitled to it. 

Mr. Lanperyou: Mr. Landeryou has an answer to that remark and the 
reason he smiles is that to really understand social credit there have been 
volumes and volumes written. There have been royal commissions held all 
over the world investigating the proposals of social credit, and you think in a_ 
short statement to this committee that we could produce a complete plan that 
would supplant the present operations of the monetary system. We say that 
we can give you the principles and the philosophy, as we have it, which repre- 
sent the background of our whole idea. But to go into intricate details as to — 
methods, I say that there may be differences of opmion among the various — 
schools of thought here as to the method of abolishing poverty in the midst of — 
plenty, but we all agree that it must be done. | 

Mr. Coupweiu: I think, Mr. Chairman, without going into volumes, you © 
could surely give a very brief and satisfactory outline of the fundamentals of — 
what you mean. I know I could do that as far as I am concerned. i 

Mr. Jaqurs: The point is this: this morning I have not mentioned Social — 
Credit remedies. I have merely been dealing with the Social Credit analysis © 
of the existing system, and that, I take it, is the subject of the Australian — 
committees’ report. It was what I believe is known as the A plus B theory. | 

Mr. Towers: That was one section of it. 

Mr. Jaques: The purpose of that section was to destroy that idea. 


Mr. Towers: To examine that idea and also to examine the savings — 
question to which you referred. 

Mr. Jaques: It was written for the purpose of explaining the A plus B 
theory. But there is also a mathematical way of doing it, and I am not com- 
petent to deal with that. 


The CuatrMan: What is your pleasure as to adjournment? The governor 
of the bank has just said that he has a very important meeting this afternoon — 
and to-morrow morning. 


Mr. Towers: I do not want to be a nuisance, ‘but it would be psa? helpful 
to me if I did not have to attend to-morrow morning. 


Mr. Lanperyou: I have one question I should like to ask and then Mr. 
Towers could prepare an answer to it. 


The CHAtrRMAN: Shall we adjourn until 4 o’clock to-morrow afternoon? 


Mr. Lanpreryou: There is a great deal more that I should like to deal with, 
but we are reaching the last three or four days of the session. 


Mr. Howarp: Thank you, sir. 


Mr. LanpEryou: That is, according to reports that we hear, anyway. It ~ 
will be rather difficult for some of us to. attend to-morrow afternoon, but. there 


[Mr. Graham Ford Towers. ] 
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‘are certain questions I should like to ask Mr. Towers along certain lines. I do 

‘not like to hold up the committee and if I could be assured that there would be 

‘a meeting Thursday morning it would be all right for me. In that case I would 

‘not have to attend to-morrow afternoon. 

j Mr. Howarp: After Mr. Landeryou and Mr. Jaques get through I should 

like to say a word in connection with our monetary system: I am not the 

least bit prejudiced in connection with it; if they can show me, I am ready to 

be convinced. I am patient and have listened to every one of the meetings 

and would like to be shown where their ideas can be of benefit and where the 

stem can be improved. I want to say a few words with regard to the benefit 
f the present system and I should like to ask Mr. Towers a few questions. 

. Mr. Cotpweuu: Are we lable to have some more meetings? 

The CHAIRMAN: It is up to the committee. 

Mr. Cotpweiu: I have a few questions that I should like to ask. I 

brought some with me at the first meeting of the committee but so far I have 

not had an opportunity to ask them. 

¢ Mr. 'Taytor: I am in the same position. 

' The Cuatrman: We will have as many meetings as we can. 


_ Mr. Kinury: Mr. Chairman, I am sure we have enjoyed this discussion. I 
think this committee has been of more service than any committee of its kind 
that I have ever experienced since I have come here. I find that wherever a 
‘body of earnest men get together there is an element of truth; there is error 
also, and I should like to discover what truth—I can see what error there is— 
there is in the suggestions. All we have been dealing with so far is merely 
theory. They have done certain things in this country. I should like a few 
minutes of this committee’s time to show what they have done in a practical 
way, the definite things, and what they consider would have helped this country 
if there was a change in our banking system. 

_ The Cuarrman: Shall we arrange for a meeting to-morrow afternoon 
to hear Mr. J aques, Mr. Coldwell and Mr. Kinley? 

: Mr. Cuark: Mr. Chairman, may I say a word? 

_ The Cuarman: Yes. 

Mr. Crarx: Mr. Chairman, I am in the mercantile business and the manu- 
facturing business. I should like to have a few minutes. 

The CuHarrman: You will be given an opportunity. 

Mr. Crarx: I have not had any opportunity, 

; The CHARMAN: You will be given an opportunity. 


Mr. Lanprryou: I have not had an opportunity to ask more than half the 
questions I should like to ask. I have one question I should like to ask Mr. 
Towers. 

’ The Cuamman: What is it? 


Mr. Lanperyov: It is this: you can make your reply if I am not here 
to-morrow, or you can make your reply now. We have an easy money policy 
operating in Canada at the present time. I should like to know what effect that 
has had upon the prices secured by primary producers throughout Canada, upon 
Wages, total wages paid’ to the workers of Canada; the effect upon the wage 
ate, the effect upon municipal, provincial and federal financing; in other words, 
what benefits have accrued to Canada through the easy money policy pursued 
by the Liberal administration? | 
_ Mr. Towers: By the Bank of Canada? 
Mr. Lanperyov: Well, no; we have a statement made— 


Mr. Towers: I only know of our own actions, of course, Mr. Landeryou, 
the Bank of Canada. 


7 
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Mr. Lanperyou: I thought we had complete control through the Bank of 
Canada, not only to issue money but to issue it in terms of public need. 
Mr. Towers: I think the sovereign power always has control in that respect. 

Mr. LaNnpEryou: I am speaking of the point of issuing it in terms of publie 
need. I thought we had that clearly established. 

Mr. Towers: I think that I can speak, and can only speak, on such actions 
as the Bank of Canada has taken. 

Mr. LanpEryou: Well, then, will you give the action the Bank of Canada 
has taken under the easy money policy, and what effect it has had upon the 
primary producer? 

Mr. Towers: At an earlier meeting a question was asked in regard to the 
losses involved through bank failures in the United States, Great Britain and 
the United Kingdom during the period 1926 to 1936. I cannot get the actual 
losses to depositors in the United States, but I can file here the amount of 
deposits involved in suspended banks during the period in question. ; 

-The bank failures in Canada and the United Kingdom were none. 


BANK SUSPENSIONS IN THE USS.A. 
Deposits INVOLVED IN SUSPENDED BANKS— 1926-1938 


Non-member 


Member Banks Banks All Banks 
EAB Cie ie er hk he Lh ek crc er ene ane aT ARS we" 67,464 192,914 260,378 
1 9b 2 RG SE ALU A a Some ver CME AU he PR 63,489 135,840 199,329 
LLC re EAN ba OR SR ne CIR AE (Al 46,730 95,850 142,580 
1929 58,073 172,570 250,643 
1930 372,845 480,518 853,363 
1931 733,128 957,541 1,690,669 
1932 269,303 446,323 715,626 
1933 2,393,948 1,205,027 3,598,975 
1934 36,897 937 
1935 Soke 4,702 10,015 
THO aR RYN Na tn UL tg et AIR 507 10,799 11,306 
Mich ee Mech ice eM aN RT RTA Te DEN A 9,087 10,636 19,723 
Desay e orate, fae Sindy eT ESR nY, ak eaaee  L 247 13,017 13,264 


* The ultimate loss to depositors is not available. 


Another question was asked, I think, by Mr. Stevens in regard to treasury 
bill issues outstanding in the London market. 
The figures are, as of April 22 last, £402,000,000 in tender bills and 
£498,000,000 in so-called tap bills. The amount actually in the market would. 
be something less than the £402,000,000 in tender bills. 


eas oe ee 


By Mr. Landeryou: | 


Q. Could we have as well a statement in relation to the external debt of 
Canada and what has been repatriated; that is, dominion, provincial and muni-. 
cipal?—A. The dominion and provincial we have pretty accurately ; the municipal 
quite accurately, but our statistics are not quite as complete there. However, ji 
will do the best I can on that. | a 

Q. Then I should also like to have the amount of government lending to. 
other nations and the position of these debts at the moment.—A. That, I think, 
Mr. Landeryou, would have to be determined by the Department of Finance. 
Of course, the amounts are shown in the public accounts, but any negotiations — 
or the exact situation with respect to interest, I do not know. } 

The CuatrmMan: The committee stands adjourned until to-morrow after-_ 
noon at 4 o’clock. | 


—s 


(At 1.15 the committee adjourned to meet again at 4 p.m. Wednesday, 
May 10, 1939.) . 


[Mr. Graham Ford Towers.] 
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APPENDIX 


Extract from the Report of the Royal Commission eae to enquire 
me the Monetary and Banking Systems of Australia. 


: PROPOSALS FOR MONETARY REFORM 


In the course of our inquiry, our attention has been directed to a number 
of proposals for the reconstruction, or amendment, of the economic and 
financial systems. We have been impressed by the manifest sincerity with 
which many of these views were propounded. Upon examination, however, 
“We were of opinion that some of the proposals were outside the terms of our 
reference, but, in this part of our report, we deal with the more important of 
the proposals that fall within them. | 


DOUGLAS SOCIAL CREDIT 
THE OUTLINE OF THE THEORY 


i In the first instance, we may set out the proposals which it is convenient 
‘to group together as “Social Credit”, or “the Douglas Social Credit move- 
“ment”, This group covers a diversity of individual opinions, and it will be 
necessary to amplify the outline later, but it appears that the common ground, 
or basic principles, can be briefly stated as follows:— 


(a) the advocates point to the “paradox of poverty in the midst. of 
plenty”, and to the wastage and destruction of produce, and the 
restriction of production, at times when many are in want; 

(b) they say that this state of affairs is due to a permanent tendency 
towards a shortage of purchasing power—i.e., money in some form 
or other—and that the community is therefore unable to buy all the 
consumable goods produced; 

(c) they mean by this that the aggregate value, at retail prices, of all the 

~~ consumable goods and services put on the market, is always—or 
nearly always—greater than the aggregate money income received 
by consumers (for example, wages, dividends and interest) which is 
available to purchase the aggregate output. The A + B theorem is 
offered as a proof of these contentions; 

(d) they propose that this shortage should be met by government control 
of credit, and by either, or both, of the following methods:— 

(1) a national dividend in the form of a weekly or monthly payment 
to every individual in the community 

(11) the sale of consumable goods at the “Just price”, which is a price 
less than the cost, including a margin of profit. The sellers of 
such goods would then be compensated for the amount lost by 
them through selling at this reduced price; 

(e) the money or credit for national dividends and compensatory pay- 
ments would be issued by a “National Credit Authority”, such as the 
Commonwealth Bank; 

(f) For the purpose of ascertaining the shortage of purchasing power in 
any period, a national accounting would be undertaken; 

(g) The shortage so ascertained would represent approximately the amount 
of credit or money that would be made available by the National 
Credit Authority, either in the form of a national dividend, or com- 
pensatory payments, or by both these methods. 
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Tue SHORTAGE OF PURCHASING POWER. 


The fundamental idea of social credit is that there is a permanent ten- 
dency towards a shortage of purchasing power, but the expression—shortag 


of purchasing power—can be used in different ways, and it is necessary to have — 


a clear understanding of what is alleged. If purchasing power is used in the- 
sense of money income, nobody denies that, at all times, there is some shortage 


of purchasing power, so far as particular individuals are concerned. There 


are always some people who never have enough money to buy what is necessary — 


for a reasonable standard of living. It is quite clear, also, that in times of 


depression, the total purchasing power (or money income of the community) 


is less than in times of prosperity. In this sense, it may be said that there is 
-a general shortage of purchasing power in a depression as compared with the 


amount available in other times. But it must be clearly understood that the 


social credit theory is not concerned with any shortage of money in either of - 


these senses. tee eas Soe . 
~The social credit contention is that—save possibly in a period of boom or 
of exceptional export—the economic system, as a whole, does not, and never 


can, distribute to individual consumers all the money which the producers — 


have to spend in the course of production.. In other words, it is alleged that— 
save possibly in these exceptional periods—the community, as a whole, never 


gets enough money, in the form of income, to buy all the commodities that_ 


are produced. : 
; Tur NatTIonNAL CrepIt ACCOUNT 


The first plank of the social credit platform is the “ Government control 
of credit,” or—as some say—the ‘“ National control of money.” The advo- 
‘cates of social credit say that in the interests of the community, it is not 
desirable that banks, whose principal motive for existence is the making of 
profits, should have the power to expand or contract credit—or as the Douglas 
Credit advocates put it—the power to create money in the form of a debt 
to the banking system, and to destroy it when repaid. This power, it is con- 
tended, should be in the hands of a national credit authority. 

There seems to be some difference of opinion amongst these advocates 
as to how far this particular proposal should be carried. Some would pro- 
hibit: any trading bank from making advances out of the money deposited 
with it. But this is not included in the proposal, as generally outlined in the 
writings to which we have been referred. In this form, the proposal is that 
the Commonwealth Bank, or some other authority, specially appointed for 
that. purpose, should keep a national credit account, as the measure of the 
credit or money available for issue. . Made 

This account would be “credited with the value of the community’s assets, 
both public and private, and with the commercialized value of the population.” 
This means that a valuation would be made of the capital assets of the coun- 
try, e.g., land, roads, railways, waterworks, drainage, buildings, plant and 
machinery. No distinction would be made between public and private prop- 
erty. Property would be taken at replacement value, if in use, of, if not in use, 
at market value. .To this would be added a sum to represent “the commer- 
cialized value of the population,” or, as we understand it, a capitalization of 
the earning capacity of every member of the community. On the other side 
of the account, we gather that there would be a debit for a sum representing 
the existing supply of money. | Ais 

From time to time, for example, annually, the national credit account would 
be credited with amounts representing the value of the total national produc- 
tion, which includes— . 

(a) capital goods and consumable goods produced, at cost including profit; 

(6) imports; peas, | 


roe ee ee 
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(ec) ‘capital appreciation: sis increase. in ney oa baie Ahh DORR ERS: 
and the like, ne 


and debited: with amounts representing the value of the ies national pene aa 

| een, which includes— 

(d) total national consumption; 

‘4 (e) exports; met 

. (f) capital depreciation of land, works; buildings and :the like. 

Any money issued from time to time would be debited to this account, and the 

credit balance would be regarded as a fund from which the national credit 

- authority would issue credit or cma for— | 

©... .. (i) “National dividends ’”’; o : : 

_ (ii) payments to compensate ‘the sellers of consumable goods for sélling 
) them at the “just price’ 


t and also (according to some dicate for— 


_ (ii) the finance of national and semi-national undertakings, and soe 
.. oa Services * Mant yea 

a _ (iv) the reduction of the national debt; 

4 (v) the relief of taxation. 


2 ‘The extent of the issue for any of the last tice purposes would ge a Bent 
_.by the Government, or entrusted to the discretion a the navieney ered 
~ authority. Lyi ae va | 
, Tue Nationat Divenp 


The national dividend can be briefly explained. It involves. the: payment 
 of.some fixed sum to every member of: the community, weekly, monthly, or 
- quarterly ‘as may be determined. These payments. would: be made by the 
national credit authority—ipresumably the .Commonwealth Bank—in legal 
tender money, or py cheques or vouchers which could be sascha if required. 


Tur Just Prick Sussipy 


~.The “just price’ ay is more detailed treatment. The proposal is 
as follows: — 


fa); the advocates assume that the eles appearing in ‘he national credit 
- account as the ‘Total National Production” and ‘Total. National Con- 
-sumption,” when taken over any particular period, would ‘show some 
substantial excess of production over consumption, and: this would be 
- regarded as the measure of the shortage of purchasing power to be made 
garded as the measure of the shortage of purchasing power to be made 
up by the “just price” subsidy, either alone, or. in conjunction. with 
some scheme of national dividend. 
“(b) Taking these figures as a guide, the Government or the national 
credit authority would then fix some percentage—say 25 per cent— 
- by which the retail prices of consumable goods would have to be 
reduced below cost in order to qualify for the subsidy; - 
The cost referred to, is the cost to the retailer, plus ‘a margin 
.of profit, fixed or regulated by the proper authority; 
(c) When the goods had been sold to the consumer at this reduced price, 
the retailer would, in due course, apply to the national credit authority 
for payment of the subsidy. Some system would have to be devised 
n, ‘for checking the sales and verifying compliance with the. conditions— 
_ i.e., that the price had been reduced and the fixed margin of profit 
not exceeded ; 
(d) When the national credit authority was satisfied on these points, 
'** it would pay to the retailer as subsidy the difference between his | “cost” 
price and the price at which the goods had been sold; . 
78576—3} 
" | 
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(e) The payment would be made by a cheque or order, which might be 


cashed or credited through the banking system. 


There has been some hesitation, upon the part of some of the social credit 
advocates, in regarding these payments as money; but it is clear from the 


us 
§. 
cs 
¥Y 


hy 


evidence of Major Douglas before the Macmillan committee that he regards — 


them as money. 
- SHORTAGE OF PURCHASING PowEerR EXAMINED 


before us, to provide us with such statistics, but they were unable to do so. 


Tue A + B THEOREM 


Having set out the proposals, we can now proceed to examine the argu- — 
ments in support of the theory that there is a permanent tendency towards a 
_ shortage of purchasing power. No statistics exist which, in our opinion, serve © 
to establish the truth of their theory. We invited the advocates, who appeared © 


The ordinary view is that whatever is paid out by the producer as 
the costs of production must sooner or later be paid to some one who receives — 


it as income, which he can spend, if he so desires, on consumable goods. 


Major Douglas, the founder of this school of thought, contests this view, — 


and purports, by what is known as the A + B theorem, to demonstrate that 


their is a permanent tendency towards a shortage of purchasing power. His — 


statement is as follows:— 


A factory or other productive organization has, besides its economic — 


function as a producer of goods, a financial aspect—it may be regarded 


on the one hand as a device for the distribution of purchasing power 


- to individuals, through the media of wages, salaries, and dividends; and 
on the other hand, as a manufactory of prices—financial values. From 
this stand-point, its payments may be divided into two groups— 

Group A.—AIl payments made to individuals (wages, salaries, and 
dividends). . 

Group B.—AIl payments made to other organizations (raw mate- 
rials, bank charges, and other external costs). 

| Now, the rate of flow of purchasing power to individuals is repre- 

- sented by “A”, but since all payments go into prices, the rate of flow of 
prices cannot be less than “A” plus “B”. Since “A” will not purchase 
“A” plus. “B”, a proportion of the product at least equivalent to “B” 


must be distributed by a form of purchasing power which is not com-' 


prised in the description grouped under “A”’. 


‘The first observation to be made upon this, as a logical demonstration, 
is that it lacks. precision where precision is essential. The theorem may refer 
to— . 

(a) The payments, and prices of the products of only those factories 

or organizations which produce consumers’ goods. 


{b) The payments and prices of the products of all factories or organ-— 


izations irrespective of whether they produce consumers’ goods or — 


producers’ goods. ~ 3 | 
(c) The payments of all: factories or organizations, but the prices of 
the products of only those factories which produce consumers’ goods. 


Consumers’ goods or products are the commodities (such as food and clothing) — 


which are purchased by individual consumers—the public—for their own con- 
sumption or use. Producers’ goods are the commodities (such as machinery, 


tools and materials) which are purchased by other factories or organizations — 
for the purposes of manufacture of other products for sale, either to the public 


or to yet another factory. 


_ P * — 
x Cre A ee 
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It will be easier to follow our interpretation and criticism of the social 
eredit theory by reference to the accounts of three associated productive or- 
ganizations, each of which, for convenience, we shall call a “factory”. The 
statement which follows is based upon an investigation of theactual accounts 

of a baker, a flour-miller and a farmer for the year ending 30th June, 1936. 
_ It shows in a summarized form the cost of manufacturing and selling the bread, 
the cost of manufacturing and’ selling the quantity of flour used by the baker 
to make the bread, and the cost of growing the quantity of wheat used by 


: 


Tn miller to make the flour. For the present purpose a summary is sufficient. 


In due course these costs will be considered in greater detail. 
SUMMARIZED STATEMENT OF COSTS 


& he Baker Miller Farmer Total 
Value of production— 3 £ £ £ 

‘ Beaker CGad 2 se ae lay eit ies OLD edge ri 9,010 
| aa Miller— 

i oe ME EAT SPS 2 drier a UME fount ye A) a 2,825 wake UR 
i RULE CP sarcey is Jie cae cie laces) AEH sp ble ee Nant or 805 De ci 3,630 
| : Pariner-— wheats. kore iwe: oa ee ne CAs Pave 2,747 2,747 
i 9,010 3,630 2,747 15,387 
as Cost of production— la 

ites “A” payments— 

ho Wages and salaries... .. .. .. .. 2,966 310 345 3,621 
- OL ei reyes patie @) unl es 226 269 1,412 
Pe —_ _—_ 

1 Total “A” payments... .. .. 3,883 536 614 5,033 
Ly “B” payments— 

a Ebi nh ih eR RAE age a hg RRR UN LAR On 8 10 Pate y 2,825 
a PUPNMO NE es ae la ha Deed IL MN MAPS A EON hag ahd 2,747 La aa 2,747 
f Mer eR A en Nae 347 2,133 4,782 
Total “A” and “B” payments. 9,010 3,630 2,747 15,387 


If the first of the three interpretations of the A -++ B theorem is intended, 
the statement that the “A” payments from the factories producing consumers’ 
_ goods are less than the total prices of the goods which they produce, cannot be 
disputed. The “A” payments of the baker, which amount to £3,883, are in them- 
selves not sufficient to buy the whole of the bread which he produces, valued 
at £9,010. In fact, this position must always arise, for it is clear that the “A” 
_ payments of any factory must always be less than the total value of its pro- 
duction. But the “A” payments of any factory do not constitute the whole of 
the income distributed to consumers and available to purchase its production. 
Sooner or later, its ‘““‘B” payments will appear as “A” payments in some other 
stage of production. We shall deal with this later. aM | 

__., If the second interpretation is intended, the theorem means that the pur- 
chasing power distributed by all factories to individuals as “A” payments is not. 
enough to purchase all the commodities which these factories produce (that is, 
both producers’ and consumers’ goods). This also is true. For instance, in 
the example given, the total “A” payments amount to £5,033, while the value 
of the total production amounts to £15,387. But the cost of wheat forms part of 
the cost of flour, and the cost of the flour in turn forms part of the cost of the 
bread. The consumer of bread is not required to pay both for the finished 
product and for the raw materials from which it is made. Therefore, if the 
- amount paid by the baker to the miller for the flour, and by the miller to the 
farmer for wheat, be deducted from the value of the total production, the posi- 
tion is as follows:— OMAN hein 


Value of production— ee CE to 
NORE PRE BARI at RR ge Re te ae ne wea Meroe io eae tt EE 
Miller—offals.. . Se Ot haart 1 Feud sam aa it heh Beeld 4 80 
9,815 
Cost of production— 
" OEE ROUT i enhiis Chive sit hip dic Gm) 8 8 2 Rm BEN I Lh 5,033 
sf “B” payments (other than wheat and flour)... .. .... -- 4,782 ee. 


Er | ; 
« This is exactly the position we shall have to consider when we discuse the third 
interpretation in the next following paragraph. 
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- We come finally to the third interpretation of the theorem.. In this, different 
meanings are given to the letter ‘“A’’ when it is used alone and when it. is used 
in the expression ‘‘A + B”. When “A” is used-alone it refers to the income,. 
amounting to £5,033, distributed as wages and profits by all the factories. But 
when “A” is used in the expression “A + B” it refers only to the wages and 
profits of the baker amounting to £3,883, and, therefore, the expression “A + B” 
in. this case means the-prices created only by the factories producing consumers’ 
goods, costing £9,815. While it is clear that direct payments of £5,033 will not 
purchase goods costing £9,815, the truth or falsity of the assumption made in this 
interpretation depends, as in the first interpretation, upon the distribution. of 
the “B” costs, and if it is shown. that these ultimately become purchasing power, 
no shortage can arise. If there is a shortage, therefore, it must be due to either 
or both of the following causes:— Sie 

(a) That some of the costs incurred by the factories producing consumers’ 
goods are never distributed as purchasing power in individual con- 
“sumers. thoy wd 

(6b) That although all the prices created (or costs incurred) by the fac- 
tories producing consumers’ goods «are sooner or laier distributed as 
purchasing power to individuals, some of the purchasing power dis- 
tributed in their production has been spent by the time the consumers’ 
goods come on the market, and some of it may not then have either 
been distributed or spent. a 


The questions raised by all of these interpretations may, therefore, be 
stated as follows:— - : 


(a) Is-there any cost which is incurred in the production of consumable 
~: . goods, or services, which is not either paid as income to individuals or 
else passed on, so that, ultimately, it appears as purchasing power in 
- the hands of some one? | . 
(6) Is there a shortage on account of the fact that the purchasing power, 
distributed as costs, comes into the hands of the consumer at: different 
- times, and, therefore, that some of it may be spent before the con- 
~. sumable product is put on the market, and that some of it may not 
... become available until later? and . | 
.(c). Does the.practice. of saving necessarily produce any such shortage as 
‘3 is alleged? a | 
We shall consider each of these in due course. 7 
We have now set out what we consider to be the important questions 
raised by the A+B theorem. But some advocates of social credit do not rely: 
entirely upon this theorem. Their views, however, raise the same. questions, 
and our examination will cover both their arguments and the A+B theorem. 


' Tuer DISTRIBUTION OF Costs 


- “The obvious method of approaching the first question—whether there is 
any cost’ which-is not ultimately represented by purchasing power—is to take. 
the items: one by one and see what becomes of the money. For this purpose it 
is convenient to refer to the foregoing “ Summarized statement of costs,” which 
covers the whole of the costs relating to the production and sale of bread. It: 
is clear that the “A” payments, consisting of wages, salaries, and profits, are 
purchasing power which recipients can spend as they choose. We are not at 
the moment concerned with the fact that some of the payments may have been 
made, and the money spent, before the bread is available for sale, or some of it 
saved, or with the fact that that some-of the profits may be undistributed. These 
aspects will be considered later. 


BANKING AND COMMERCE — 495 


The “B” payments may be considered under two headings. The first 
group consists of the raw material of the industry, which constitutes the whole 
or greater part of the income of the factory from which it is purchased. For 
example, the amount paid for flour by the baker appears as income of the 
miller, and the amount paid for wheat by the miller appears as income of the 
farmer. It is clear, therefore, that these amounts create purchasing power 
when received by the miller or farmer. Some part of them will be paid to other 
individuals or organizations for goods or services, and is purchasing power in 
their hands. The balance will represent the profit of the miller or farmer 
' which he is free to use as he chooses. The question, therefore, resolves itself 
into an examination of the distribution of the other“ B” payments of all the 
businesses, which amount to £4,782. These are set out in detail in the table 
_ which follows. The amount paid by the baker for flour and by the miller for 
' wheat are excluded. The statement does not show the total other ““B” costs 
of the miller and farmer, but only that proportion of these charges which relates 
to the quantity of flour sold to the baker, and to the number of bushels: of 
wheat required to make it. : : 

4 


OTHER “B” PAYMENTS, EXCLUDING FLOUR AND WHEAT 
Baker Miller Farmer Total 


(a) Goods— 
DAR GET UAL Te See ere Lite «| uth, ae £ 457 renee ae £ 457 
Seed wheat purchased .. ..°.. .. ta. MP a ENS 5 
Superphosphates.. ..... +. +2 e+ | Sauls aaae 101 101 
. ae Sate! ay weleilos, 8 Rede sg Miser 8) A Liha 78 219 
PEGE ACEOOU vin. Ca baaee Sh Tele they seer as 285 ees eae 08S: 
| A os Seca os Renee rate DP Mane Bk se 268 
i: (292 MS OA Ber nd aaa er A See sae 90 90 
i ALN DAL OCIS DIN Ge ie 1 islvties poppers £ 969 £ 82 LOT £1,425 
. (b) Services— i | 
* Milsetrie Powers -igtie. | ev asieete = gen 29 BERK BRE a3 29 
Ceara. fe re tl sp PEE Bar 82 52 134 
; Po wrcewslite Ie aah el Salen es BL sep he iss 392 392 
5 PC ARER ho ok eT keds. ces oR 56 14 a 12 
: Pele RO cae ihe Giese ethan eie Ly 7 11 35 
Travelling expemses..... .-. «. -- Ae) 31 30 61 
: General expenses .. i' 00). «- 12 24 96 aaieeh BP 
‘ Printing and stationery .. .. -. ly 15 SD. 37 
- Repairs and maintenance .. .. .-. 103 34 129 266 
i COPTER ETE rin Ceyanle wane gO oo ala AAT Me's - 364 6 310 680 
RVLORESE (ihe hcg FEAT a ua 8 Oh oe GS 28 eK ‘414 °..; 442 
VE IOUT ARs fv g ire cs ai si poe 555 cs a ates! oe thy ch NOD 
Land taxes and rates’... .. ...-- 51 5 GO Oa es 
(e) Depreciation... 2.0 6s 66 fe ene 101 47 249 397 | 
OAT a Tee eta A ahs ic nes ore £2,302 £ 347 £2,133 £4,782 


| Payments of a similar nature have been classified in groups. The first 
group includes other materials of various kinds purchased by any of the factories. 
- The amounts so paid form part of the income of the person to whom, or organi- 
zation to which, they are paid, and that income may be dissected into “A” and 
_ “B” payments in the same manner as in the account we are now considering. A 
little consideration will show that a large proportion of many of these payments 
must consist of wages. In some cases practically the whole amount is expended 
~ in that manner, as for instance, in the case of firewood. In others, wages may 
~ not form such a large proportion, because some of the raw material used has 
been purchased from other organizations, which in turn distribute part of their 
- income as wages. Superphosphates, sacks and petrol are in this class. | 
>» +. The next. group deals. with services. Here, the percentage of wages is 
probably higher than in the case of materials, and the conditions described 
in the last preceding paragraph apply with equal or even greater force to these 
payments. Analysis. would also show that a substantial proportion of the “B” 
payments of these organizations will in turn be also eventually distributed 
- to some one as wages. 
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The third group includes rent and interest. If these are paid to an individual, — 
there is no doubt that they are purchasing power in his hands. If paid to an — 
organization, they form part of its income from which salaries and other expenses — 
are paid. The balance is profit, which the proprietors are free to use as they 
choose. 

The fourth group includes certain forms of taxation; in this case flour tax, 
land taxes and rates. These payments do not result in any wastage of pur- 
chasing power. The money provided by taxation is distributed by the Govern- 
ment or municipality in such forms as salaries, wages, pensions or bounties, or 
as interest on loans, or payments for materials or services. - | 

The last item is the amount of the depreciation included in the costs of 
each of these businesses. There appears to be a great deal of misunderstanding 
about the effect of depreciation upon purchasing power. The amount charged 
for depreciation is an estimate of the loss of value in the assets used for pro- 
duction, either by wear and tear or by the passage of time. The effect of 
charging depreciation as a cost is to provide that an equivalent amount shall be 
withheld from distribution, and thus in time provide a fund for the replacement 
of these assets or for the eventual return of the capital invested in them. It is 
not usual for the amount set aside for depreciation, or as reserves for other 
purposes, to be withdrawn from the business and separately invested. In nearly 
every case the amount is retained in the business, and used as working capital, 
out of which wages and expenses are paid and materials are purchased. It is 
clear, therefore, that in these circumstances the amount set aside for depreciation 
is not lost as purchasing power. 


There is, however, another argument which may be used to show that 
amounts set aside for depreciation do not necessarily reduce purchasing power. 
In the ordinary course every factory is continually replacing something, and 
in any particular year it may spend, in that way, more than it has set aside 
for depreciation out of the profits of that year. Whilst some factories are 
spending less than they are setting aside for depreciation, others will be spending 
more. The failure to replace may reduce the purchasing power distributed 
by the industries which supply replacements, but the purchasing power repre- 
sented by the unspent amount is not lost. It remains in the business, and is used 
in the manner previously described. If, however, the amount spent upon » 
replacements exceeds the amount set aside, there is an increase in the purchasing 
power distributed by the industries which supply replacement goods, but on 
the other hand the working capital of the business is necessarily reduced. If 
there is a difference between the amount set aside and the amount spent this 
indicates a transfer of purchasing power, and not a loss. The question of 
expenditure upon replacements is, however, closely allied to the larger question 
of capital expenditure which will be considered later. 

It is clear, therefore, that, sooner or later, every “B” payment becomes the 
income of a consumer, which he can spend as he chooses. The fact that some 
part of the “B” payments and profits may eventually come into the hands of 
some one in.another country doés not affect the truth of these statements. In 
some cases, the change from a “B” to an “A” payment takes place almost 
immediately. In others it takes longer, because the payments pass from one 
factory to another. This brings us to the consideration of another factor, namely, 
the effect of “time” upon the distribution of purchasing power. 7 


THE Timp ELEMENT 


We have now to consider whether there is a shortage on account of the 
fact that the purchasing power distributed as costs comes into the hands of the 
consumer at different times, and, therefore, that some of it may be spent before 
the consumable product is put on the market, and that some of it may not 
become available until later. : | 


~ 
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The example we have given can again be used in the examination of this 
question. The wages paid by, and the profits of, the baker, the miller, and the 
farmer are available to buy bread. But it is clear that all the wages paid 
by the farmer while the wheat is growing, and by the miller during the process 
of producing the flour, and all the profits will not be available to buy the bread 
_ when it is offered for sale. If we consider one industry at a particular moment 
_or period of time, it would no doubt be true that the goods cannot be sold unless 
_ the purchasing power distributed as costs is then in existence and used for that 
purpose. But that is an unreal position. No industry is self-contained. It 
is part of a complicated, continuous, and interlocking system. The available 
purchasing power at any period depends upon the continuity of industry 
~as a whole.’ If each industry continues to carry on its operations, the avail- 
able purchasing power consists of the whole of its wages, salaries and profits, 
and these in turn will at least equal the total cost of the commodities produced. 
_A shortage can only arise if there is an interruption in the process, and the 
factories im the earlier stages either reduce their “A” payments, or cease produc- 
tion. The conditions of any industry, or of industry as a whole, are subject to 
fluctuations which operate at times to reduce employment and production, but 
this does not prove a permanent tendency towards a shortage of purchasing 
_ power. 
9 At this stage it is convenient to refer to the question of borrowed money. 
Speaking generally, it makes no difference to the purchasing power of the com- 
“munity as a whole whether a business man uses his own or borrowed money. 
“If he uses borrowed money, he pays interest to the lender. If he uses his own 
‘money, his profits are increased by an amount equal to the interest. The pur- 
chasing power represented by the additional profit, or the interest, is differently 
‘distributed, but its aggregate volume is not diminished. When money is paid, 
it makes no difference to the person who receives it whether he has been paid 
out of a credit balance or an overdraft. The purchasing power of the money is 
the same. 
| The aspect with which we are most concerned is the variation in the supply 
of money available to be borrowed, or, in other words, the contraction or expan- 
sion of credit. It is customary for advocates of the social credit theory to refer 
_to the repayment of a bank overdraft. as the “ cancellation of credit.” It is true 
that the debt of the borrower is thereby reduced or extinguished, but the question 
is not whether individual accounts are cancelled, but whether the total volume 
of bank credit in use by industry is reduced or any part of it cancelled. Pro- 
vided that the bank is able and willing to lend the money to some other borrower, 
the repayment of a bank advance or overdraft has no more effect: upon the pur- 
chasing power of the community as a whole than has repayment to any other 
lender. If, however, the banks are unable or unwilling to make fresh loans, 
there is a tendency for the purchasing power of the community to contract, just 
as there is a tendency for it to expand when bank advances are increasing. The 
point is that both of these are temporary conditions which do not prove the 
existence of a permanent tendency towards a shortage of purchasing power. 


} | | SAVINGS 

The last of our three questions is concerned with the question of savings. 
In the argument presented by Mr. J. C. Foley, on behalf of the Tasmanian 
branch of the Douglas Social Credit Association, it was contended that— 


: The total costs of industry can certainly be recovered if the incomes 
5 of consumers are sufficient in the aggregate to purchase all final products 
vs at prices which cover costs of production, and if all incomes are used for 
this purpose. 
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It is well known that all consumers do not use the whole of their incomes 
to. purchase consumers’ goods. Some are able to purchase all they require 
without: using the whole of their income. Others can only save by foregoing 
consumption. Still others require to spend the whole of their incomes on con- — 
sumers’ goods, and- cannot save. 

Savings may be regarded as purchasing power withheld from the market 
by refraining from consumption. The most common reason for saving is to 
provide security against the ordinary risks of life. A great part of the savings 
consists of amounts paid to life assurance companies, superannuation funds, and 
friendly societies, or lodged on deposit with banks. Of the amounts paid to 
the life assurance companies, superannuation funds and the friendly societies, 
part is distributed in the form of salaries and expenses and benefits. The balance 
is invested in some form, as for instance in government loans or other securities, 
or on mortgages. These amounts furnish the borrower with funds which are 
expended to provide employment, or to purchase materials or capital goods. 
Bank deposits provide a basis for bank advances which are used for similar 
purposes. No doubt part of the bank deposits at any time consists of money 
awaiting investment, but such amounts are available to the owner either on — 
demand or at a certain date. 


At any given moment, some are saving out of income, others are spending 
past savings, and others again are borrowing against future income for the 
purpose of buying consumable goods. At all times, considerable amounts are 
being distributed to individuals to the form of superannuation allowances, 
friendly society benefits, and the proceeds of life assurance and endowment 
policies, all of which represent savings, or the result of savings, made in the 
past. These examples show that the supply of purchasing power is affected by 
many influences to which the advocates of the social credit theory do not appear 
to attach sufficient weight. 


It is not denied that the relation between saving and spending may 
materially increase or decrease purchasing power. If the rate at which pur- 
chasing power is being withheld from the market by saving is not equalled by 
the rate at which it is being put back into the market by the production of capital 
goods, there will be a decrease of purchasing power and a tendency for prices to 
fall. If, on the other hand, the production of capital goods exceeds the rate of 
saving, there will be an increase of purchasing power, and a tendency for prices 
to rise. But both these conditions are temporary, and afford no justification 
for the conclusion that the practice of saving, in itself, creates a permanent 
tendency towards a shortage of purchasing power. | 


The fact that some persons enjoy an income which is more than sufficient 
to purchase all that they need in the form of consumers’ goods, while others 
cannot purchase the consumers’ goods that they require to maintain a reasonable 
standard of living, indicate an unequal distribution of income. But that is a 
condition which the social credit proposals do not attempt to alter. . 


THe REMEDIES 


The social credit theory is based on the assumption that there is a per- 
manent tendency towards a shortage of purchasing power. To remedy this it is 
proposed that’ purchasing power should be increased either by giving to the 
retailer, who sells goods at the “just price,’.a compensatory payment, or, by 
the payment of a “ national dividend,” or by both these means. But as we have 
shown that this tendency does not exist, we cannot accept the proposed remedies 
as a solution of the problems which the social credit theory purports to solve. 
The social credit. remedies are intended to be applied, not only-in a depression, 
but at any time. The amount of credit proposed to be distributed is not 
insignificent, for although no attempt has been made to calculate the alleged 
shortage, social credit advocates speak of a compensatory payment of 25 per 
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cent of selling prices. The remedies therefore are merely a method of credit 
€ expansion, and’ as this subject is discussed in another part of our report, further 
“comment is unnecessary. 
i The items included in the national credit account, and the method of its 
preparation, have been described and need not be repeated. Our first criticism 
is that the practical difficulties which must arise, both in obtaining the necessary 
‘information, and in measuring the value of each asset, are so great that any 
result disclosed by the account would be useless for the purpose for which it is 
“intended. No doubt some reasonably correct estimate could be made of some of 
‘the items, but any estimate of others would be unreliable, and any attempt to 
calculate “the commercialized value of the population” would be merely a guess 
The idea underlying the national credit account is that the property of the 
“community may be used as security for an issue of credit up to the full amount of 
its value. There is no recognition of the fact that some of the property may 
already have been pledged as security for loans, or that it may be so used 
subsequently. In that event, the same property would be the security for two 
‘separate and distinct advances, one being the issue of credit by the national 
-eredit authority, and the other any loan arranged privately by the owner. 


G 


Tur NATIONAL DIVIDEND 


K The national dividend is proposed by the advocates of social credit as a 
remedy for the alleged shortage of purchasing power. There is some similarity 

between the national dividend and the social services now provided by the Com- 
monwealth and by the States. In each case, those who receive the payment have 
their purchasing power increased, but the fundamental difference is that the 

present social services are provided out of taxation, whereas the proposed 
national dividend would be provided out of an expansion of credit. 


THe Just Price 


According to the theory, the “just price” would be determined by reference 
to the annual debits and credits in the national credit account. But, in prac- 
tice, it would be impossible to determine the exact amount of the compensatory 
payment in this manner, and for that reason the advocates of the social credit 
theory appear to be satisfied to estimate the percentage to be allowed. 


The difficulties of applying this proposal have been underestimated. The 
variation in the prices at which goods even of the same quality are bought and 
sold under different conditions, and in the margins of profit, would create many 
difficulties, and it is probable that it would be necessary to regulate both whole- 

sale and retail prices and therefore the retailer’s margin of profit, and to institute, 
at a considerable cost, an elaborate check over the accounts of the retailer. 


CONCLUSIONS 


We have given full and careful consideration to all the material to which 
our attention has been called, or which we have been able to discover for our- 
selves, upon this subject. We fully appreciate what has been urged upon us 
with respect to the problem of poverty, but we are unable to find that the 
social credit theory offers any solution. 


Our conclusions are as follows:— 


(a) There are always some people in the community who have not enough 
money to buy what is necessary for a reasonable standard of living. 

In this sense there is, at all times, a shortage of purchasing power. 

The total purchasing power of the community is less at some times 

than at others. In times of depression, for example, the money income 

} of the community is less, and the number of people unable to purchase 
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necessaries is greater, than in times of prosperity. In this sense the re 
is, at some times, a shortage of total purchasing power. 


The social credit theare does not refer to a shortage in either of these! 
senses. It alleges that there is a permanent tendency towards a short-' 
age of purchasing power, in other words, that the economic system 
can never distribute to consumers all the money which producers . 
have to spend in the course of production. : 
There is no permanent tendency towards a shortage of purchasing 
power. 
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MINUTES OF PROCEEDINGS 


WepNEspay, May 10, 1939. 


The Standing Committee on Banking and Commerce met at 4 o’clock p.m., 
_ the Chairman, Mr. Moore, presiding. 


Members present: Messrs. Baker, Clark (York-Sunbury) , Coldwell, Deach- 
-man, Dubuc, Hill, Howard, Jaques, Landeryou, Lawson, Leduc, McGeer, Moore, 
_Plaxton, Ross: (St. Paul’s), Taylor (Nanaimo), Woodsworth. | 


In attendance: Mr. Graham Ford Towers, Governor of the Bank of Canada. 


| Mr. Jaques quoted from a pamphlet entitled “ Banking and Industry ” 
_by A. W. Joseph, M.A., B. Sc., A.I.A., of Birmingham, England, and requested 
that extracts from this pamphlet be printed in the record in answer to the 
Report of the Commission on the Monetary and Banking Systems of Australia. 


j At the suggestion of Mr. Howard, it was agreed that these extracts be 
printed subject to the perusal of the sub-committee on procedure. 


Mr. Coldwell, M.P., a member of the Committee, gave an outline of the 
economic policy of the C.C.F. party and was questioned thereon. 


— ono 


At 6 o’clock the Committee adjourned until to-morrow, Thursday, May 11, 


at 11.15 o’clock a.m., it being agreed that Mr. Towers would then be examined 
by Mr. Howard. 


: 


eee at ae 


R. ARSENAULT, 
Clerk of the Committee. 


| MINUTES OF EVIDENCE 

/ 7 Housr or Commons, Room 227, 

q Wepnespay, May 10, 1939. 
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: The Standing Committee on Banking and Commerce met at 4 o’clock 
pm. The Chairman, Mr. W. H. Moore, presided. | 

4 Mr. Howarp: Mr. Chairman, it was suggested at the last meeting of the 
committee that I should have the floor to-day to put forward my views ana 
ask certain questions I had in mind.’ We have now heard from representative 
parties, so to speak, in the house. We have heard Mr. Landeryou and Mr. 
_ Jaques from the Social Credit Party; we have heard Mr. Gerry McGeer from 
his own party, and we have had a few questions from others. Mr. Tucker 
has also expressed his views on the subject. I think that, due to the fact that 
_ Mr. Coldwell represents another group from which we have not heard, I should 
_ like to concede my place to him in order that he may put his questions now. 
I should like your permission to follow that course. 
f Mr. Cotpwetu: I greatly appreciate what Mr. Howard has done. I under- 
stand that Mr. Jaques wishes to take about ten minutes, and I should be very 
glad to allow him to do so, if that is agreeable. 

Mr. Howarp: I have no objection to that, as long as he does not go over 
_ the ten minutes. 
Mr. Jaques: Mr. Chairman, I thank the committee for the extra time. 
I do not think it will take ten minutes; possibly not five. I merely wanted 
to add to the statement I made in answer to Mr. Towers’ question yesterday 
_which was to the effect that if things are as we say they are, why has not the 
system broken down before? I mentioned foreign trade and I mentioned the 
‘purchase of securities by the banks. But there is one other point which I 
forgot and it is as follows:— 


ieiioedil 


It is sometimes asked how is it that if there is a continually increas- 
ing difference. ... 


Ba The CHatrMan: What are you quoting from now? 


The CuHatrMAN: All right. 
Mr. JAqures: He says:— 


It is sometimes asked how is it that if there is a continually increas- 
ing difference between costs and purchasing power the economic system 
has not broken down completely long ago. The first reason is that the 
banks apply the cure of deflation, i.e., they force companies to write 
down perfectly good assets to book values much below their reasonable 
real values. 


I gave the other reasons yesterday. 

In conclusion, Mr. Chairman, may I say that the report of the Australian 
committee does not explain the conditions in Australia which are practically 
‘the same as our own—that is, potential riches, potential powers of production 
but great numbers of the people suffering and a great many hundreds of 
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thousands of unemployed. I think that the onus is on the upholders of the 
existing system to explain to us why it is that we are in the mess we are in, 
not only in Canada but in every country in the civilized world. I can only say 
that so far as my experience goes—and it is pretty wide by now—that the 
theories that I mentioned yesterday are the only ones that will give a logical — 
reason for the condition we are in. Since I was here yesterday, Mr. Chairman, 
I have discussed this with my colleagues; and they agree that if we can put | 
extracts from this pamphlet on the record, it will meet our case very well. 


The CuarrmMaNn: You have already quoted some. 
Mr. Jaquss: Very little. 
The CHAIRMAN: You desire to put some additional extracts on the record 


Mr. Jaques: I have marked the additional extracts, and they are very 
brief. If we are allowed to put those on the record as the answer to the 
Australian committee, it will meet our case. 


Mr. Howarp: I would suggest—and this is only a suggestion—that if thel 
chairman cares to read over the excerpts, rearrange them and put them in, I ~ 
will be satisfied. 


Mr. Jaques: That is all right. As I said yesterday, Mr. Joseph is a very 3 
highly qualified man. He is an insurance actuary and took the highest este ; 
mathematical honours at Cambridge university. 


The CHAIRMAN: Shall we say that the extracts will go on the record abject 
to the perusal of the steering committee? 


Mr. Howarp: All right. 
Mr. Jaques: Thank you, Mr. Chairman. 


Mr. Towers: May I interject something here, speaking on just one item ~ 
of Mr. Jaques’ remarks, where he apparently regarded certain action of the © 
banks as the major cause of the trouble. That action, as I gathered it from © 
the extracts which you read, Mr. Jaques, was a writing down of the book — 
values of companies’ assets to figures substantially below the real value. Where ~ 
statements of that kind are made in relation to subjects which are considered ~ 
important, it is, of course, very helpful if the statements which, in the first © 
place, I suppose, are opinions, can be confirmed by facts. I suppose that one ~ 
or two instances of companies which have got into financial difficulties being — 
forced to write down their book values would not prove the case so far as the — 
world at large was concerned, on the basis that one swallow does not make a ~ 
summer. It must be assumed that this action to which he reférred is a wide- © 
spread practice and a constant practice. On that basis it should be possible to © 
give examples on a considerable scale; in fact, of course, I am sure he could ; 
give no examples of that kind on a widespread ‘scale. 


Mr. Jaques: Mr. Chairman, of course Mr. Joseph does not mean that the q 
Lanks hold a pistol to these concerns, but as a consequence of conditions which ~ 
we know as deflation, everybody more or less is forced to write the book values — 

>t their holdings down. 4 


Mr. Towers: Surely it should be possible to give widespread examples of 7 
that as an important and constant practice. 


Mr. Jaques: I could mention the situation which was brought up here — 
yesterday by Mr. Lacroix, of lumbering; then there is real estate and every © 
other business; where certain values are attached to the business and we find, © 
without exactly knowing why, that our wealth is gone; that is, not the real — 
wealth but the book values attached to the wealth. . 

Mr. Towers: And that is something which, through all the years, goes 
on constantly on an important scale. I mean, that is the suggestion made 
by Mr. Joseph. He is not referring to the calamities which may overtake 
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‘Gndividuals or individual companies during a depression. He refers to a 
‘constant widespread practice which is the major source of the trouble, as he 
sees it, in the present financial system. 

| Mr. Jaques: I do not think he means to infer, of course, that there is a 
deliberate conspiracy. 

Mr. Towers: I am not suggesting that. I am just referring to the actual 
practice itself. 

Mr. Jaques: I. think he means that in times of prosperity values increase. 

Mr. Towers: He does not say that, of course. 

Mr. Jaques: Well, they must have increased, if during a depression the 
bottom falls out of the values; and, of course, as we see it, it is due to the 
shortage of money, which is the object of deflation—to bring prices down. It 
may be necessary; in fact, Mr. Jackson Dodds calls it a healthy purge. It no 
doubt is for the money industry, but it is\very uncomfortable for everybody 
else. 

Mr. Towers: I did not want to raise a very broad question, but I thought 
; perhaps I should point out that these are statements which Mr. Joseph makes, 
- but he does not bring forward any evidence in support of his statements. 

The CuHarrMan: Mr. Jaques, will you mark the extracts you wish put in? 
Mr. JAqugs: Yes. 

The CHARMAN: Have you marked them? 

| Mr. JAqusEs: Yes. 

The CuarrmMan: May I have them? 

Mr. Jaques: Yes. 

The Cuarrman: All right, Mr. Coldwell. 

Mr. Coupwetu: Thank you. Mr. Chairman, you were good enough to 
suggest yesterday afternoon that perhaps—since a number of points of view 
have been brought before this committee and I have been rather quiet during 
this inquiry largely because my attention has been occupied with another 
~ eommittee and the wheat problem in the house—it might be well if I would ask 

some questions or give an outline of what I thought in connection with this 
matter. To ask questions might take two or three hours. Consequently, I 
am going to take the opportunity of placing before you some ideas which I 
have very hurriedly put together since yesterday afternoon. 

At the very outset, I should like to say this: Yesterday morning I felt 
that the social credit group might have placed before you, either then or at 
a subsequent time, a somewhat clear and definite outline of what their con- 

structive proposals were. I had no intention of expressing any antagonism 

when I made that suggestion; because Mr. Jaques very clearly stated that he 
believed in the present system, the capitalist system, and that they did not 
wish to change that particular system. But it so happens that I saw a rather 
interesting comment on that in a book which I have before me, and which 
I only opened to-day, incidentally. It is entitled “Socialism in New Zealand” 
written by John A. Lee. John A. Lee is parliamentary under-secretary to the 
Minister of Finance of the dominion of New Zealand. At page 43 of this 
volume he says this:— 
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The Douglas Credit Party was also, at that time, interesting the 
people of New Zealand in credit and currency reform, Douglas Credit 
agitation sweeping New Zealand like a religious revival. While no one 
could outline any Douglas Credit constructive proposals, nearly everyone 
was able to understand and agree with the Douglas Credit movement's 
criticism of the orthodox financial machine. The very difficulty of under- 
standing Douglas and his algebraic symbols and theorems rendered Con- 
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servatives more willing to listen to the Douglas movement’s critical and 
able analysis of capitalist finance. Thousands who because of past 
political hostility found the Labour Party altogether ‘too vulgar an 


organization, rallied to the Douglas Credit movement, which in a few 
months reached extraordinary proportions and sold a huge amount of 
literature. These thousands, after being won to a position of scepticism 
in regard to capitalist finance, could not rest in the Douglas movement 
but started to study the practical and positive proposals of the New 
Zealand Labour Party. And although the Dogulas credit movement 
withered away almost as rapidly as it had blossomed, nevertheless it 
can be said finally that the Douglas credit movement’s activities were 
the corridor through which tens of thousands of voters entered the Labour 
Party. Douglas credit agitation must have a big share of the credit 
for any Labour success, although the Labour Party is thoroughly 
socialist in its policy. 


That, I think, is a very interesting commentary by the under-secretary to the 
Minister of Finance in New Zealand as to the lack of constructive proposals 
which they were able to give. 

Now, the C.C.F. has always placed the public ownership and the control 
of the financial system in the forefront of its economic policy. The estab- 
lishement of a publicly owned central bank to control currency and credit 
in the public interest has been one of its fundamental proposals. When the 
Bank of Canada was taken over as a publicly owned institution, the Montreal 
Gazette described the Act as a triumph for our little group. 


But mere public ownership is only a step. Its success depends upon the 
policy under which it operates, and this, in turn, depends upon governmental 
policy. That, I think the governor has brought out on several occasions. 


Only to the extent to which the financial system is used as an instrument 
of social and economic progress can it be regarded as a national asset. 


Under modern capitalism, those who control and direct the financial system 
to a preponderant extent dictate the volume and type of production and the 
conditions or distribution. If, therefore, the publicly owned Bank of Canada 
operates merely as a central bank of issue and re-discount, leaving the amount 
and nature of loans and credits in the hands of privately owned and profit 
making institutions, there will be little, if any, social advantage in the national 
ownership of the central institution. 

No form of social ownership can be really effective apart from the socializa- 
tion of the financial system. This involves more than monetary reform, though 
monetary reform is also an integral part of the C.C.F. proposals. 

The problem, too, is larger than the control of the creation of credits, for 
finance enters into every phase of the production and distribution of goods and 
services. It, therefore, covers the entire field of our economic relationships 
and cannot be considered apart from the control of the national commerce and 
the machinery of production; in a word, our entire economy. Some people 
erroneously think that manipulations of finance alone could increase purchasing 
power. This, we believe, has proven to be wrong. In the opinion of the C.C.F. 
the socialization of finance must be considered as an important step towards an 
intelligently planned national economy. Such an economy would distribute 
sufficient purchasing power among the people so that they might be able to 
obtain the maximum amount of goods and services. 

Mr. Cueaver: How? © 

Mr. CoLpwELu: Just a moment, and I shall answer your question. Thus, 
as the efficiency of production improved, the standards of living and the social 
services would improve proportionately. 

[Mr. M. J. W. Coldwell, M.P.] 
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Now, in order to get the answer to this question, may I say that in the 
discussions that have occurred before the committee, it has been quite obvious 

that it is easy to lose all sense of proportion— 

The CuarrMan: Hear, hear. | 

Mr. CotpweLL: —in studying the complexities of the financial system. 
( It is equally obvious that to many money is wealth, whereas the fact is that 
- money, and the procedure by which money, or credit, which is so large a part of 
our so-called monetary system, is created, issued and permitted to be used, is 
~ never anything other than the accounting system for the actual property rights 
which are distinctive of the economic system within which we operate. This 
is the central governing purpose for which money came into existence, and for 
which I believe it exists. 

Hence, one of the principal objects of a central bank must be to provide a 
fairly stable measurement which can be used for the accountancy and transfer 
of property rights between individuals. who need that service. 

The Cuarrman: Are you speaking now of a socialist system? 

Mr. Cotpweuu: I am speaking of any system. 

4 The CuarrMan: Would it not be different? 

; Mr. CotpwE.u: No. 

The Cuamman: When you talk about the transfer of property? 

Mr. Cotpwetu: Well, you will see in a moment that I endeavour to show— 
The CuarrMan: I did not mean to interrupt. 

Mr. Cotpweitu: —that within our present economic system property is 
~ more or less concentrated in the hands of a few and tends to become more con- 
-eentrated instead of less concentrated. 

The CHarrMan: That is why I asked the question. Surely there would — 
be a difference between the capitalist system and the socialist system in regard 
to the transfer of property and use of money for that purpose? 

Mr. Cotpwetu: Yes, there would be some difference, but not perhaps to 
the extent or in the manner which some people imagine. 

What this system or any system requires is that there should be for the 
sake of convenience for the distribution and exchange of property some token 
forms which will not relate to any particular goods but which will measure the 
comparative property rights in any goods. ‘That answers the Chairman’s 
question, that in any system you must have some means of exchange. 

Since we operate in a system based almost entirely upon private property, 

- it follows that as long as the property system remains, the essential purpose 
in the dispersal of goods is not to put the consumer in possession of the goods 
he needs, but to recover for the property system in money form the equivalent 
of the goods it has distributed in that way—the most desirable market condition 
being that which yields the most money for the fewest goods or least labour— 
in other words, the opportunity of making the most profit. 
Mr. Dracuman: Is that the characteristic distinction of the capitalist 
system? ; 

Mr. CoLtpwELu: One. 

Mr. Dracuman: Of getting the fewest goods for the least labour? 

Mr. Coutpwetu: I think it is becoming more and more so. 

Mr. DeacHMAN: Has there been an expansion in the earning power of the 

- individual or of the income in Canada since 1914? 

‘ Mr. Cotpwetu: I will answer that question in this way, Mr. Deachman, 
; _ that in proportion to the possibilities of production, the ability to obtain goods 
is relatively not greater among the masses of the people to-day. I am speaking 
in relative terms. 
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Mr. DeacHMAN: What do you mean by “relative” in that sense, as, say, 4 
between myself and my father? ia 

Mr. Coupwetu: Of course, I do not know what the conditions of your 
father were. 

Mr. DracHMAN: Rural Ontario fifty years ago. 


Mr. Coutpwe.u: In proportion to the goods that then existed I think in all 
probability that your father could obtain as large or a larger proportion of 
available goods than you are able to obtain under the present economy. 


Mr. Dracuman: I do not want to interrupt but my suggestion is essen- 
tially based on the thought that owning to the development of the capitalist 
system in those fifty years the size of the pie is much greater? 

Mr. CoLpWELu: Quite. 

Mr. Deacuman: And therefore as to the division of the pie there is a 
larger amount of pie for each? 


Mr. CoLpWELL: Quite right. But in proportion to the size of the pie fewer 
people get more of the pie than years ago. At least, that is my opinion, 

Mr. Cieaver: That is, you admit that there is a distinct improvement in ~ 
the general standard of living, but you say that that improvement has been — 
sreater as to a few? 

Mr. CouLpweEtu: That is right. 


The CuatrMan: Real wages in the United Kingdom are supposed to have 
increased four times since the Napoleonic wars. 


Mr. CotpweLu: That is right. 

The CuairmMAn: And that would be distinctly under the capitalist system. 

Mr. Cotpwe.Lu: That is right. On the other hand, of course, the possibili- 
ties of production have increased more than that. 

Mr. CuEeAver: Before you leave that other point, if you do not mind these 
interruptions— 

Mr. Cotpwe.u: No, I do not mind. 


Mr. Criuaver: I understood you to suggest a few moments ago that more 
profits were made where the price was high with respect to cost than under 
ordinary circumstances, and I was just going to suggest to you that perhaps you 
had overlooked the fact that in many industries to-day large quantity pro- 
duction at lower prices has meant more actual return to the investor. 


Mr. Cotpweii: That is quite right. No, I have not overlooked that. But 
the point I am making is this: That the system, no matter what the need is, 
dare not produce more goods than can be purchased, otherwise the price will 
fall and profits cease. So that it is in reality a scarcity economy rather than 
an economy of plenty. 


Mr, Cieaver: I thought you were coming to that and that you were 
trying to suggest that the capitalist system could only function under scarcity; 
That scarcity was the underlying foundation of the system; and I am just 
reminding you that in many industries a plenteous production has meant more 
profits. Let me give you one illustration. The orange crush company made — 
more money when they reduced the price of their product from 10 cents to — 
5 cents a bottle. They sold many more bottles. 

Mr. CoLpweELu: Quite right. But there are exceptions to almost every- 
thing that you could think of. 

Mr. Cieaver: You do not think the exception proves the rule? 

Mr. Coupwe.u: No. 

Mr. DeacuMan: Take the case of England where the wealth production 
is five times greater than it was in 1914. Surely that vast increase of wealth — 
indicates at least the capacity to provide a higher standard of living? ~ 4 

[Mr. M. J. W. Coldwell, M.P.] 
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Mr. Cotpweuu: Yes, the capacity. 
Mr. DracuMan: And has provided a higher standard of living. 
Mr, Cotpwe.u: If we speak in relative terms I would not quite agree with 


_ you. As you all know, I was born in England. Taking the relative standard 
_ of living in the rural districts, where I was born half a century ago, and the 
standard of living to-day, there is an improvement, a marked improvement. 


But my contention is that relatively with the possibilities of production that 
improvement has not been as great as it ought to have been. However, 


_ that is a matter largely of opinion. 


The CHAtrRMAN: Proceed, Mr. Coldwell. | 
Mr. Cotpwetu: This is the crux of the capitalist system and those who 


‘say that we can maintain the capitalist system and at the same time issue con- 


sumers’ purchasing power to everyone apart from an equivalent return in goods 
or services are suggesting the impossible. 

Now, the maintenance of the capitalist system—I think you all agree with 
this, at least,—depends upon the rigid—and I use the term “rigid” designedly— 
maintenance of private property; hence the money it creates and issues is 
exclusively a property token issued only to owners of sound property securities 
in exchange for it. Only by its disbursement for services rendered can the 
working consumer, whose property is his labour, obtain it. 

Thus it will be seen that the governing factor in relation to money and 
credits is not money and credits, but the property for which money is the token. 
I want to emphasize that point; that one cannot think of money and credit with- 
out thinking of the goods and the services that form the basis. 


Mr. DeacHmMaAN: Are you including land in that? 
Mr. Cotpwe.u: In what? 


Mr. DeacHMAN: You say you cannot think of it without thinking of goods 
and services; are you going back to land? 

Mr. CotpweE.tu: No; I do not want to argue that point. I shall refer to it 
briefly a little later, and if I do not I would be glad to get your question then. 

To issue this in large quantities, and to maintain its velocity, can only 
have the effect of increasing the number of tokens and thus the amount of money 
demanded by the property system in return for goods which are the property 
of the system, considered as a whole. 

This is what is know as inflation, and of course—I never lose sight of this 
fact—during inflation those who suffer most are the persons in receipt of pen- 
sions and of fixed incomes, and the wage earners. 

The consequent rise in prices marks a reduction in their real incomes and 


wages and hence decreases their ability to consume the goods of which the 


economic system must dispose. Conversely an insufficient supply of tokens 
reduces prices so that production becomes unprofitable, the primary producer 
suffers, unemployment supervenes and economic disequilibrium causes unrest 
and social discontent. 

Hence the central problem of any monetary and banking system, in an 
attempt to maintain equilibrium, is the fact of the ever expanding possibilities 
of scientific production and rising standards of life. 

The paradox of capitalism, that of property and want in the midst of 
plenty, is due to the fact that millions of people—and for the sake of a name 
we will call them the workers—are hired not to produce goods to which they 
themselves have a title but to create goods which pass into the owners’ ware- 


houses within the property system. 


Mr. CieaAver: Or is the paradox caused by a few rules being necessary, 
rules of the game? 


Mr. Cotpwe i: I do not think so. I think it is deeper than that. 
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Some of these goods only, they may obtain by handing over the property — 
tokens which they themselves have received for their labour. I think that is — 
obvious. 

Mr. McGrrr: You made a statement a few moments ago about the issue ~ 
of money and I did not quite catch your statement. Would you mind repeating 
it for me, as to whom the money was issued? You put a limitation upon the ~ 
people to ‘whom the money was issued in the capitalist system. 

Mr. Cotpweutu: Oh, yes. I said that money was issued to those who could ~ 
provide sound security for that money, and I excluded, of course, certain excep- — 
tional cases, under relief circumstances, and so on. 


Mr. McGzer: Pensions? 

Mr. Cotpwe.u: And pensions, yes. 

Mr. McGezsr: Of course, wages are included in that exception too, are they 
not? 

Mr. CotpwELu: No, because the wage-earner has something to sell. 

Mr. Puaxton: And has sold it to get the money. 


Mr. Cotpweuu: He sells his labour to get the token which enables an 
exchange of property. 

Mr. McGrrr: He may or may not produce something, because 1 in the capi- 
talist system the failure of private enterprise as well as the success of private 
enterprise contributes to the going concern activity of the general system. For 
instance, there are a great many cases of where men possessed of property put 
their money into investments which turned out to be losses. 


Mr.:CoLpwELuL: Quite. 

Mr. McGerrr: And although the wage earners A recelve wages during 
that period get paid the result is there is not the return commensurate with the — 
distribution— 

Mr. CotpweELu: You see, Mr. McGeer, there is a real difference between 
your thinking and mine regarding money. You say an investor invests money; 
what he really does is to relinquish a token for property, and if he loses his 
money it has simply transferred property to which he might have had the 
title to somebody else, and the property is still there. 

Mr. McGrer: That does not happen. You have, as you do have in the 
capitalist system, the incentive of reward. Whether you are successful, it carries 
with it the risk of loss when you fail— 

Mr. Cotpweuu: I am not discussing that. 


Mr. McGerrr: No, but then under the capitalist system the wage earner 
benefits not only from -successful private enterprise, but in a good many 
instances, he benefits from unsuccessful private enterprise. 


Mr. Cotpwe.u: Quite. I am not worried about that point at all, because 
as a matter of fact the property of the worker, his labour, is exchanged for 
tokens to property that exists, and whether the man who once owned the token 
or not doses or gains, it makes no difference to the point that I am making, the 
exchange of the property has been effected. 

Mr. McGeerr: It does make a difference when you lay down the proposi- 
tion that the only basis of the issue of money on a capitalist system is to a 
class that are certain to produce the equivalent of the money value. 

_Mr. Cotpwetu: Do you mean to tell me that the investor who invests in 
business, that gains or loses, issues money in the sense in which I am using it, 
or you usually use it? 

Mr. McGerrr: Why, of course he does, because on our whole debt claim 
svstem— 

[Mr. M. J. W. Coldwell, M.P.] 
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Mr. CoLpWELL: I thought the whole basis of your argument before this 
committee was that the banks issued money. 


Mr. McGrerr: The banks issue money to people who succeed and who fail. 
Mr. CoLtpweELu: Yes, but that does not alter my position whatsoever, but 
_ it fundamentally alters yours. However, I should like to proceed. 

k The CHaArRMAN: Proceed. 


Mr. Cotpweuu: I do not want to go off on side issues. I may tell you, 
Mr. McGeer, that when you were before the committee I did not interrupt you. 
Mr. McGeerr: I do not wish to interrupt you. 


Mr. Co~pweELu: But I am quite glad to get the occasional question. If 
_ the financial system of the capitalist system were to create tokens and distribute 
_ them directly to all who did not possess property rights to the equivalent value, 
it would be destroying the very purpose for which it was designed. It would 
no longer be an accurate piece of accountancy for the property system and 
would become claims to take goods for nothing. It would, in effect, have 
exactly the same economic result as the issue of counterfeit money. 
If you follow this and agree with me it will be seen that the poverty 
_ stricken consumer is not short of goods because he is short of money. He is 
short of money because he has no way of creating a property right to goods and 
therefore, in the capitalist system, is not entitled to tokens for them. 
Mr. Lanpreryou: You asked me if I agreed with the first statement that 
money could only be issued against property. Who created all that credit 
during the war years, particularly the $40,000,000,000 made available by the 
United States to the allies for the continuation of the last great war, and the 
money that was made available in Canada and the other countries of the world? 
Was that backed by goods? 
Mr. CoLpweELL: Just a minute, Mr. Landeryou. I have no objection to 
_ answering that question at all but you find that a little later I proceed to cover 
that point. It is true that governments of the various countries did issue large 
quanities of money— 
Mr. Lanperyou: They did not base it upon goods. 


Mr. CotpweLL: Wait a minute. They did not base it upon goods, you 
say. They did base it upon goods, and that was quite obvious, because as these 
big issues of money went into the money market the prices of those goods 
increased and the money issued by the government was more or less recovered 
through the increased prices of goods. 

Mr. Lanpreryou: Then there was no advantage in issuing $40,000,000,000 
because it just meant an increase in prices. 

Mr. CoLDWELL: Well, that is a comment. Under certain circumstances, as 
I shall show in a minute, there might be the advantage— 

Mr. McGerrr: Can you show me any instance where the theory of issuing 
money as against property to the point of creating the right to establish a title 

_ to property is in operation? 

Mr. Cotpweu: I beg your pardon? 

Mr. MoGrrr: Have you any example of where the proposition of divorcing 
the idea of money buying power from the right of people to get goods into the 
proposition that you enunciate of establishing more power on the part of people 
to a title to goods? 

Mr. CoLtpwEuu: Yes. 

Mr. McGrrr: Have you any idea how that could be worked out? 

Mr. Cotpwetu: I would say this, first of all, that what I have been saying 
regarding the exchange of goods through the use of money is, I think, implicit 

_ under our present system. My contention is that if we are to get a wider dis- 
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tribution we must have a wider distribution of property and we believe that — 
that will be brought about by an evolutionary process through what we com- — 
monly call a planned economy structure, and the steps towards that economic ~ 
planning and the restoration of ownership of the great masses of the people — 
will be first dealt with by dealing with the great monopolistic industries that — 
ought to be public services. 


Now, you have to bear this in mind, that in order to get over the point 
that I am trying to convey you have to consider all that I am going to say. ¢ 


Mr. McGerrr: Well, of course, but what I have always had in mind was ~ 
that even when you established public ownership those different individuals — 
who are employed—for instance, take the Soviet scheme. I have thought that — 
their recognition of a public utility service in money for the purpose of distribut- — 
ing tokens that the people of Russia use was, after all, still evidence that even — 
in a socialist state the circulation of money was there more or less as the — 
economic blood-stream of the socialist system. N 

Mr. Cotpwe.u: I have not said anything in opposition to that. In fact, | 
I said in any system you must have a medium of exchange. 

Mr. McGeer: The point I had in mind was that whether you changed from 
money bases, giving power to some other title to property giving power— 

Mr. CotpweL_: My point is that only those who have property rights, 
except in exceptional circumstances, can obtain money. 7 

The Cuatrman: Mr. Coldwell, when you use that phase “property rights” 
you mean capital goods, do you, as opposed to consumer goods? 


Mr. Cotpweuu: No; I am using the term for all types of goods. 
Mr. Piaxton: That would include labour. 


Mr. Cotpweuu: As I have said, that would include a man’s labour that he 
had for sale, as his property. 


Mr. Cueaver: Your contention is, under the present capitalist system, that — 
all individuals under that system do not receive their proper commensurate 
share? 

Mr. Cotpweti: That is what I am developing. . 

Mr. Cieaver: To title goods. 


Mr, Cotpweiu: And further that proposals merely for the issue of large 
volumes of currency and credit would not— : 

Mr. CreaAver: It does not answer the question unless you start giving it 
away. 

Mr. Cotpwe.u: It does not— 


The Cuairman: Gentlemen, I think really, and I include myself, we are 
anticipating what Mr. Coldwell is going to say. Why not allow him to go 
ahead and develop his argument? He probably will answer the questions in a 
minute. 


Mr. CotpwELu: I said that money makes its original entry into the economy 
as an issue of tokens against certain acceptable securities or property rights. — 
Banks, therefore, do not create money and credits out of nothing but on the — 
contrary out of very real and tangible rights to the ownership of property already _ 
in existence. I want to emphasize that point. To say that credits are created : 
or loans made against future production is manifestly incorreet— { 

Mr. Taytor: What was that again? 


Mr. CotpweLu: To say that credits are created or loans made against 
future production is manifestly incorrect, for such credits or money are created 
or loaned against property which already exists and to which the borrower 
relinquishes title, temporarily at least, but effectively to the lender. This, 

[Mr. M. J. W. Coldwell, M.P.] oF 
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under capitalism, is sane sound business practice, and to attack the banks 
ecause they refuse to make loans which will not bring them profit is to request 
them to do something which no capitalist enterprise can do and continue 
to exist. 

Mr. DeacHMAN: Now, finish that right at that point. Tell us how social- 
ism would do that. 


Mr. Cotpweuu: Just a minute. The trouble lies not in the banks apart 
from the system but in banking as a part of the profit, property or capitalist 
{ economy. 

To-day we are faced with the breakdown of the economic system. The 
abundance of a scientific age can no longer be passed through the old channels 
of distribution. This is not because the capitalist system fails to distribute 
sufficient purchasing power by way of wages, salaries, rents, interest and profit 
but because purchasing power is distributed so unevenly that only a part of the 

consumable goods and services produced can find a market. That is my 
opinion. Too much of the available purchasing power is given to a few people 
who cannot consume the goods and services they could buy, while too little 

goes to many people who could consume the goods and services they cannot buy. 
This was brought out very clearly by the American committee which made 
a national survey of potential productive capacity in the United States in 1982. 
They came to the conclusion that if used to capacity the American economy 
could provide goods and services equal to an income of some $4,300 a year, 
stated in money terms at that time, 1932, for every family of four persons in 
the United States. 


; Mr. Ciraver: Would not the obvious answer then be that we should enact 
sufficient new rules to offset the practice of big business, the practice of the 
monopoly parties and other things which bring about this unequal distribution? 


Mr. Cotpweu: That is to say that our legislative bodies should attempt 
to control capitalism? 


Mr. Cueaver: Well, on account of the growth of capitalism new features 
have arisen which must be met by new legislation. 


Mr. CotpwE.u: Yes, I agree with that, and I would say this, that I believe 
will be the process of evolution. 


Mr. Cieaver: In other words, you do not throw away an automobile because 
you blow a front tire; you mend. the tire. 


Mr. Corpwetu: Mr. Moore suggested I might place this point of view 
before the committee. I am doing it. But I am not under any illusions regard- 
ing these matters. I do not expect to see all the things that are implicit in 
what I am saying done overnight. I believe that society progresses step by step 

and over a period of time. 

Mr. DeacHMAN: There is one question to which I am very anxious to get 
an answer. You believe the banks would not be able to loan money or advance 
capital, we will say, unless it was profitable. How could you, under a socialist 

state, do any better? How could you advance money to institutions which could 
not maintain their property; as, for instance, the Canadian National Railways? 


Mr. Coipweiu: Well, just a moment; you mentioned the Canadian 
National Railway. I do not agree that the state should not, or that the bank- 
ing system within the state should not provide for, we will say, the Canadian 
National Railway because it is a service which is of primary necessity to a 
country like Canada which cannot do without railways. 


Mr. DeacHMaAN: Now, this might be a better example: suppose there was 
_a factory to be started in this city. Under capitalism the money can only be 
-advanced to it or will only be advanced to it if it is profitable, otherwise the 
capital invested is lost. What would you do with that under socialism? 
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Mr. ConpweLu: Under a socialist state the question would not be asked : 
as to whether this industry was likely to be profitable; the question that would — 
be asked would be, is this industry likely to be useful and necessary? 

Mr. DracuMan: In case it failed to be useful and in case it failed to earn 
enough to maintain its property, that money would be lost. How would that 
be worked out under socialism? ‘You are destroying your capital. 

Mr. Cotpwe.u: You are thinking in terms of capitalism, and I am thinking 
in terms of another system entirely. Now, I am thinking in these terms: that an 
industry which was useful and necessary would not become to this community — 
an unprofitable industry; it would be distinctly profitable. 

Mr. DeacHMaN: I cannot follow that. Supposing the factory started and 
the people were unable to accept its goods, and they must make some adjustment, 
then the capital invested in that industry would be destroyed. | 

Mr. Cotpwetu: May I ask you this question: why would not the people | 
receive the goods? 

Mr. Cuiraver: I take it that you raise the rates to the point where the 
scheme would pay. 


Mr. CoLtpwe.u: It would be bad hacen 4 on the part of the economists — 
who would be advising those in control of industry—and of course you get bad — 
cases—and there would be a loss. 


Mr. DeacuMaAN: You must admit their judgment would not be any better — 
than that of economists to-day because there would be the same men function- — 
ing and the same man at the head of the central bank. 3 


Mr. Cotpweuu: I am not talking of the central bank. . 
Mr. DeacuMan: I threw that in for the benefit of Mr. Towers. 7 
Mr. CoLpweELu: As a matter of fact— 
The CuHarrMaAn: That is our reference. 


Mr. Coupweuu: Although I believe that the operations of our banking — 
system are to some degree anti-social in this sense that they do not serve society © 
as they ought to serve it, I am quite willing and ready to assert this, that they — 
are among our most efficient capitalist institutions from the point of view of the — 
people owning and controlling those banks, and I think they take the advice— ~ 
if it is tendered to them—of their economists because economists give the advice — 
on the basis of protecting the banking institutions and making a profit. | 


Mr. McGeerr: Will you permit me one question because I have to go to. 
another committee? 


Mr. Cotpwetu: Yes, Mr. McGeer. 


Mr. McGergr: Now, what is the suggestion? It is not because there is not : 
enough money issued but because it is unequally distributed? | 


Mr. Cotpwe.u: That is right. 


* 

Mr. McGerr: What I suggest to you is this: in our system do you nota 
agree that if we expended larger sums of money on pensions to the aged, taking © 
care of children, and on education and health training, on the development of ; 
public parks, beaches, winter play-grounds, and on the general beautification — 
of city and countryside, and in such things as research work, and the mainten- — 
ance of order internally and externally, that that type of distribution of money § fe 


would not improve the lack of consumers? 


Mr. Cotpweuu: I am sorry, Mr. McGeer, that you cannot stay, because 
at the close of what I am going to say I shall say something about that. I 
agree with you thoroughly. 

[Mr. M. J. W. Coldwell, M.P.] 
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Mr. McGerrer: The only point I wanted to make was this: that in addition 
to there being an unequal distribution, it may be that in some channels of 
activity there is a want of sufficient distribution. é 

Mr. CotpwWELL: Quite. That is what I am saying. 


Mr. McGeer: And that as far as the capitalistic system—without going 
to socialism—is concerned there is opportunity for vast improvement providing 
one thing— 

Mr. CotpweE.u: Quite. 
Mr. McGrrr: —that we do not make the cost of that money too burden- 
some to the people able to pay taxes. 


_ Mr. Cotpweu: Quite. I agree with that. I was going to say something 
like that in a few minutes. 


| Mr. Puaxron: Are you proposing a system that is completely workable 
_ within the confines of one country? ) 


a Mr. CoLpwE.Lu: Yes. 


Mr. Puaxton: Regardless of the fact that that country is not self-con- 
_ tained as to raw materials and food? 


. Mr. Cotpwe tu: I will answer that question in this way, Mr. Plaxton, that 
in the evolution of any system of society—and the world has passed through 
constant evolution from one form to another form—there have always been 
states that have been far ahead of other states in that evolution, and invariably 

our experience in the past has been that human ingenuity has always been able 
_ to meet those situations as they arose, and I believe that in the transition which 
_ is coming—because whether we approve of that transition or not I think to-day 
~ every thinking man almost who makes a study of our social and economic affairs 
realizes that we are in a period of transition—and in that transition human 
ingenuity will be able to balance things as between state and state in a real 
world. 

Mr. Cieaver: Under almost any type of system. 


Mr. Compweiu: Yes. In fact, we have seen in the last few years the 
fascist states producing one kind of economy and state capitalism—I think 
that is a better description for Russia—with another kind of economy, and yet 
gradually the nations of the world are able to or will be able to reconcile those 
conflicting commercial interests in the international sphere. 

Mr. Lanperyou: There is one question I would like to ask you along that 
line. If you socialize the means of production—that is what you have recom- 
mended, socializing the means of production— 
| Mr. CotpweELu: Ultimately; the principal—I would qualify it—the principal 
means of production. 

Mr. Lanperyou: You also contend there will be a monetary system in 
operation, do you not? 
Mr. CoLpWELL: Quite. 


Mr. LanpEryou: Now, what plan have you for distributing purchasing 
_ power to the people when you socialize the means of production? How are you 
going to distribute the goods? 
Mr. Cotpwetu: Well, Mr. Landeryou, you have asked me what plans I 
have for distributing the goods; that is the question I asked you the other 
morning. I will answer that, however. 


Mr. CLEAVER: Give us the beer can story. 


Mr. CoLpwE.u: I will answer it. If the state owns and controls its natural 
resources, its principal means of production—that is the ability to produce 
more goods—those who perform any useful function within that state would 
receive the reward for the services they render. 
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Mr. Cieaver: Who would determine that? 

Mr. Cotpweitu: Now, who would determine that? - 

Mr. Cieaver: That really predicates an autocracy, does it not? - | 

Mr. Cotpweuu: No, it does not. It does not predicate an autocracy at all. | 
In fact, it predicates the very flowering of democracy; because within a state 
the organized producers of every kind and description who would also be the 
organized consumers would, through their representation and their representa- 
tives, decide what was a fair and just remuneration for the various services — 
rendered. In other words, you would get complete self-government. 

Mr. Howarp: We would not get much. 

Mr. Cotpwetu: I do not know about that. May I proceed? 

The Cuarrman: Yes, Mr. Coldwell, proceed. 

Mr. Lanperyvou: Mr. Coldwell suggested that he asked me a question and 
I refused to answer it, and I would like to know how he would distribute that — 
purchasing power. 

Mr. Cotpwetu: I think I answered it. 

Mr. Lanperyou: I did not understand your answer. 

Mr. Cotpwe.u: If you cannot understand it, that is not my fault. 

The CuarrMan: Proceed, Mr. Coldwell. 

Mr. Deacuman: There was one little question which I think would solve © 
this whole matter, if you would answer it. In a socialist condition naturally — 
it is left to the people to distribute the wealth by their own action; what share — 
would come from Mr. McGeer and what share would come from Mr. Jaques? 

Mr. CotpwELu: I leave that to your imagination. 

Now, the real trouble, in my opinion, is in the capitalistic economy which ~ 
distributes so much money to a few people, that this money is not available 
to buy consumers goods. This is the inevitable result of the property system, 
and no monetary reform schemes which fail to take note of this fact—some of 
them do, of course—can succeed. : 

Mr. Cueaver: What do you mean by the property system, and where — 
would you draw the line? 

Mr. Cotpweu: I pretty well defined that. 

The CuarrMAn: I confess I did not understand you. | 

Mr. Cotpwetu: All right, Mr. Chairman, for want of a better word I 
called it the property system. — : 

The CHarrman: Called what the property system? | 

Mr. Cotpweit: The system under which we live to-day. 

The Cuamman: Oh, I understand; the capitalist system, private property. — 

Mr. Cotpwetu: Yes, but I did not want to introduce the word capitalist — 
if I could avoid it, because you might have a discussion on “What is capital?”. 

The Cuarrman: That explains that matter because socialism has a property © 
system, but a different ownership of capital goods. f 

Mr. CotpweLu: Yes, a personal property system. Moreover, the present — 
capitalist system is, as I remarked before, essentially a scarcity economy. — 
Now, Mr. Deachman does not agree with me, but we have seen over and over 
again that plenty is a menace to its price and profit structure and hence the 
recent developments in the realm of power production have brought mankind 
face to face with the inherent defects of the system. So grave has the crisis — 
become that one might almost say the world is in the throes of a chronic or 
continuous depression. Hence men and women surrounded by goods and with 
possibilities of producing many more are apt to say: “Our trouble is we 
have no money.” 

[Mr. M. J. W. Coldwell, M.P.] 
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Mr. DracHMaAN: Silence does not give consent. 


Mr. CoLtpwELL: They fail to see that the reason they have no money lies 
deeper than a faulty banking system or the alleged stupidity of those who 
operate it. 


The CHarrmMAn: Hear, hear. 


Mr. Cotpwetu: Such a shortage of money they think is brought about 
not by faulty control of the machinery of production and distribution but in the 
“control of finance and its faulty mechanism. This, in my opinion, mistakes 
the shadow for the substance of real things. We believe that monetary and 
social reform are important, indeed fundamental steps in any reform movement, 
but we insist that it must be related to and keep abreast of reform in the whole 
economic structure. In other words, it must be part of an evolutionary process 
‘resulting from the rapidly changing, scientific, mechanical and social environ- 
ment. For us this evolution must be directed, ‘consciously involving, as it does, 
the co-operative effort of the community to plan constructive action in the 
production and distribution of things needful to the good life, as we might 
call it. It follows then that the community must control its natural resources 
“and those monopolistic and basic industries upon which our life as a com- 
munity depends. This does not involve the destruction of the idea of private 
property. Indeed to-day there is too little private property owned by the 
“many and too much public property owned by the few. 

Mr. Cuinaver: It is really the amount of profit you are complaining of, 

Mr. Cotpweu: Yes, distribution. Our aim should, therefore, be: more 
private property for more people which involves less private property for 
the few people. 

Mr. Lanpreryou: Would you suggest breaking up the farms into smaller 
ones? 

Mr. Cotpwetu: No. That question I think is quite unnecessary, because 
I am speaking of monopolistic industries. 

The CHAIRMAN: Give us:an example, Mr. Coldwell. 

Mr. Cotpweuu: An industry? 

The CHAIRMAN: That is monopolistic. 

Mr. Cotpwetu: I think perhaps I can give you several examples. 

The CHAIRMAN: Give us one. 

Mr. Cotpwe.u: I would say farm implements. 

The CHatrMAN: No, there is very strong competition, I assure you. 

Mr. Cotpwetu: Now, Mr. Moore, I happened to have been a member 
‘of the committee which went into the prices of farm implements. 

The CHAIRMAN: Yes. 

Mr. Cotpwetu: And I think it was pretty well the unanimous opinion 
of that committee that one company, the International Harvester Company, 
controlled 60 per cent in all of the production and was in reality a monopolistic 
industry, since it was able because of its size to set the prices for the products 
of the entire industry. 

The CHArRMAN: I think you are wrong. 

Mr. Coxtpwetu: I heard the evidence, and that was the conclusion pretty 
well generally. 

The CHAIRMAN: I am in a somewhat embarrassing position in regard to 
‘the matter. I know you are wrong. 


Mr. Cotpwerui: And I was just going to say the Imperial Oil Company, 
‘the Imperial Tobacco Company, and a number of others. 
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Mr. DeacuMAN: You will admit that many of these large corporations — 
have shown us the greatest operating efficiency and the greatest price reductions? — 
Mr. Cotpwetu: Quite. I am not saying that, I am pointing out further © 
that these monopolistic industries might be made to serve us even better than ~ 
they have. u 

: Mr. Curaver: Your sole complaint being excess profits in the hands of 
a few. $ 

Mr. Cotpweuu: And control too. ¥ 

Mr. Cueaver: Yes; would not the obvious thing be to seek ways and 
means of restraining or preventing these extra profits? 3 

Mr. CotpwELL: What I am suggesting is as it were a goal to which we 
must move by definite steps, some of which will readily occur to you. Now, ; 
nothing short of this basic reconstruction will serve to remove all—I emphasize 
the word all—the consumer disabilities which the present economic structure 
contains. Some, yes. Our problem therefore is primarily not one of the issue ~ 
of credit or of new ways of using the so-called purchasing power, but one of the 
control and distribution of real goods themselves. That is, we realize this; 
we should consider the financial system as not only an accountancy system 
but. as a method of relating our productive possibilities with our consuming” 
capacity not, as now, as a means of restriction, of our consumptive capacity— 
a profit necessity. Our movement has placed in the forefront of its program 
the socialization of the banks and gives as our immediate objective as distinct 
from our long-range objective; (a) to place the entire issue and control of 
currency and credit under the publicly owned and controlled Bank of Canada 
We would have to keep that before this committee. And (6) To bring other 
banking and credit institutions under public ownership and control so that the 
financial system should become the instrument of public economic policy and 
social progress. We believe that it is possible through democratic action and 
control to plan our production and distribution so that the actual and potential 
abundance may bring security and “the good life” to every Canadian citizen. 
Such a process must be evolutionary, rather than what is sometimes called 
revolutionary; and in that process of social and economic evolution monetary 
and financial reform must find its proper place. ‘ by 

Mr. CLeAverR: What evidence have you from the few experiments which | 
we have already made in the socialization of industry that socialized industry 
will be more efficient than privately owned industry? i 

Mr. Howarp: It won't. 

Mr. Cotpweiu: Mr. Howard says it won’t. | : 


_ Mr. Howarp: I will give you an example afterwards, | 


Mr. Cieaver: The witness (Mr. Coldwell) must think it is so or he 
would not advance those views. | q 
Mr. Cotpweiu: I think that in the main, properly planned, it would be 
more efficient; so long as you have this in mind, that within our present system 
where you have a co-operative or socialized industry that co-operative or 
socialized industry must play the game according to the rules of the system 
within which it operates, which creates difficulties; but in spite of that I would 
say this, that in this very province of Ontario the Ontario Hydro Electrie 
Company, for example, has been a very highly efficient publicly owned utilit ‘“ 
The CuarrMAN: There are two points of view there. : 
Mr. Cotpweiu: Two points of view, Mr. Chairman; but as to this I am 
giving my views. i 
The Cuarrman: Before you go on, Mr. Coldwell; I am as strongly opposed 
to monopoly, if not even more strongly opposed to it than you are. It seems 
to me this is the position when you speak of monopoly existing in Canada, ané 
[Mr. M. J. W. Coldwell, M.P.] <' 
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we have had some illustrations of it, you speak of quasi monopoly. For instance, 
in the textile industry if there is any form of monopoly it is a quasi monopoly. 
Now then your suggestion is that we ought to have absolute monopoly under 
state ownership. My suggestion would be that we bring it out of the very 
appearance of monopoly and restore competitive services to society. Those 
are the two points of view, don’t you think? 

F Mr. CotpweLu: Yes. And I think I may say this without any reservation, 
that if it were possible to go right back to the old competitive system in every 
possible form— 

: The CuarrMan: I believe it is. 

-. Mr. CoLpwe tu: national or international we might still find that there 
would be a rough and ready reconciliation of difficulties within that old com- 
petitive system; but I believe that the return of the old competitive system 
is utterly impossible. And consequently— | 

Mr. Criraver: Why do you arrive at that conclusion? 

+ Mr. Cotpweuu: Mr. Cleaver himself asked me that very question a little 
while ago. 
‘. Mr. DracuMAN: The vested interests of labour and capital are too strong. 


y! 


7 Mr. Cotpwetu: Yes, the vested interests of labour and capital are too 
strong; and, Mr. Deachman, | will agree with you that labour has a vested 
interest. 

Mr. Howarp: Sure. 

Mr. Cotpweti: There is no question about that, but I mean— 

0 Mr. DreacuMan: We are bringing legislation now before the house to 
_ prove that. | 

s Mr. CotpwELL: That may be so. I am saying it is a vested interest because 
an organization within a given economic system must of necessity get a vested 
interest in that system after it remains within it. 

. Mr. Puaxtron: You are suggesting then the elimination of the vested inter- 
ests of labour as well as capital. 

* Mr. Cotpweutu: No. If it were possible I think the competitive system 
might work in a rough and ready way. I said that before. 


| . eddie : 5 
Mr. Puaxton: You are suggesting the elimination of the social and vested 
interests of labour. 

. Mr. Cotpweti: No, I am not. Don’t misunderstand me. I say you can- 


a 


“not eliminate it, and in the new society which to-day is evolving you are voing 
‘to have a nation-wide increase of organizations in any event, whether it is in 
‘an advanced form of capitalism or not; consequently, the point that you have 
to decide is whether you are going to let capitalist monopolies rule you or you 
rule them. 


€ The CuatmrMan: Let us rule them. 

, Mr. CotpweLu: That is the question, and I say we have got to rule the 
~ monopolies. ; 

; The Cuamrman: No, no; you suggested that we should have one big 


_ monopoly. . 

* Mr. Compwety: Oh, no. If it is a monopoly of the will of the Canadian 
people, or any other people, then I say that is the highest form of democracy ; 
it would be the will of the people. | 

& The Cuarrman: They would argue that way. Now I begin to follow you. 
And that is social democracy. 

Mr. Lanperyou: Would not that mean that the interests of the workers 
vould be disturbed through the use of solar energy in place of human energy, 


yy that, of course, I mean the use of machine-power as compared to man-power? 
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Mr. Cotpweiu: Of course, I did mention power production, but to my 
mind the more power production we get and the more the necessity for human 
labour is eliminated, if we have the intelligence we ought to have, the better 
off we ought to be. 

Mr. Lanperyou: If these men are displaced from industry and you have 
socialized means of production and you cannot supply them with the require-— 
ments they need, how are you going to distribute these goods to them? . 


Mr. Cotpweuu: I think I dealt with that in part. 

Mr. Lanpreryou: They are making no production because they are elim- 
inated. 

Mr. Curaver: They are not necessarily eliminated under a proper set-up, © 
they would be free to make other things that were needed. 


The CHatrMan: Go ahead, Mr. Coldwell. 


Mr. Cotpweitu: Not only that, there is no reason in the world why if you — 
eliminate the necessity for large quantities of work you are not dividing more — 
or less the work that remains and instead of having unemployment, which is — 
leisure in poverty, you could have leisure in abundance and enjoy it. 


Mr. Curaver: Yes, or a higher standard of living. | 


Mr. CoLtpwELu: That is it. I have said that a purpose, not the sole purpose, 
of a central bank was to secure sound equilibrium in the economy of the nation. — 
Taking 1926 as the base year at 100 as the index price, we find the wholesale © 
index to have been 95-6 in 1929 and 73-3 in January of this year. This would © 
indicate that we are suffering from a serious deflation of prices at the present — 
time. 


Mr. CiEAver: Have you the intervening figures? . 
Mr. Co_pwE.u: Yes, I have. { 
Mr. Curaver: For the intervening years? 


Mr. Cotpwe.u: I have them here somewhere. I just took 1926, 1929 and 
1939. 


Mr. DracHMAN: Give us 1933. 


Mr. Cotpweuu: Consequently I am of the opinion that a considerable 
measure of reflation even from the level at which we are now might be under- 
taken to advantage, and of this situation the Canadian government might make 
the Canadian farmers and workers the beneficiaries. 


Mr. DracHmMan: They are doing that. 
The CHAIRMAN: Order, order. : 


Mr. Coutpwe.u: In the House of Commons we have had the suggestion © 
for the issue of a very large amount of new money. I think the amount con- { 
templated was some $750,000,000, which would retire maturing bonds, provide ~ 
for the retirement also of outstanding treasury bills and leave a large amount 
for a public works program. Now, in my opinion the issue of $750,000,000 of 
new money all at once would dislocate our economy and would not achieve the 
results expected of it. Its effect would clog the financial system and create a- 
condition which might cause even more difficult conditions. In other words, 
most of the issue would pass immediately into the hands of persons and financial — 
interests who would have no other use for it than to place it in banks for re-invest- 
ment in securities of a similar nature. If they did that the net result would be 
a rise in the monetary value of government bonds for sale on the bond market, — 
and other gilt-edged securities. When these became exhausted or rose to a 
maximum of attraction from the standpoint of return on investment these people 
and interests would turn to less desirable types of investment with the result 
that a severe financial crash might follow. All this might be one effect of this 
issue to the owners of government bonds. There is no guarantee that any con- 
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iderable part of the issue would benefit the workers and the farmers to any 
extent, or that such a course would be beneficial to them. You will notice then 
hat I am opposed to this original suggestion because of a number of factors, 
gut not altogether on the grounds of inflation, on other grounds. That argu- 
ment, that is the argument of inflation, under present conditions does not. 
f ighten me. However, I am convinced that to- day we are suffering from defla- 
tion of prices, and unemployment, and that the fall in value of our commodities 
in the past several years must be arrested and co-related to a price rise to the 
producer or our entire economy will suffer. I am therefore not opposed, on the 
ground that I have already given, to the proposed issue of a large amount of 
National money by the Bank of Canada at the direction of this parliament. I 
z opposing the method originally suggested by Mr. Landeryou himself because 
do not believe it would attain the results which he desires or expects. 


; Mr. LANpERyovu: We were just dealing with the subject of debt at the time. 


Mr. Conpwetn: That is my own opinion; and if it came before the house, 
I would move an amendment. 


‘ Mr. Lanprryou: It was not the issue of new purchasing power we were deal- 
ing with. It was the issue of moncy to retire debt, if my friend will remember. 


Mr. Cotpweiu: That is what I said, precisely, to pay bondholders for the 
amount that was maturing. 


Mr. Puaxron: You just started to give where that money would travel 
afterwards. 


:. ‘Mr. Cotpwetu: I would suggest that we could issue an amount of new 
money, say, up to around $100,000,000 for public works, and I am going to ask 
Mr. Towers perhaps one or two short questions on that afterwards. Our two 
most pressing problems at the moment are unemployment and the low prices of 
agricultural products. To pay the bondholders many millions of dollars might 
not affect these problems to any appreciable degree for a stimulation of produc- 
tion resulting in greater employment and a consequent demand for farm products 
would depend entirely upon the re-investment of these funds by private capital- 
ists and corporations. If, on the other hand, this government authorizes the 
Bank of Canada to issue, we will say, up to $100,000,000 worth of currency free 
of debt, as my friend put it, to finance a comprehensive programme of public 
works, social services and housing, the money would pass immediately into the 
hands of persons who need more food, more clothes, more houses, more furniture, 
more of everything that industry and agriculture produce. 


Mr. Taytor: Which are inequitably divided. 


~ Mr. Cotpweii: This would improve the demand for milk, butter, cheese, 
eggs, meat and other agricultural products and would immediately benefit the 
farmer. I take it that ‘these are the groups which today suffer the most from 
the current economic chaos. 


Mr. Lanperyovu: Might I ask a question? J am in favour of that. 


_ Mr. Cotpweui: Would you mind waiting? We should also keep this in our 
mind—and this is where probably there is an answer to those who say that what 
they are doing in New Zealand may bring about something of a collapse there. 
We should keep this in mind, that when that money had been spent, the nation 
would have public works, houses and services to the value of the sum issued; the 
farmer and the unemployed would have furniture, would have enjoyed food and 
the amenities they now lack; municipalities would have certain tax arrears paid 
and lending institutions would have loans repaid and put it to better shape. 
The manufacturer and retailer would also benefit and our economy would re- 
ceive a pronounced stimulus. If we are going to try such an experiment, then I 
say let it be tried in the manner in w hich it will be apt to do the maximum 
good, not pay off the bondholders, but pump it in at the bottom. 
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Mr. CieAver: How would you propose to pump it in at the bottom, as you 
say? 
Mr. Cotpwe.u: You distribute it largely in wages for public works and con= 
struction projects that require a great deal of labor. That would go in at the 
bottom. j 

Mr. DracuMAN: Regardless of whether or not they are economically profit- 
able or would improve the economic productive power of the nation? : 


Mr. CoLtpwe.tu: At the moment we are faced with a dilemna. That dilemna 
is the continuance of the present unemployment and poverty; and at the risk of 
something being novel or economically unsound from the point of view of the 
orthodox economist, I would say the experiment is worth trying. 2 


‘ Mr. DeacuMan: I have a better way of doing it, but I am like the rest of 
them. y 
Mr. Cotpweiu: May I suggest this— 
The Cuamrman: You have the floor. 2 
Mr. Cotpwetu: —that Mr. Deachman tell us the better way of doing it? ‘ 
The CuarrMAN: You have the floor. a 
Mr. DeacuMAN: I refuse, on the advice of counsel. 


Mr. Lanpgryou: May I ask a question? 
Mr. CoLDWELL: Yes. 


Mr. Lanperyou: I find myself in accord with the proposition of my frientl 
that we should issue more money for public works. But I am going to ask 
him this direct question. If the same amount of money was placed in the 
hands of the people in the form of a national dividend, would it not have the 
same effect in increasing your demand for cheese, as you mentioned, and for 
all those other commodities that you have mentioned that they are now in 
need of? Would it not have the same effect if they worked on public highwaye 
and received wages for that? Would it not have the same effect? "i 


Mr. Cotpweiu: I would answer that question im the negative, Mr. Lan- 
deryou, and I do it for this reason: If you are going to issue a national dividend— 
Mr. CiEeAveR: He means the dole. 


Mr. Cotpweiu: I must answer your question, Mr. Landeryou—you are 
going to issue it as Mr. Aberhart, I think, said, to millionnaire and pauper 
alike, to everybody. | 

Mr, Curaver: Yes, a dole to everybody. % 

Mr. CotpweELu: And, consequently, a great deal of it would not go in a 
the bottom but at the top. , 


Mr. Lanperyou: Let us take this proposition of yours of $100,000,000. 
Suppose that we spent $100,000,000 to build a highway. I admit that people 
will have $100,000,000 to buy cheese and other commodities which at the 
present time they are in need of. But if you were to give that to the same 
people who would work on the highway—that $100,000,000—in the form of @ 
dividend, would it not have the same claim against things and would not the 
same purpose be served? 


Mr. Cotpwe.u: But you would have nothing to show for it afterwards. © 
Mr. Lanprryou: That is right. I am not questioning that. 

Mr. Cotpwe.ut: You would have nothing to show for it afterwards. 
Mr. Lanprryovu: But it would have the same effect. 

The CHarRMAN: Order. 


Mr. Cotpwretu: May I answer Mr. Landeryou to this effect, that in m 
opinion a national dividend may come one day, but it will only come bse 
[Mr. M. J. W. Coldwell, M.P.] 
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‘the nation that tries it or the world is under complete communism. That is 
the only manner in which you will get a national dividend for all. 

Mr. DracHMAN: There is one thing I should like to say here, because I 
do not think the record would be complete without it. Mr. Coldwell quite 
inadvertently, in discussing the question of prices, took the date, I think, of 
1926 as 100. 


Mr. CoLpwe.u: Yes. 


| 
) 
\ 
c 
! 


| 
| Mr. Deacuman: An then referred to the present prices and said there 
thad been « decline, that there had been deflation since then. 

| Mr. Coupwet: Yes. 

: Mr. Deacuman: The bottom of the price level, so far as farm products 
‘are concerned, was reached in 1932; and there has been a substantial inflation 
‘or upward movement of prices since then. 


F Mr. Cotpweuu: Yes. I did not speak of farm prices. I spoke of the 
‘wholesale index. 

Mr. DracHMAN: I have it in regard to the cost of living. The cost of 
a living in 1933 was down to 77.5, and now it is up to 85. 
i Mr. Cotpweu: Yes, that is quite true, but what I actually did was to 
take the 1926 figure.. 
Mr. DrEAcHMAN: Bas the inflationary movement had started and had 
‘made considerable progress. 
Mr. Corpwe.u: I took 1926, 1929, the year of the crash, and the year in 
‘which we live. 
_ Mr. Deacuman: But you are leaving out the intervening period. 
a Mr. Cieaver: Before you leave the point in regard to housing would your 
proposition be that the government should go into the business of building 
houses? 
’ Mr. Cotpwe .: Yes. 
: Mr. Curaver: Do you not think that that in turn would discourage the 
: building trade and as soon as the government programme of building houses 


was over we would still have the men out of work? Would it not be better 

4 © carry on the policy which we are now adopting of stimulating the industry 

‘itself which will have a continuity of effort? 

% Mr. Cotpwe.tu: Within our present system, Mr. Cleaver, if that policy 

: were successful, I would say go ahead with it; but our experience in the last 

a years, or the last two years, has been that that stimulus has not been 
sufficient. 

| Mr. Crieaver: The figures for the last six months of the year since the new 

Housing Act has been in force would indicate a remarkable improvement in 
‘the house-building industry. 

i: Mr. CoLtpwerLui: Some improvement, but not adequate. I may say this, 
‘that where another plan has been tried, the Dominion of New Zealand, we would 
have to build this year thirty-five thousand new houses to parallel what they 
‘did last year in that country. But in New Zealand, side by side with the 

Beovernment program, there has also been a great deal of building by private 

interests. 

Mr. Cieaver: Unfortunately I have not the New Zealand figures with me. 
Mr. Cotpwetu: I just have the volume here. 

i Mr. Praxton: Do you suggest that the expenditure of $100,000,000 in the 

fa manner you suggest, beyond the realm. of experiment, will produce the results 
you claim would flow? 

H Mr. Coutpwe u: I think it would be a stimulus. 
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Mr. Puaxron: Why stop at $100,000,000? | 
Mr. Coutpwetu: It is like a doctor giving a drug; he may give Aven grams of 
a drug and do the patient good, but if he gave 500 grams of the drug he would 
kill the patient. ¥ 
Mr. Puaxton: Why pick on $100,000,000? | 
Mr. CoLtpweE.u: I just said, say, $100,000,000. Or $50,000,000. As a matter 
of fact, I think Mr. Woodsworth gave Mr. Towers something I am going to 
refer to shortly, and Mr. Towers probably has a memorandum on it, which deals 
with an issue of $50,000,000. 
Mr. Cieaver: Have you canvassed the idea that your experience might 
work better if that $100,000,000 were spent in some way where it would not 
be in competition with industry? : 
Mr. CoLtpweE.Lu: Can you suggest anything? e 
Mr. Curaver: Yes. Mr. McGeer suggested road-building and perhaps 
power development. 
Mr. Cotpweuu: I think I said that too. Housing was one of the things : 
mentioned. + 
Mr. Crzaver: Of course, when the government goes into the housing 
business it is in uhh competition with private industry. : 


business nificicnily and our people lack houses, then it seems to me it is quite 
legitimate for the government to take a hand. i 

Mr. Cuieaver: Why not stimulate the existing industry rather than put it- 
out of business? . 

Mr. Cotpweuu: That is all right, Mr. Cleaver; I am not quarrelling with 
that point of view at all. 

_ The Cuarrman: Proceed, Mr. Coldwell. 

Mr. CotpweEuu: The issue of money for public works will, I believe, hava 
some results immediately, and may have many good results within a measurable. 
period of time. Meantime, the results I have indicated can be expected from: 
expending the money to be issued i in a public works program. In an expanding 
economy, public debt, dealing with the retirement of a large volume of debt, 
is not the most alarming factor in the economic structure. A much more 
alarming symptom is widespread unemployment and poverty among the ome 
and workers. 

Mr. Lanpreryov: Is that not because there is an accumulation of wealth? — 

Mr. Cotpweiu: Yes, when in a few hands. 

Mr. LANDERYOU: That is represented by debt. 

Mr. Cotpweiu: Just a moment. If you are going to issue money—lI a 
not discussing that phase at all, but what I am saying is—if you are going to 
issue money from the sovernment to do certain things, instead of putting it ings 
the stagnant pool at the top pump it into the stream at the bottom. = 

Again it may be argued that the retirement of millions of dollars worth of 
bonds for new money would tend to reduce interest rates. That is true, but if, 
on the other hand, the money were paid out for public works, the money so 
paid would get into the hands of the banks and would have precisely the same 
effect but would have already served a still more useful service in having 
distributed goods to workers and farmers and provided the nation with publie 
works. a 

Mr. Lanperyovu: I am in favour of doing both, Mr. Coldwell. ¢ 
Mr. Cotpwe.tu: That is all right. I am trying the argue that as long as 
you had the right amount— . 

[Mr. M. J. W. Coldwell, M.P.] 
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The Cuarrman: Go ahead with your presentation, Mr. Coldwell. 

Mr. Cotpwe.u: But some will argue that all this would depreciate Canadian 

‘eurrency in terms of foreign exchange, and Canada is an exporter of goods. 

Such a depreciation might actually benefit the Canadian producer. Recently 

we have seen a depreciation of the British pound in terms of Canadian dollars. 

In 1932, and we in the west can never forget this, the pound had fallen to about 

~ $3.25 in Canadian money, with disastrous results to the Canadian farmer. A 

_ depreciation, therefore, of the dollar in terms of foreign exchange would give the 

_ producers of export commodities a larger return for their goods in terms of 

~ Canadian currency. That is, providing the depreciation was not too great. 

i Under our present system the manipulation of the currency results in 

increasing or decreasing returns to various classes in the community. At the 

moment, the farmer suffers from low prices, the worker from unemployment, 
~ whilst those in receipt of fixed incomes from bonds, mortgages, securities, and 
go on, are able to obtain more goods for the money they expend. The deprecia- 
tion of the dollar would tend to take something from the latter group and give 
it to the former. Again we are faced with the problem of choice. Choose either 
employment for the unemployed and better prices for the producer or the privi- 
leged position of the financier and those who live on securities and more or less 

& fixed incomes from many sources. Eventually improved economic conditions 

~ would improve conditions for all the people but until that improvement comes 
some inflation or even reflation would reduce the returns to some groups in the 

2 community. 

a You cannot get something for nothing although the redistribution of wealth 

- which would result from a large expenditure on public works, financing directly, 

_ but effectively, increased consumption to the worker and benefitting the farmer 

would eventually result in improved conditions for the nation generally. 

; Mr. Lanprryou: You agree you cannot get something for nothing? Hf you 

are going to redistribute existing wealth you will have to take away from those 

_ who have to give to those who have not. | 

h Mr. Cotpwetu: Yes, but those who have not at the moment have performed 

services which entitled them to something more than they have. I am not using 

- that in the sense that is sometimes used. 

i Mr. Plaxton: How do you explain the present unemployment relief condi- 

tions in the United States in light of the vast expenditures? 

4 Mr. Cotpwetu: May I just say something about that in a minute? 
Improved conditions would improve our tax position and enable us to collect 
more money from those to whom it must eventually flow. If we owned the 

entire banking system an operation of this type would be easier but we do not 

own either the chartered banks or any large segment of industry. Hence we 
must rely on taxation to recover the national issue in order to re-issue national 

- money in the future, if we are going to continue that method. This is something 

_ that many people overlook. 

In my opinion you cannot keep issuing new national money without 
receiving a substantial portion of the former issues. The raising of the total 
national income, however, enables a government to raise revenues by taxation, 

and that is where I would refer to the United States. For example, in the 
United States the annual national income was increased by thirty billion dollars 

- between 1932 and 1937, enabling the government to collect more revenue by 4:4 
billions a year. . 

In Canada our circulating media have declined since 1929, I believe. 


Mr. Towers: No, increased. 
Mr. Cotpwetu: By how much? 
; Mr. Towers: The deposits, about 16 per cent. 
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Mr. Cotpwe.Lu: Our euleuas media, coinage, bills and so on. 

Mr. Towers: Active circulation? 

Mr. CoLpwE.u: Yes. 

Mr. Towers: I think that is about the same. 

Mr. Cotpwe.u: I thought there had been a decline. | 

Mr. Towers: I think that that thought of a decline often arose from com- ’ 
paring the total of the dominion note issue before we commenced operations ~ 
with the total of the note circulating position now; whereas under the old © 
regime, as you know, dominion notes were used as cash reserves by the banks 
whereas in the main they now use deposits with us. 

Mr. Cotpweiu: There may be an explanation there. I thought there had ‘ 
been a decline in active circulation, but in any event the experience of the ~ 
United States has shown that they have at least been able to collect a very — 
substantial increase in the form of taxes. 

Mr. Piaxton: Are you going to deal there with the unemployment © 
situation? : 

Mr. Corpweiu: Now, in the United States they have unemployment in © 
spite of all they have done. The priming of the pump in the United States, as — 
it is sometimes called, materially reduced unemployment for a time. 3 

Mr. LANDERYOU: Hear, hear. 4 

Mr. CotpweLtu: And moreover, it did this, it relieved us of re necessity — 
of doing the same thing, because we benefited from that which they had — 
done in the United States. Included in their unemployment, remember, are ~ 
the hundreds of thousands of young men who to-day are in their C.c.c, 4 
camps, and others who are working on W.P.A. projects. We do not include © 
such persons in our returns. I think it shows this and it rather proves what — 
I said at the beginning, that these ameliorative steps that can be taken do ~ 
not solve the problem; they only relieve the problem and we have got to go : 

® 


: 


more deeply; but at the moment I am anxious to see something done in this © 
country which will relieve the problem and continue to relieve it while we are ~ 
progressing to something that will ultimately care the problem perhaps — 
for us. : 
Now, we may be told that the present currency is all that we require © 
to carry our present credit requirements; that the issue of about $100,000,000 — 
would increase the reserves of the chartered banks to that extent and enable : 
them to make new loans if they wished of $1,000,000,000 on the basis of — 
ten to one. : 
That may be true, but if the banks will not lend money now, and I am 4 
not critical of that because they must run their business as business institu- — 
tions within the rules of the game to make a profit, and private enterprise — 
will neither expend its own savings nor borrow them, that is, other people’s i 
savings, a government issue for public works is, I think, fully justified. 
Now, that is practically all that I wish to say except that I am quite © 
aware of the danger that would be said to lie in the proposal to issue any ~ 
large amount of money for public works, because it would, it may be ~ 
said, increase the volume of goods in terms of money, and it would be a form — 
therefore of taxation on large numbers of people, and it would get back again — 
into the hands of those who control the financial system. All these things will — 
be said, I know. I am not arguing that. The question I want to ask Mr. Towers : 
is this: I think Mr. Woodsworth gave him a memorandum. 
Mr. Towers: I am sorry, I have not got the answer to that now. I did — 
not understand it was needed for today. . 
Mr. Cotpweiu: Then I will refrain from asking these questions today. — 
It would be much easier to get a short memorandum. 
[Mr. M. J. W. Coldwell, M.P.] 
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Mr. Towers: Yes. 

Mr. Lanveryou: Just on that point about the danger of increasing prices 
when there is an increase in the volume of money, could not that be overcome 
by non-monetary action such as the establishment of a price control? Would 
you be in favour of the establishment of a price control? 


Mr. Cotpwetu: I am very much in favour of certain forms of price con- 
ol; but to my mind price control would not meet the situation that might be 
created by a very heavy inflation. I think the experience of European 
countries shows that we should endeavour to relate intelligently the amount of 
purchasing power to the amount of goods; but my contention is that is not 
done now, and what I propose, is simply increasing the amount of purchasing 
power more nearly in line with goods. I think you ‘have to exercise some intel- 
_ligence in that regard. 

Mr. Jaques: How do you propose to issue the fifty million? In the 
ordinary way? 7 

Mr. CoupweEti: No. I think I made that abundantly clear. 

Mr. Jaquss: I am sorry; I did not understand it. 

Mr. Coutpweuu: I used your own term, Mr. Jaques; debt free money. 
Mr. JAqurs: Oh, I see. 


Mr. Craver: I wonder if Mr. Coldwell would now be willing to allow me 
to ask him a few questions as to how he would suggest his proposed system 
be brought into effect? 
The Cyaan: I think Mr. Coldwell would be glad to answer any question. 
Mr. CoLtpweE.u: Yes, as long as you have patience, Mr. Chairman. 
The CHatmrmMan: I am more than patient; I am extremely interested in 
Bec: paper. 
_ Mr. Curaver: As I understand your proposal, your suggestion is that 
the state should own all industry and should operate all industry? 
| Mr. Cotpweuu: No; I say this, that in the evolution of society I believe 
that that will come about. 
f Mr. CrieaAver: Eventually. 
* Mr. CoLpwELu: Yes, eventually. But I say this, that the state should now 
own, control and operate those industries that reach the stage of monopoly. 
ir, that answers the question that was shot at me by someone, but I did not 
_ answer it, regarding the land. In this country land is not by any stretch of 
the imagination 2 monopoly. It is used by the individual for the sustenance 
of himself and his eens and therefore, is proper for personal or private 
wnership. 
Mr. Curaver: Your suggestion, in effect, then, is that only such industries 
should be socialized as could be more efficiently operated under a socialist 
system? 
Mr. CotpweEuL: I would not put it that way. I say more efficiently serve 

the nation. 
i Mr. CueAver: Are those terms not synonymous? 
% Mr. Cotpwe.i: No. An industry might be monopolistic, might be highly 
: efficient as an industry but might not serve the nation, but really exploit 
_ the nation. 

Mr. Taytor: As most of the power companies do. 

Mr. Cotpwe.u: Yes, lots of them do. 

Mr. Curaver: Then, having reached that conclusion that certain important | 
dustries should become socialized, how would you finance them? Would you 
have a co-operative financing scheme and let the general public hold stock in 
those industries? 
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Mr. CoLtpwetu: No. | 

Mr. CurAver: Or would you finance them by the issue of Bonds andl 
debentures? | 

Mr. Cotpwetu: You ask me how we would finance such an industry. Now, 
you notice I stated that we would regard the socialization of the financial insti- 
tutions, including the chartered banks, as fundamental to any program. 

Mr. Creaver: Perhaps I could make my question clearer and get my answer 
more quickly by giving you an illustration: a municipality decides to build a 
waterworks plant to distribute water to the residents of the municipality. That 
plant is owned by the municipality and that plant is financed by issuing deben-- 
tures of the municipality. Is that the way in which you would propose to 
do it? : 

Mr. CoLpwELL: You might possibly finance a good deal of your industry © 
in that way—your nationally owned industry in that way at the outset. 4 

Mr. Curaver: Your shareholders in the industry would be the people 
who are patronizing the industry? ; 

Mr. Cotpweii: Of course, the owners of your debentures would be the © 
people in all probability who would be patronizing the industries. 

Mr. CuEaver: Your suggestion is not socialism as I understand it; your — 
suggestion is an extension of our present system. { 

Mr. CoLDWELL: You will notice, Mr. Cleaver, that as far as I am able 
I seldom use the term “socialism” or “socialist”, the reason being that there 
are so many conceptions of what the term means to-day that you are liable | 
to be quite misunderstood. 

Mr. CLEAvER: Quite; and I am asking these questions, Mr. Coldwell, not 
in criticism but so that we may understand your proposal. Your proposal in 
the final analysis is simply that we shall extend our already existing “| 
a 


of public ownership. 
Mr. CoLpWELu: Quite. 
Mr. McGesr: Of course, there are few countries in the world that have — 
any more public ownership than has Canada to-da 7 3 
Mr. Cotpwetu: Yes, Canada has gone a long, long way toward the national- ~ 
ization of its structure, and will go much further. I expect it will be a gradual © 
process. 
Mr. Curaver: My next question arising out of that is this: what indus-_ 
tries do you believe would be proper ones to become publicly owned? : 
Mr. CotpweELu: One of the first industries, I would say, that might become © 
publicly owned would be the mining industry, on account of the revenue which — 
it would probably give to the state rather than to that feature of monopoly. 
Mr. CiEeaver: Can you give any illustration that would convince you — 
that the mines could be more efficiently operated under public ownership than ~ 
under private ownership? Now, I want you to disabuse your mind entirely © 
of the question of profit, because in my opinion excess profits can be controlled, — 
and it is in the public interest that we should have management of industry — 
that will be most efficient; but I am perfectly frank to admit that what I have 
seen of public management of industry does not establish in my mind any great — 
confidence as to public management of an industry such as the mining industry. 7 
Mr. Cotpweitu: Well, I would answer that in this way: you want me to — 
eliminate the desirability ‘of taking profits? f 
Mr. CiEaver: I want you to eliminate the fear of too great profits. L 
believe that can be controlled in another way—a better way than you suggest. 
Mr. Co.tpwetu: I will do that. I will eliminate that feature altogether. 
I say that I know of no industry in the promotion of which there is such 2 


[Mr. M. J. W. Coldwell, M.P.] 
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waste of funds that might be used more usefully in society than there is in 
the mining industry. 

| Mr. Craver: Does not that arise in the capitalization of the mine rather 
_ than in the operation? 

Mr. CotpweE.u: Certainly; of course. 

Mr. Cueaver: Then, if private ownership can more efficiently manage and 
operate a mine, and if your problem is simply the problem of the great waste 

that enters into the capitalization and the detrimental effect of excess profits, 
: would not the obvious thing then be to attack those two branches of the problem 
rather than to scrap the whole thing? 

Mr. Cotpweuu: Well, the argument is a logical argument; but on the other 
hand the mining industry is one which takes out of the country, out of the land, 
something which can never be put back. It is unlike farming in that respect. 

Mr. Cueaver: I agree with that. 

Mr. Coutpweuu: And I think this, that the state is entitled to all that 
comes out of that particular resource. 

Mr. CLEAVER: Quite, but you are speaking of mines; do you think that 
the government could manage and operate the Lake Shore mine more efficiently 
than it is being operated now under private control? 
ti Mr. Cotpweutut: You ask me if I think the government can do it. My 
answer would be in the negative, as a government. 

,, Mr. Cueaver: Do you think a municipality could do it? 

Mr. Cotpwetu: Just a minute; I do not think for one moment that the 
government as a government can do anything in these things. You understand, 
I am not urging that. But what I am saying is this, that the owners of the 
mines don’t operate those mines as a rule, they hire highly efficient technicians 

- to manage and operate those mines; that those technicians and those brains are 
available to the people of Canada, and I believe that they would work just as 
well in fact I am of the opinion that the public servant as a rule works just 
a little better in the interests of the nation than he does in an insecure position 
in a private corporation. | | 

Mr. Curavrr: Can you give us any illustration of where that has been 
done; other than the illustration which you gave us of the Ontario Hydro 

— Flectrie Power Commission with which we are all familiar; and we realize that 
the success of the Hydro Electric is not as the result of public ownership but 
because of the outstanding ability and the autocracy of one or two individuals. 

Mr. CoutpweLtu: That may be so. You ask me if I can give examples of 
this sort of thing. Well now, I hesitate because of the fear of being misunder- 

~ stood to mention what has been done in Russia or what has been done in 


<a 


Germany. 
Mr. Curaver: I was referring to Canadian examples. 
Mr. CoLtpwELL: —or what has been done in Italy. 


The CuarrMAN: Take Russia, we are all conversant with that. 

Mr. Cotpwetu: With Russia? 

The CHarrMAN: Yes, go ahead with Russia. 

Mr. Cotpweuu: Well, there you have a country which at the close of the 
great war was entirely delapidated—in every sense of the implications of the 
word delapidated—with a population that was probably at the lowest rank of 
literacy in the world. 

The CHAIRMAN: You are speaking now of mines? 

Mr. Cotpweuu: I was just going to say this. 

The CHAIRMAN: Yes? 
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Mr. CotpweEtu: In the course of 20 years they have built up an economy— ~ 
I don’t know how efficient it is—but at least they are producing to-day under a — 
public owned system which they have. I am not in agreement: with the basis 
of their philosophy at all, but that system has been able to provide a vast 
quantity of new goods as well as factories and so on. Now, the chairman says 
we were speaking of mines. He is quite right. In the mining areas in the Don 
basin, for example, before the war vast quantities of coal were then being 
mined, but the condition of the people who worked in those mines simply 
beggars description. Colonel Mackay will tell you that. And to-day those 
miners are decently housed, and decently fed, and are producing per unit man 
several times the quantity of coal they produced under private ownership 
before the great war. 

Mr. Lanpgeryovu: Is that development postulated on the issue of quantities 
of credit? 

Mr. CotpwELL: Of course, they issued credit against the goods they were 
producing as they produced them. 

Mr. Lanpgeryou: If you were going to socialize mass production here— 

Mr. CotpweEtu: It is very difficult to talk about a country you have not 
visited. : 
Mr. Lanperyou: It would not be done by forcibly taking away the 
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property from individuals, it would be done by buying them. "I 
Mr. Cotpwetu: Obviously. 4 
Mr. Lanperyou: Where are you—where is the Dominion government going ’ 

to secure the money to socialize the means of production of the country? 4 
Mr. Coutpwetu: Well, I think that is very obvious.. Remember, that I f 

said this, you could issue tokens against goods that you owned. If you exchange Fi 

tokens for goods that somebody else owns, and you own—that is, afterwards— — 

you have the goods from the productive enterprise to retire, if you like to call z 

ir 


it such, the loan that you make against the industry. 

Mr. Lanperyou: You suggest the issue of money for the purchase of 
industry should be limited to $50,000,000 or $100,000,000? 

Mr. CotpweLu: You don’t mean to say, Mr. Landeryou, that you actually 
think that any government would say to organizations, we will say, that had 
hundreds of millions of dollars invested to-day, we are going to give you these 
hundreds of millions of dollars all at once. I do not think so. I think you ~ 
would do it over a measurable peroid of time. ; 
: Mr. Lanperyou: As you do that you will be piling up debts in the form — 

of national debts, you will be piling up national debt instead of private debt, — 
and you would still have that debt burden to carry. 

Mr. CotpweEtu: You would not have that debt burden to carry on as you 
have been carrying the debt to-day which is unproductive, you would have — 
something productive with which to retire that debt. ; 

Mr. Cieaver: You would not issue your tokens on a declared basis— 

Mr. Cotpweiu: It would be against goods. 

Mr. Lanpgeryou: That is the point I wanted to establish. 

Mr. Cotpwetu: You did not establish that point. . 

Mr. Lanperyou: I wanted to indicate to you the point that you would © 
pile up your national debt. 

Mr. Cotpweuu: No, no, I do not think so. 

Mr. LANpERyovu: If you are going to purchase the means of production 
you are going to have to issue money. 

Mr. Co_pwetu: Again, you see, if you have an industry you don’t have 
to pile up a national debt as you are using the term national debt. 

[Mr. M. J. W. Coldwell, M.P.] 
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Mr. Lanperyou: We have socialized the C.N.R., that is a national institu- 
tion; is that the method you would use to socialize industries in Canada? You 
would use a different method. I should like to have you explain that. 

The CHatrMAN: Gentlemen, it is six o’clock. Shall we meet to-morrow 
morning? 

Some hon. Mrempers: To-morrow morning. 


| Mr. Towers: Before you adjourn may I say that I have here answers 
_ to two questions by Mr. Deachman and one by Mr. Tucker that carried over 
_ from the meeting before last. Would it be your wish, Mr. Deachmand, that 
_ these should be read now and put on the record or do you wish that they 
_ be carried forward? 

| Mr. McGerer: Could we not have them put on the record and have 
- them conveniently before us? Could we not have them printed? 


5 Mr. Deacuman: I should like to have them read to-morrow morning. 
C The CuHatrMan: Mr. Deachman would like to have them read. 
} Mr. DreacumMan: I prefer that. 


Mr. McGerr: I just wish to say this— 
The CuHarrmMan: To-morrow morning Mr. Howard goes on. 


Mr. McGerrr: If we are going to broaden the scope of the inquiry into 
_ the question of whether or not the socialist system or the capitalist system 
y is wrong, we are going into a very lengthy matter. There are some matters — 
_ dealing with the Bank of Canada which some of us had hoped we might 
_ deal with. It does seem to me that the inquiry this afternoon, while it is very 
interesting, has gone far beyond the scope of this reference. I do not wish to 
_ object to that kind of thing, but we are here to deal with the Bank of Canada 

operating in Canada on its present basis, and to find, as I understand it, some 
3 methods, if there are any available to us, of improving the present situation 
4 in Canada. I do not know whether this committee wishes to adjourn to go 
_ to Russia or not; but it seems to me, if we are going to have any real informa-. 
i tion upon some of the issues that have been discussed here this afternoon, 

that is the inevitable implication. In the meantime, I am going to suggest 
» we go on with the Bank of Canada inquiry. 

The Cuarrman: We will adjourn now until to-morrow morning when Mr. 
Howard has the floor. 


M4 The committee adjourned at 6.02 p.m., to meet again on Thursday, May 
aL te EE am: 
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Thursday, May 11, 1939. 


. The Standing Committee on Banking and Commerce met at 11.15 o’clock 
-a.m., the Chairman, Mr. Moore, presiding. 
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Members present: Messrs. Baker, Clark (York-Sunbury), Cleaver, Cold- 
evel, Deachman, Dubuc, Fontaine, Hill, Howard, Kinley, Landeryou, Lawson, 
Leduc, Macdonald (Brantford City), McGeer, Moore, Plaxton, Quelch, Ross 
(St. Paul’s), Stevens, Taylor (Nanaimo), Woodsworth.—22. 


In attendance: Mr. Graham Ford Towers, Governor of the Bank of Canada. 


Examination of Mr. Towers was continued. 


; Mr. Towers filed several statements appearing as appendices to this day’s 
Boers, as follows:— 


3 Appendix “A”—Answers to questions by Mr. Woodsworth on the effects of 
the Government borrowing $50,000,000 from the Bank of Canada at 1/20 per 
cent per annum, to use for public works. 


Appendix “B”—Answer to question by Mr, Landeryou:—Net repatriation 
of Canadian Government bonds, 1927-1937. ft 


“ 
Appendix “C”—Answer to question by Mr. Deachman:—Reducing rates of 
‘taxation rather than increasing expenditures. 


Appendix “D’”—Answer to question by Mr, Deachman:—Should Canada 
use the available surplus in the balance of payments to increase imports rather 
than repatriate debt. 


: Appendix “H”—Answer to question by Mr. Tucker:—The effects of impos- 
‘ing a tax of 1/12 per cent per month on savings deposits. 
E 


At 1 o'clock the Committee adjourned until Monday, May 15th, at 11.15 
‘clock a.m., with the understanding that Mr. Clark would then complete his 
xamination of Mr. Towers and be followed by Messrs. Taylor, Kinley and 
Vleaver. 


R. ARSENAULT, 
Clerk of the Committee. 
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MINUTES OF EVIDENCE 


Hovusr or COMMONS 
Room 277, May 11, 1939. 


; The Standing Committee on Banking and Commerce met at 11 o’clock. 
The chairman, Mr. W. H. Moore, presided. 


¥ In attendance: Graham Ford Towers, Governor of the Bank of Canada. 

a 

bi The CHatrMan: Order, please. I will ask Mr. Howard to come forward 
3 and make his statement. 

z£ Mr. Howarp: Mr. Chairman, I would like, before putting my questions to 


_ the Governor of the Bank of Canada to make a short statement. I am going to 
put my questions more from the standpoint of his ability as a financial expert 
than to ask him any questions that might lead to matters of government policy 
or as to the management of the Bank of Canada. I think we all agree that 
' money is only a receipt for services or goods and does not mean national wealth; 
, that right, Mr. Towers? 

4g Mr. Towers: Yes, I agree with that. 

2 Mr. Howarp: Yesterday in listening to Mr. Coldwell I was quite surprised 
at his questions on the profit system. It seems to me from my observations that 


b. 


the only real objections to our profit system as we have it to-day come when 
athere are not any profits; when there are profits everybody seems to be satisfied. 
i Now, another question I wanted to touch on in connection with Mr. Cold- 
_ well’s remarks was this: the maintenance of private property, I claim, usually 
_ bids for efficiency. He stated that even with government management or govern- 
_ ment ownership or the socialistic system, that we would still have efficiency. I 
cannot, for the life of me, figure that out in any way, shape or form. I am not 
_ going to give you more than one example which covers the profit end of it as 
_ well as the efficiency end of it. I would direct your attention to the time of the 
_ last war when private industry stepped into the breach to manufacture shells. 
In many cases, the manufacturers of those shells refused to take on any contracts; 
they would not have anything to do with the manufacture of shells because 
they were against participation in war, and it was only after the national board 
insisted that those fellows were not doing their duty that they induced many 
a of those manufacturers to engage in the manufacture of shells. Now, what hap- 
pened? They fixed a price. They handed out the shell making on a fixed price 
basis. As soon as the contracts were given the people who took the contracts 
immediately started in to make the shells, got deliveries as fast as possible—as 
fast as they were calling for them—and put in new machinery. Everybody was 
' working to increase the efficiency and so on. Now, take on one size of shells: 
the first contracts called for the machining and finishing and so forth of the 
shells at $6.60 apiece. During two and one-half years the last contracts were 
let out at $1.10 per shell for exactly the same work, and I will say that possibly 
the profit element—the percentage of profit was higher at the lower price than 
it was at the first price. I do not care how you figure it out, there were two 
factors to my mind that made for that efficiency. One was the profit factor—not 
from a patriotic standpoint but purely from a profit factor, and efficiency re- 
duced the price down and down. I do not see how anybody could take those 
figures or could establish a profit basis because on each set of contracts the 
board lowered the price each time down to the basic price. I do not believe 

at if that same business had been handled under government manufacture that 
rou would have seen that drop from the original contract price. 
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Mr. McGerr: There is the same thing in handling the post office, to take 
a concrete example. There is no service in the world where costs have been so 
constantly reduced under government management as in the service under penny © 
postage, and there is no greater efficiency and no wider service given. It is — 
purely under government management. 


Mr. Howarp: Yes, but that is not in the manufacturing game; that is a 
different proposition. I can quote you another management under government ~ : 
ownership that does not come close to the Post Office Department. : 


Mr. CotpweE.u: Is it not a fact that under the complete contract system in ~ 
Great Britain it was not until the munition board was set up under Mr. Lloyd ~ 
George that some measure’ of efficiency and co-ordination occurred during the — 
war? ‘ 

Mr. Howarp: Sure, but the profit element came into the picture and they 
reduced the prices and kept on making a profit. The minute you put that on © 
any other basis than a profit basis you eliminate efficiency immediately. 


Mr. CoLpwELu: That is an opinion. 

Hon. M. Stevens: Are we going to get the expert opinion of Mr. Towers on — 
that? , ; 

Mr. Howarp: I have no objection. Do you want to ask him? 

Hon. Mr. STEVENS: Oh, no. 


By Mr. Howard: 

Q. Mr. Towers, I will ask you two or three questions in connection with the 
money situation, because, it has been suggested'in several instances that we were © 
short of money. Since the Bank of Canada came into existence, how much new ~ 
money has been put into circulation?—-A. Including in that term the amount of — 
bank deposits, or rather speaking of deposits alone, the increase in Canadian ~ 
deposits has been from $2,034,000,000 as at March 31, 1935, to $2,498,000,000 at 
December 31, 1938. If I may add to those figures, the figures of note circulation, © 
—not for exactly the same date which I do not happen to have here—that total. 
has gone from $157,000,000 in December, 1934, to $207,000,000 in December, — 
1938. That is the active circulation of notes in the hands of the public. 
| Q. In other words, that is an increase of notes in the hands of the public of 
about $50,000,000 aed Yes. 

Q. And the deposits have increased by the difference mentioned?—A. Yes. : 

Q. I claim that we have under our present banking system plenty oe 
machinery to create all the money that could possibly be required in Canada.— — 
A. That is the case. % 

(). As to the velocity of money, which was discussed a couple of days ago, . 
I have here a tabulation which I should like to put into the record. It will only 
take up one page:. 
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CHARTERED BANKS OF CANADA 


: Current loans 
Deposits by Fee abs and discounts 


the public in Canada 
—— payable on hae not otherwise | Bank Clearings 
demand in a ha d nha included 
Canada * Ca a mite estimated loss 
ie provided for 
$ $ $ $ 
1936 
ENIERE SU ls NG Ns cain Ws eS 576, 299,739 1,498, 797,270 756,418,932 1,551, 155, 045 
{ MURTY 20 Pa 4) cS net cL. 533,784,608 |} 1,517,261, 281 741,591,724 1,461,938, 711 
' uh DEAN ag] I Ap ae pate Dea RS Une fe RE 568 , 918, 406 1,532,157, 747 732,657, 582 1,389,908, 584 
: GIL SS LUNES Lens GA iO i ee ean 621, 827, 383 1,536, 100, 556 725,484, 153 1,434, 904, 772 
GE SOL Pe crak dik a a5) Wye ds 578,298,032'} 1,526,915, 696 699,774,131 1,674, 833, 322 
MERAY Shain" Fees RAD dee ek ke ks oie HE 621,702,828 1,504, 792, 542 657,429, 289 1, 627,319,610 
ke ET a RRS AO WOR el A A 618, 608, 437 1,493,973, 647 649,772,815 1, 560, 946, 336 
NSERC ke fe foes Sans ata'y hwy Fw Bee 626, 323,498 1,502,821, 895 657, 362, 195 1,456, 361,476 
Meereptem ber a0... 6.5... cee ae ee 647,739, 862 1,500, 864, 504 687,835,073 J, 710, 895, 147 
ELH ONGTEN 2 SUSAR aR ee eae d ita ape Meer as 664,281, 664 1,510, 319, 426 707,850, 681 1,836, 562, 563 
merovermber 300 fF. ub chee cae ces Oe ues 679,975, 818 1,546,776, 305 692, 647, 974 1; 735,144, 137 
t. BD eT) VOTE S ern ae cee a nna a PN Ju 682,326, 453 1,547, 822,474 675,451, 831 1,762;,072,.7738 
f 1937 
MIE T UA. 5 high ba is, ate ieee ts Ser ee 644, 267,905 1,548, 604, 580 687,349,679 1,626, 403,354 
MP eCOTUATY 27)... 02.0.0. 00 bec! SO Bont: 655, 514, 404 1,563,829, 859 691,687, 139 1, 352, 2865507, 
MEPS TAI 16 oe. sacle by br bhee cies Pie 710, 848, 542 1,583,780, 912 694,215, 664 1,631,393, 849 
TRU Av atay ic hcoud cxeesirdiny, Huds cite 731,961,610 E5838, 32 7200 710, 442, 224 1,719,712, 734 
TSE hoe AR Cea te hits a eee 699, 566, 400 1,573, 466, 165 727, 880, 132 1,597,480, 966 
Ses egal Ra a AN Aa a a 713,177,394 1, 569,815, 485 728, 290, 407 1,547,821, 398 
CSIR) SR Aa em 666, 767,428 1,572, 184, 385 734, 888, 808 1,510, 001,371 
0 ELLE: ga ty MONS ei ai IL Be 686, 448, 383 1,577, 638, 802 747, 670, 894 1,421, 206, 629 
GER IOD OU ts as ee). tl hba betas 713,627, 549 1,574, 503, 186 770,684, 341 1,530,594, 480 
BER Brig) es Bae deo ks eae Reh Ps 679,125,141 1,583, 694, 718 769, 731, 884 1,641,113,815 
Mmmvovember 30.4 2. 0s te ed Ep ase me 695, 342, 882 1,570, 213, 802 768, 263, 684 1,618,954, 675 
MEPS Der Ole, ee. ose Pere Si, 699, 186, 909 1, 582, 825, 511 748, 817,290 1,653,414, 830 
. 1938 

EE ee ee ce ketal hare ge 639,653,053 | 1,590,927, 550 731,456, 128 1,358, 053, 794 
MURTY Bovis. se a eee ee §34, 068, 054 1,614, 569, 798 (ats S03 20 1,168,765, 665 
RES COIN BE eee eo ne to ea 647,968, 335 1,623, 399, 562 752,456, 794 1,320, 041,908 
MRM SN en ee oy acc oy us ss ak 687,101,740 1,630, 544, 534 769, 729,815 1,360, 269, 458 
ee Ne Mie oe FP TON eee 669, 938, 337 1,625,497, 864 769, 128,651 1,423, 764, 308 
NESE Sie rk SSR eee ia ee eee See 689,941,578 1,620, 819,977 785, 974, 554 1,486, 260, 480 
Mer ee) ea oy hy olin tenes 671, 165, 468 1,622,606, 061 786, 366, 739 1,358, 399, 533 
MG dt tele) Ah lak pee pe 687,159,311 1,634, 654, 979 781,010, 385 1,352, 863, 433 
ES OE ee ae ae oo ae 725,046, 724 1,632, 585, 066 828,903,218 © 1,515,434, 868 
RMSE ES hes Ag ic ays Poca re st Bc 749, 356, 786 1,655, 782, 101 848,217,597 1,8672;225, 072 
MMPI DOP OUT. fos fr eas ots 750, 328,026 1, 654, 748, 586 836, 927,428 1,661, 720,515 
BRIT TOR Pine chy cis Cac ktm 734,103, 116 1,659, 646, 208 806, 466, 362 1,586, 511,085 

ME Sta ODO wt ee eee fore 699, 772, 326 1,667, 403,289 791,847,317 


It gives for 1936, 1937, 1938 and the month of January, 1939, the deposits by 

the public payable on demand in Canada; the deposits by the public payable 

after notice or on a fixed day in Canada; current loans and discounts in Canada, 

and the main thing showing the velocity of money in Canada which is a report of 
bank clearings each month. 

To my surprise, in January, 1938, the clearings were $1,358,053,794 for the 
month. I shall not read all the others. The figure for December of 1938 was 
$1,586,511,086. During the 12 months of 1938 the money going through the 
clearing, which shows the velocity of money in circulation, amounted to 
$17,264,310,120. The velocity has remained practically steady during 1936, 
1937 and 1938. Taking the basic figure for January, 1936, it was a little higher 
in January, 1937, a little lower in January, 1938, and, I imagine, if you have 
the figures for J anuary of this year, which I have not got, they would probably 
be a little higher. 

Now, Mr. Towers, does the increase of deposits affect in any way the 

velocity going through the clearings or, in other words, is the velocity going 
through the clearings controlled by the business in the country ?—A. It is con- 
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trolled by the business in the country, undoubtedly. If the possession of a 
larger volume of deposits by the public does act as an encouragement for them 
to spend or invest that larger amount of money then one would expect the turn- 
over to increase. If circumstances are such that the increased amount of money 
is in part idle in the hands of its owners, then, of course, the expansion in the 
deposits will have no effect on the turnover. 

Q. A good deal has been said during the last few days in the committee 
about the introduction of the Bank of Canada Act, whereby the government 
agreed to supply credit in terms of public need. Do-you not think that since 
the operation of the Bank of Canada that promise is being fulfilled every day? 
—A. I really would have to have the phrase defined more carefully. I would 
say that to the extent that the phrase means an ample and flexible supply of 
the medium of exchange for the conduct of business transactions and that need 
for an ample and flexible supply is a public need, it is being filled in Canada 
to-day. 

By Mr. McGeer: 

@. That depends on the type of investment made. If it is for the liquida- 
tion of existing debts and the accumulation of new currency goes into credit 
repositories then you will not get that velocity that is needed to stimulate new 
business——A. I was referring, of course, to the need for medium of exchange. 
If what we need are possibilities for investment, possibilities for activity of 
various kinds, then that is a need distinct from the need for a medium of 
exchange in which those transactions may be conducted. 

Q. For instance, if the money goes to meet overdue bank claims, mortgages, 
bonds and the liquidation of debts and not into new enterprise, then the con- 
struction industry, which is our serious industry in Canada to-day, would still 
remain idle—A. I do not think the question of the payment of debts arises 
because that is a movement from one hand to another. | 

(. But it may go into credit repositories already overloaded?—A. I do not 
quite follow that, Mr. McGeer. 

(). For instance, your savings bank accounts have been accumulating all 
the time?—A. Yes. 

(). We have not been able to make any new investments, and whether 
that be from taxation or debt overload, or from a variety of other causes, the 
fact remains that in Canada we have increased the volume of medium of 
exchange in issue and in the possession of the public, as is indicated by our 
bank deposits, but we have not got action on the circulation which adds to 
the going concern and expansion of the general activity—A. We. certainly 
have not got that action in a volume which one could call satisfactory. 


By Mr. Howard: 


Q. Several statements have been made that we could change the price 
levels by the issuing of more money, or that the withdrawal of money from 
circulation would change the price level. I want to give three concrete examples 
and to ask your opinion on the situation. The first one is this: In 1929 when 
the crash came many of the people who were friends of mine happened to be 


in the lumber business. I know one gentleman who had twenty million feet of © 


lumber and he had paid for stumpage, paid for the cost of manufacturing, paid 
for the driving, the sawing and the stacking of it in the yard, and his costs were 
$25 per thousand for his lumber stacked up in the yard without any profit for 
himself. The crash came and within six months the price of lumber went to 
$12.50. If you take $12.50 on twenty million feet you will find it represents 
a loss of $250,000, which would probably more than equal his bank loan for 
the production of the lumber. Now, would there be any way, by manipulation 
of the money market, to save that situation from happening —A. Not a situa- 
tion as extreme as you mention. If one visualizes a ease where the demand 
[Mr. Graham Ford Towers.] . 
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for lumber had not been reduced, or not materially, where the people who were 
buying lumber were unaffected by any change in their circumstances and could 
afford to pay as much and use as much as they had before, and if in the midst 
of that situation you injected a sudden and completely unnecessary liquidation 
of certain stocks, then I assume you could have an unwarranted but temporary 
_ decrease in the price. But of course the situation I have described is an 
imaginary one which I think never exists. In fact, you usually find that the 
situation which you mention is caused by an oversupply in relation to demand, 

a demand which is probably declining; and you find a situation in respect to 
buyers where they can less well afford to pay the existing prices and where, 
therefore, someone is going to come into the market and sell at lower prices, 
whether or not he is forced to do so by reason of any bank loan commitments. 
. Yes, but you do not quite answer the question. That crisis came in 
1929. I was taking one industry but I am considering the four basic industries, 
agriculture, mining, lumbering and fishing—A: May I finish the point you 
brought up? 

Q. Yes—A. To the extent that such liquidation of stocks was dictated not 
by purely business reasons, business Judgment, the business appraisal of the 
market situation in that commodity, to the extent that it was not based on such 
things but based on a tightness in the position of an individual bank, then 

monetary action would relieve that pressure. But if it was based only on the 
business judgment of the banks, monetary action would not change the situation. 
: Q. That is exactly what I claim. I wanted to know if there was any thing 

that could be done to avert a similar situation to what occurred in 1929. 
. Exactly the same things happened in connection with agricultural prices. The 
' prices of agricultural products went down—A. Of course, to the extent that. 
one of the troubles was the building up of an over extended situation prior to 
1929, then monetary action in those earlier years might have meant that the 
“situation would not have been so over-extended and consequently the need 
for liquidation would have been less. 
: 


Q. Provided, Mr. Towers, that the expert of the Bank of Canada was 
~100% more far-sighted in his judgment than all of the other local banks in 
the country were at that time?—A. Fortunately not quite as bad as that. 
F Q. Pretty nearly, because they did not know anything more about it 
_ than we did.—A. I do not think that in those years, certainly from the middle 
of 1928 on, there was considerable worry being expressed about the growth 
of speculation, about over-extension here and ‘there. In fact, public refer- 
ences were made to that kind of thing. Well, if that situation is developing, a 
central bank can do more about it than any individual bank. The various 
individual banks might each have said, “We think the situation is getting 
out of hand,” but might not have had any effective way of dealing with it. 
@. I agree with you.—A. So that the very fact of a central bank’s existence 
can sometimes enable things to be done even if its intelligence is no greater 
than that of the individual banks. 
Mr. Jaques: Mr. Chairman, may I observe that this seems to be a case 
of curing the disease by killing the patient. 
Mr. Towers: Well, perhaps, to use one of those analogies, might it not 
be the case that the patient was allowed to have only one or two drinks to 
stimulate him instead of the whole keg? 
Mr. Jaques: Mr. Chairman, if he is not dead, he is a permanent invalid. 


; Mr. Towers: I should think he would be happier with a constant small 
_ supply from the keg. 

; Mr. Jaques: I should think he would be happier on his feet and being 
active, not an invalid or a cripple as he is to-day as a result of that treatment. 
The CHAIRMAN: Was it not his own fault? 
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Mr. Jaques: No. You cannot blame individuals for that. 
The Cuatrman: Relative over-production; I think that is the point. 


Mr. Jaques: As I said the other day, our system of finance contains the 
seed of its own-destruction and these occasions arise when matters have to be 
dealt with in a drastic manner and it results in the permanent sickness of the 
patient. 


By Mr. Howard: 
Q. Mr. Towers, let me ask you this. I have given you an example of what — 
happened in the lumber business. The consequence of that occurrence in the — 
lumber business was that the commercial banks soured on lumber accounts — 
all over the country. It was a perfectly natura] consequence that when you 
look at the sheets they find they are making profits in one and losing in the © 
other and they are leery of the one in which they are losing. Furthermore, — 
there has not been any great money made in the lumber business since that z 
time, and that is one of the fundamental businesses of this country. i 


Mr. Krnuny: Was it not rather a fact that everything was freezing up 
and they had to liquidate where they could? 


a 
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Mr. Howarp: Just exactly the same situation as existed in the fish busi- — 
ness, also the agricultural industry; there was no difference. J am taking that 
one because I am familar with it. ; 


By Mr. Howard: 4 

Q. Mr. Towers, what control have you through the central bank to-day — 

over the merchant banks?—A. In res pect to, the loans. which they: make or — 
do not make? 


Q. Well, no; could anyone control Baik No. 


Q. Rai answer would be ‘‘No” naturally; you cannot tell anybody wie 
is running a business whether they should lend toa man or not,—A. That is 
right. 

Q. But have you any way, or do you advise them, or do they consult — 
with you in connection with conditions and what could be done at the present — 
‘time?—A. With specific reference, shall we say, to their own loaning and — 
investment business? 


Q. Yes—A. We maintain periodical contact with the banks. We see ~ 
all the general managers at least twice a year. We made that suggestion, as 
a matter of fact, that we should meet twice a year, and that is being done. 
In the interval it may be that some of them are occasionally in Ottawa or © 
that some of us are occasionally in Montreal and Toronto. We try to keep © 
in touch with what is going on in the banking world in that manner. I am ~ 
free to admit that the contact has not been a constant one by any means due «= 
to the geographical situation. We try to visit Montreal and Toronto period- 
ically, as well as other places in the country, but our numbers are few and 
the necessity of staying here a good portion of the time does restrict the 
amount of time in which one can get around and see people and find out — 
what is going on. ; 

@. And the Banking and Commerce committee does not give you any more © 
time?—A. Oh, well, that is a worth-while activity. But I hope that as time 
goes on we will be able to do more. The amount of ground to be covered, 
however, and the physical limitations involved are a handicap. In other places 
in the world, of course, you may find that the central bank and the other banks, — 
as well as the other major elements of the financial system and of industry, are — 
largely concentrated in one place. London is an example. F 

[Mr. Graham Ford Towers. ] 
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By Mr. Kinley: | 
_ _ Q. I suppose the financial strength of the Canadian banks is a factor in 
their not depending too much on you?—A. Yes, I would say: so. 
Q. They do not need to re-discount?—A. No. 


Q. Their financial strength makes them strong enough to stand alone?— 
A. That is right. 


Z 
: 


By Mr. Howard: 


| -Q. Mr. Towers, may I make this statement and ask your opinion. One of 
_ the reasons why we cannot exchange Mr. Landeryou’s coal for apples, and all 
that kind of thing, is that the relativity of the price level is wrong. Let me 
illustrate what I mean before you answer. When the crash came in 1929, we 
will say the rate of interest was about 5 per cent, the general rate, taking all 
things into consideration. The price of labour was 35 cents per hour. The 
price of pork was about 10 cents a pound. The crash came. Due to the long 
period of that situation and other situations in the market the interest rate not 
only remained at 5 per cent but actually went up to 54 per cent. As a matter 
_ of fact, labour went to 15 cents an hour or no labour at all. The price of pork 
_ went to 24 cents a pound. Those represent to me the three outstanding things. 
If the price of money had immediately dropped proportionately to the 
others, would the position of prosperity—general prosperity I am speaking of— 
have been changed?—-A. If the drop in the level of interest rates had taken 
place earlier than it did, I think that would have had perhaps not a major 
_ beneficial effect, but a slightly beneficial effect in respect to the things which 
- you mention; although I do not think that it would have affected the dis- 
_ parities between the price levels of various groups of commodities in the 
country. It might, however, have somewhat reduced the burden under which 
certain of our affected people were suffering. 


By Mr. Landeryou: 


Q. You mean if debt adjustment acts had been passed?—A. Mr. Howard, 
I think, was talking about the general interest rate structure of the country 
rather than the forced adjustment of debts which are a matter of compromise 
rather than freedom of choice. 

@. Reduction of interest is an impossibility without debt adjustment legis- 
lation. Nobody comes in, apparently, and reduces their income by taking a 
voluntary cut in their interest. Very seldom has that ever been done. A. I 
think, of course, you will find that the adjustment of interest rates has been 
very substantial in the cases of those people who can refund maturities or 
refund their private obligations or renew them when they come to the close 
of the term. Interest rate adjustments which require an alteration of contracts 
come into another category. 

@. The Province of Alberta was unable to do that very thing, and the 
municipalities were unable to do it. If they were allowed to do that it would 
have helped. The province of Alberta and other provinces were unable to do 
that.—A. Is is the case that you will find the people whose credit standing had 
_ disappeared were unable to take advantage of that general lowering of rates. 

Mr. Krnuny: The province of Alberta has great potential wealth, greater 
than any other in Canada, and more real wealth. 


By Mr. Howard: 
Q. The point I am getting at is this: do you believe that the relativity of 
_ prices has more to do with the general prosperity of the country than in fact 
- any other single factor?—A. Yes, I do. 
: Q. Take the case of producing coal at a certain price, you get your costs 
fixed at a certain price. Now, if the interest rates, the price of coal, the price of 
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lumber and the price of agricultural products, are proportionate to their—I was | 


going to say their earning power, but I will say distribution power, then you can 
exchange goods; but if you put the whole load on agriculture and others too high, 
naturally agriculture is going to be in a depression—A. I agree the disparities 
between agriculture and other products in the country are the major cause of 
the trouble. On page 87 of the record there is a table showing the indices of 
farm products prices in Canada, of export goods and import goods. These show 
that in 1937 the disparities, so far as they are shown by the index which covers 
a number of commodities in each case, had largely disappeared. It must be said, 
of course, that if they disappeared in the case of certain commodities because 
of drought, that is not a very beneficial way of remedying the situation. Since 
1937 the disparities have increased again somewhat and I agree it is a major 
source of trouble. . 

Mr. Lanperyovu: Just one question on that. This disequilibrium in the price 
structure as between the products of industry and agricultural products has 
always existed. 

Mr. Howarp: No, not in 1925 to 1929. 


Mr. Lanperyou: There may have been a period when there was not such 
a great disequilibrium, but generally speaking, the world over it has existed. 
Why did they have a protected industry in Canada? 

Mr. Howarp: You are on another tack. 

Mr. LAaNnpERyou: That is another factor. 

Mr. Howarp: You want me to answer? 

The CHAIRMAN: Stick to your point. 

Mr. Howarp: Mr. Chairman says that I should stick to my point. | 


By Mr. Howard: 


Q. Mr. Towers, let us take it this way: as we are dealing in agricultural 
products, lumbering products, mining products, on what I call a short term basis, 
is it not always dangerous in the bond market to deal on long term bonds? 
What I am getting at is this. I have a suggestion which came to my mind after 


the crash in 1929. Since that I have seen it in two or three articles, so I am not ’ 


taking authority for it. Let us take government bonds issued on a 3 per cent 
basis, for instance, with the understanding that if the index price went above a 
certain level you would pay 4 of 1 per cent more interest on your government 
bonds, or if it went below a certain price, then you would decreese your interest 
by 4 of 1 per cent, and not fix a term of bonds non-callable for a long period of 
years which, when other prices fluctuate stay at the same price and throw out the 
equilibrium either on the one side or the other side. Could it be done?—A. I 
doubt whether it is practical, Mr. Howard, although that thought naturally has 
occurred to people. To establish what you might call a flexible arrangement in 


respect to interest rates on outstanding obligations one would need, of course, 


to carry it all through the picture. For example, when an insurance company 
sold a life policy for $20,000 it would depend on investing its money over a 
period of years at a certain return. If, because of changes in the price level, it 
found that its return was changed, then it would have to have power to make 
the necessary adjustment with the policyholder either by scaling down the amount 
of the policy or increasing the premium, which he has to pay, or vice versa, as the 


case may be, and so with every aspect of our life. No one would be able to know : 


whether they were going to have any certain commitment to give or to receive. — 


Q. Now, take the same answer and apply it to Mr. Coldwell’s suggestion 
as to the socialist state. Take fire insurance companies. Fire insurance com- 


[Mr. Graham Ford Towers. ] 
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panies were originally formed exactly on a socialist basis; that is to say, a 4 
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group of people were taken and insured. Each one of them took out a policy 
in a company with the agreement if they had no fires they would pay only 
enough ito pay the operating expenses. 

Mr. Lanpreryou: They do not operate that way now, though. 


Mr. Howarp: Just a minute. That went on for quite a few years in 
different parts of Canada. There were lots of them in my own province, the 
province of Quebec. Then the time came when they had one fire and they 
assessed this one and this one and this one to cover their losses. That was all 
right; the fellows did not like it because instead of paying so much that year, 
they had to pay twice the amount, but anyway they stood it. Then, what 
happened? A whole lot of fires took place in one year. The fellows refused to 
pay and they went to the courts and everything else, and now the system has 
become unpopular and you have gradually gone into what I call the capitalist 
system whereby they charge you a rate that you know you are going to pay. 
There is no change in it, and at the end of the time it does not make any 
difference if all the risks burn up or any part or anything else; you know 
exactly what you are going to pay and you know exactly what you are going 
to get, and the other companies have gradually gone out of business. That is 
a change from socialism to capitalism, I would call it, instead of going from 
capitalism to socialism. 

Mr. Cotpweuu: Yes, but I have a very good answer for that, Mr. Howard. 


Mr. Howarp: ‘Then, there was another point I wanted to bring to the 
attention of the committee in connection with fixing of prices of any commodity. 
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By Mr. Howard: 

Q. Why is it, Mr. Towers, in your opinion, that the lumbering industry, 
the fishing industry and the agricultural industry are depressed to-day and the 
mining industry is exceedingly prosperous?—A. A question of demand and 
prices. 

Q. There is a market for anything that they mine in connection with gold, 
silver, lead, zinc and so forth, but you have not got a market for wheat because 
you are oversupplying this market and not getting the export market? 

Mr. Jaques: Why is there a market? : 
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By Mr. Howard: 
ai Q. Let me give you another example that to my mind is an extraordinary 
thing. Take the delivery of fluid milk, for instance. I know something about 
this business. In the delivery of the fluid milk the dealers that take in the milk 
from the farmers and distribute it to the doors of all cities in Canada, are not 
_ making any money on that distribution of milk. 

Mr. CieaAverR: Who says they are not? 

Mr. Howarp: I am telling you; I know. 

Mr. Kintey: They are getting the most of it. 

Mr. Howarp: They are making plenty of money on all by-products but 
not on the actual delivery of milk. 

Mr. CotpwELut: Why so, Mr. Howard? 

Mr. Howarp: That is what I want to get at, and compare it with the 
3 wheat business. The reason is that the price is fixed that they pay the farmer. 
ty Mr. CotpweELu: ‘Three cents a quart. . 
y Mr. Howarp: Whatever it is. In our town it is $2.25 a 100 lbs., and the 
4 summer rate is $1.75. That is fixed. Now, listen to this. When we deliver 

~ milk to the consumer and take care of the customary and constant breakage, 

collections and everything else, if we increase the price 1 cent per quart con- 
sumption drops by 3 to 5 per cent. 


540 STANDING COMMITTEE 


Mr. LANpDERyYou: Hear, hear. 


Mr. Howarp: We might as well face the picture. The minute you drop — 
the price to the consumer for his quart of milk up goes your consumption. eg 

Mr. Lanperyou: That affects many other things too. 

Mr. Howarp: But it does not affect wheat in the same way. Wheat is 
in a different category. While it is an agricultural commodity it is not affected 
by that same condition. i 

Mr. KinutEy: Why not? , 

Mr. Howarp: I cannot tell you why. | i 

Mr. Kinury: We have a lot of fishermen who are buying flour at $4— x 

Mr. Towers: Partly, of course, because the potential consumers of our 3 
wheat are not allowed to receive the benefits of lower prices. 5 

Mr. Cotpweui: That is right. : & 

Mr. CieAver: I want to speak to the milk illustration, because I would 
not like a statement of that kind to go on the record of this committee without, 
at least, a question being raised about it. I entirely disagree with what Mr. 
Howard said about that. From the information I have it is hardly correct. 
Mr. Howard, is it not a fact that at the present time the farmer receives less 
than 50 per cent on the retail price of milk? 

Mr. Howarp: Less that what? . 

Mr. Cueaver: Fifty per cent of the retail selling price for milk. 

Mr. Howarp: No, I should think right around 50 to 60 per cent. 

Mr. Curaver: Do you suggest that the firm which simply pasteurizes, — 
bottles and delivers the milk should receive more than 50 per cent of the total 
cost of the delivery of that milk to the consumer? 7 

Mr. Howarp: You are talking of a different subject altogether. It does 
not make any difference to me what you put the spread in at, I am saying the 
company does not make any money on the delivering of fluid milk—none of 
them in Canada—that is the statement. 

The CuHatrman: Mr. Howard is talking of the flexibility of prices. 

Mr. Howarp: But if you increase the price of milk 1 cent a quart to the 
consumer above a certain price—if you get it at, say, 12 cents a quart in the — 
city of Sherbrooke and if you increase it to 18 cents, your consumption goes 
down 5 per cent. 

Mr. Cunaver: As one representing a rural constituency I do not want a _ 
statement of that kind to go on the record of this committee unchallenged. My @ 
information is that in certain countries in this world the farmers receive 75 per @ 
cent of the retail selling price of milk, and my information also is that millions hi 
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of dollars have been made in this country through buying up opposition and 
putting opposition out of business in connection with the distribution of milk. 

Mr. Howarp: Now you are talking on another basis. y 

The Cuatrman: Let us proceed with Mr. Howard’s point. Mr. Cleaver, . 7 
you have registered your objection. | 

Mr. Cieaver: I do not want this statement to go on the record without 
challenge. 

Mr. Cotpwetu: In what countries do the producers get 75 per cent? 

Mr. Cueaver: You will find it in Mr. Arkell’s report in a speech delivered 
by him in a recent Montreal conference. I-know in my own little community 
what the Borden people are doing to our dairies, and I know it is a fact that 
dairy routes are for sale in places in Ontario at fabulous sums simply because _ 
there is great excess profit in the distribution of milk as it now stands. “a 

The CuarrMan: Could you answer Mr. Coldwell’s question? In what 
countries do they get 75 per cent? 

[Mr. Graham Ford Towers. ]} 
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_ Mr. Cotpweiu: Yes. I agree with Mr. Cleaver that there is too big a 
spread, but there is too much competition, = 
The CHatrMANn: Proceed, Mr. Howard. 


Mr. Lanperyou: The significant point is that a raise in the price decreases 
the consumption. 


_. The Cuarrman: It is a matter of the relation of price to demand. 
Mr. Howarp: There is another question I would like to ask Mr. Towers. 


By Mr. Howard: 


H Q. As I said, my own idea is that our banking system is sufficient to supply 
any needs that we want to use at the present time—that is the mechanics of 
it; now, how can you eliminate the human factor in the question and how can 
you remedy or do a lot of things that I would like to do? For instance, let us 
take the bank reports of this last year. Each one of our banks—and I do not 
say this critically—seems to take a pride in showing their percentage of liquid . 
position, while I would think that the real thing they would try to show would 
be the service they have been able to render to the community. Now, is there 
_any object under the present set-up of maintaining a high liquid position of the 
_banks?—A. Not as high as it is now. By liquid position you are referring to 
the proportion of government securities, to the total? 
‘ Q. Yes—A. The banks feel that that is too high; they would like to see 
it lowered. 


| Mr. Krnury: The fact that it is there shows that the country does not need 
_the money, and they have to put it somewhere else. 


“ Mr. Towers: Yes. 
Mr. Howarp: I am not so sure about it. 
Mr. Lanperyovu: Mr. Howard says he is not so sure about that. 


The Cuairman: May I say, Mr. Landeryou, that we want Mr. Howard to 
proceed as rapidly as he can and as consecutively as he can with his investi- 
gation. Now, if Mr. Howard consents to interruption why I have nothing 

further to say about it. 


Mr. Lanperyou: I want to ask him a question. If he does not want to permit 
the question it is all right. | 


Mr. Howarp: It is quite all right. 
Mr. Kinuey: Don’t break the continuity of his remarks. 


Mr. Lanperyou: I would like to ask him a question along the line he is 
following. 


By Mr. Howard; 

Q. From the standpoint of the financial expert only I could go back in 
my mind to three, four or five men who built up the community of Sherbrooke. 
Every one of those fellows was possibly without a dollar, and they got their 
start by making a small loan from the local bank at that time. In other words, 
the loans were made on the record and the moral standing of the men whom 
the bank helped, and those people have gone into the different industries and built | 
up the town more than any other single person. Is it not a fact, Mr. Towers, 
that to-day we are basing our loans too much on the question of collateral 
security and not enough on the real thing—the moral standing of the borrower? 
—A. You were saying that in the earlier days to which you refer that those 
individuals were able to get bank accommodation largely on their record. That 

is, the appraisal of their ability and of their moral standing? 
; Q. Yes.—A. There was one further factor which entered into the mind of 
the banks at that time, and that was the assumption of an expanding country 
and continuing prosperity. It might have been interrupted at times, but it was 
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not interrupted to an etxent which really impaired faith in the future. Our banks 
no doubt said: Here are people who are live wires and very capable; the cir- 
cumstances are such that people with that capacity will be able to succeed 
and we will take a chance on their success. If general conditions inspire the 
belief that most people, even the able ones, are going to have a very difficult — 
time, then you will find a difference in the willingness of the banks to take 
those chances. £ 

Q. But, Mr. Towers, to me that is entirely a mistaken attitude. I will ask — 
you this question: would you not rather start in Canada to-day looking to~ 
the future, than to have started in Canada fifty years ago looking to the K 
future? - 

Mr. Krintey: That is quite a question. 

Mr. Towers: That is a difficult question to answer. 


~ 
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By Mr. Howard: 

Q. I am one of those fellows who believe that there never was a time in 
world history when we had as many changes and advantages ahead of us, be- — 
cause now we are beginning to disclose the future of this country and fifty years © 
ago it was not nearly so much disclosed as it is to-day—aA. The character of — 
the effort would, I suppose, have to be a little different. In a pioneer country © 
going ahead, such as Canada was at that time, there were many gold mines — 
to be tapped—and I do not mean that in the sense of the metal—it was a 
bonanza period. ~ 

Mr. Jaqurs: There was no debt. : 

Mr. Taytor: I might say in reply to Mr. Howard that in the earlier days 
in this country everybody knew what they had to do in order to make a living, : 
whereas to-day they do not know. This is an expert’s country; conditions to-— 
day are expert conditions. Unless you have been trained to the opportunities — 
that lie in front of you it is difficult for the ordinary individual to take advantage. ~ 

Mr. Jaques: As a pioneer in those days, we were contracting debts and ~ 
in these days we are trying to pay them off. ‘i 

By Mr. Kinley: 2 

Q. Do you not think, Mr. Towers, that the shyness of the banks—that is, 
they are gun shy, perhaps, on moral records—is due to an atmosphere that has — 
been created in modern days by countries not paying their bills and people — 
getting the idea that it is not dishonourable not to pay their bills, and there- 


fore you must protect yourself by having security?—A. That is a factor, yes. : 
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By Mr. Landeryou: 

Q. Is not this also a factor, that they know they cannot pay their debts 
even if they want to?—A. No. : y 
Q. I would like to know how we can pay Canada’s national debt. I have 
never had it explained, and nobody can explain it—A. I will explain it in a_ 
few words. | 4 
Mr. Howarp: I would like to ask Mr. Landeryou to do two things—to- 
read some of the speeches of Abraham Lincoln in his time and to read some 
of the speeches of William Gladstone in his time and to go back to the time — 
of Caesar, and I think he will find that exactly the same conditions obtained. | 
If you closed your eyes you would think you were reading just what is happen- — 
ing to-day, and those conditions have pertained for 2,000 years. What I claim — 
is this, that the people of this country have created, as Mr. Kinley says, a lack 
of confidence—that all over the world, even in England, they retarded to pay. 
their debts temporarily, and many other countries are refusing to pay. The 
minute you do a thing like that you immediately place in the minds of the 
[Mr. Graham Ford Towers. ] 
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people the idea that if countries are going to repudiate their debts then the 


individual does not have to pay his debt either, and you spoil the whole 


~ situation. 


Mr. Lanperyou: Abraham Lincoln recognized the principle in his day and 


suggested an alternative scheme of financing the needs of his country. 


Mr. Howarp: They did not choose it. But if you will read the record 
of that time you will find that thousands of unemployed persons in the city of 


New York were breaking the windows in all the stores. They decided the 


country was going to the devil at that time, and in order to complete the picture 
in the light of what has happened since that time why should we be discouraged 


_ and worried about to-day when we have the machinery and the system, and 
_ with the human element as it is we can make things go ahead. 


Mr. Kintey: I heard that well described the other day by the term moral 
rearmament. 


Mr. Lanpreryou: They need more money. 


By Mr. Howard: 
Q. Let me ask this question of Mr. Towers: if a person goes into a bank 


and puts down $20,000 of bonds and gets a loan of $20,000, you do not con- 


sider that is any loan, do you?—A. I certainly do not consider it is a risky 
loan if the bonds are first-class. 
Q. I want a better answer than that. Is it not a fact that that is not a 


loan at all? Instead of selling his bonds he goes into the bank and puts them 
up against the money he gets, and that is not any loan——A. Presumably he 
_ prefers to borrow rather than sell the bonds. He has certain reasons for that. 
_ I say in those circumstances it was a useful facility for him. 


eA. No. 


By Mr. Kinley: 


(J. Can the bank use that collateral security for the purpose of stimulating 
their reserves with the Bank of Canada?—A. No. 
Q. Is it counted as a reserve for the bank while it is in their possession ?— 


Q. Not if it is hypothecated?—A. No. 


By Mr. Howard: 
@. Would not this be a good suggestion: that we have shown in the 


_ statement the loans that are covered by collateral and the loans made as real 
_ loans without security except on the moral standing of the borrower, and the 


a 


other ones are loans which I take to be the stock market loans, ete.; would not 
that be a good idea from the statistical point of view?—A. I do not think it 


~ would tell any story that would lead to any conclusion, no. 


Mr. Puaxton: I think you would have very few loans made against just 


an excellent character. 


Mr. Kinuey: They take two now as endorsers. 


By Mr. Howard: 


Q. Take your banks and the original charter of all your banks; those banks 
were formed with the idea of supplying the necessary funds to finance industry 


throughout the country and for the development of the country.—A. Indus- 
try, agriculture, individuals; yes. 


‘ 
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Q. The whole thing—A. Yes. 
Q. I think they have done a pretty good job at that, but I want to say a 


_ word in connection with Mr. Jaques’ example the other day when he suggested 


that a bank loaned the money to put up a $10,000 industrial plant. That 
78849—2 
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would be true under our banking system and rightly so provided they knew 
that at a certain point they would re-finance and sell the stock and endeavour 
to pay back their loan, which he said they did. 
Mr. JAqurs: Yes. 
Mr. Howarp: Then you said they set up a depreciation for— 
Mr. Jaques: Replacement. . 


Mr. Howarp: Yes. At the end of the period when the depreciation value ~ 
equalled $10,000, they would put during the time, those accumulated reserves 4 
either in government bonds or in preferred stocks in some other industry. — 
Their reserves would help to finance at the end of the time. The point you — 
did not go far enough with was: supposing they closed out at the end of the 
time; their reserves would pay back the capital to the shareholders who had ~ 
put their money into the concern; you would ‘have the slate washed. off. if 

Mr. Jaques: May I say one word. I did not have time to plumb the ~ 
matter to the bottom, but we must remember this, that when money leaves the ~ 
bank before it reaches the consumer’s pocket it generates, as we say, a trend ; 
of cost. Now, the money which has been paid out in the construction of the © 
factory has generated a trend of costs, and it is taken back in the form of say- © 
ings to reimburse the bank. That is perfectly honest. We understand the © 
bank cannot loan money for years. But when that factory starts producing it — 
has to include in the prices of its products a sum of money to replace the fac- 
tory; in other words, the people are required to pay for the factory twice but 
_ they have only had one lot of money to do it. Now, you may say the money 
which formed the reserve is used for further production; that may be so; but 
that one lot of money is now going out to the public, to the consumer, and 
generates another lot of costs. One lot of money cannot repay two lots of 
costs. It is what we call the double circuit, and it is the crux of the whole 
matter. It is a bookkeeping system. For the life of me I cannot understand ~ 
the resistance there is to the idea, because everybody, including the banks, ~ 
would be better off; even Mr. Towers would not be so worried. na 

Mr. Towers: I think the trouble les in Mr. Jaques’ thought that every- 
thing is paid in money. He forgets that the activities of our lives are in © 
exchange of goods and services. I think I could talk for an hour and not say © 
any more than that. 

Mr. Jaques: May I mention Mr. Stevens’ illustration the other day when 
he said that the woman who bought a cow borrowed money from the bank to ~ 
buy the cow and the question was how she could find the interest, and Mr. 
Stevens said that she milked the cow and the milk paid the interest. Now, — 
the cow did not produce money any more than the bank produced milk. . 

Mr. Puaxtron: It produces goods. M 

Mr. Jaques: You do not pay interest with real wealth; you pay it with © 
money. Now, the cow does not produce any money and the bank does not ~ 
*e 
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produce any milk. 
The Cuatrman: Mr. Jaques you are forgetting that the milk must not ~ 
only pay the interest but it must pay for the calf. You produce another cow. — 
Mr. Jaquss: If the cow produced a golden calf that would be true. ) 
Mr. Howarp: Mr. Jaques, there is no answering for people’s taste. For 
instance, let us suppose that the social credit group or a socialist group came — 
to Sherbrooke to conduct a lecture and they priced the tickets at 50 cents, 
you would probably get a few people to attend, and if you reduced the price 
to 25 cents you would get a few more people to attend, but if Joe Louis came 
to Sherbrooke for a fight the people would pay $10 a seat and they would be — 
glad to go. Therefore, you cannot count on taste. ; 
Mr. Kintey: With regard to depreciation, do you not think that the © 
allowance for depreciation in the financial structure to-day is quite liberal? 
[Mr. Graham Ford Towers.] 
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Mr. Howarp: Very. 


Mr. Kinury: Considering that most firms, out of operating, keep their 
buildings in repair, and when you are dealing with costs, with modern struc- 
tures, the scale of depreciation allowed is quite liberal. 

Mr. Howarp: Surely. 


By Mr. Howard: 


Q. Now, Mr. Towers, you know something about the systems in other 
countries. This strikes me as a peculiar situation. We are finding fault with our 
present financial institutions in Canada—there is a lot of criticism about them— 
but nobody has yet shown us a better way, and as far as I am concerned I am 
always looking for new ways to do things better; but is it not a fact that when 
Russia cleaned off their slate and decided to start anew they started exactly with 
some of the arguments we have been brought up on; they based their unit on a 
unit of labour and they started to operate entirely on the socialistic basis or 
communistic basis, and today they are practically back to the same system we 
are in as far as their financial system is concerned. They are producing gold for 
their international balance settlements, they are basing their purchases on 
efficiency and production, they have done away with all that silly right of wages, 
to everyone and they pay on the merit system according to the amount produced. 
In a word, outside of having representative government, which is a question 
for discussion in the minds of some people—their system in a general way is 
practically the representative standard financial system—A. Their financial 
system right from the start has been exactly the same as it would have been in 
a capitalistic country, allowing for the major difference that the government own 
all the means of production and various other things as well. The banks in the 
Soviet union gave credit to various of the industries in accordance, naturally, 
with the instructions of the central planning bureau. Sometimes those loans were 
good and sometimes they were bad. If they were bad the country as a whole 
took whatever loss was involved. I think that the things which determine 
whether or not loans shall be granted in many, though naturally not. all 
cases going to be the same things which determine action in a country such as 
this. In other words, the planning bureau’s estimate of the needs and probable 
success of the particular industry concerned. 


By Mr. Landeryou: 


Q. Is not there a major difference in that the government determines what 
work should be carried out and the banks have to provide the funds for carrying 
out those works?—A. Yes, but the government is the banks and the government 
is industry. | 

Q. It is determined by the government. The government instructs the banks. 
It is determined by the government to provide the funds?—A. Yes. 


By Mr. Kinley: 
Q. It is a partnership in Russia; it is not a political bank in Russia?—A. No. 
Q. It is controlled by an independent board?—A. Well, it is all in the hands 
of the government. I will say this, that as time goes along the decisions of the 


_ government as to whether they will or will not instruct their banking department 


to place credits at the disposal of a particular industry are going to be guided by 
the same thought which you would find in a capitalistic country. In other words, 
is the industry going to be efficient? Is it worth while? That will not, of course, 
entirely be the case; there will, undoubtedly, be cases where they say, “ we want 


_ this to be done and we do not care whether it is profitable or not.” In that case 


they will supply the funds, perhaps, from other than their commercial banking 


agencies and charge it up to taxation. 
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government determining what shall or shall not be done—A. All I am saying is_ 
that the things which guide the government in determining the extension of credit — 
are more and more those things which would guide individuals in a capitalistic — 
country. | ; 

Mr. Cotpwetu: Except that the question they ask is: Does this meet a — 
definite social need, whereas our people say: Will this produce a profit? ; 

Mr. Towers: Yes, that is true, with this added qualification: does it meet — 
a definite social need; and they have also come to the point because of experience, — 
where they also say: can we afford it? 

Mr. CoLpWELL: Yes. | 

Mr. Towers: In the earlier stage I think that question: can we afford it, 
was not so prominent. | ; 

Mr. Cotpwetu: The difference is: can we afford it, as against, does it 
produce a reasonable profit? : 

Mr. Towers: Yes; and the final one would be: under the system as they — 
operate it, is it possible to have a larger sum total of production for the people — 
of the country than would be the case under some other system. é 
: Mr. CoLDWELL: Yes. § 

Mr. Howarp: Let me give you one more example of profits. Take, for 
example, the manufacture of silk stockings. Take one plant, without mention-_ 
ing any names, which started in Sherbrooke twelve years ago and to-day is 
employing 760 hands. It has not been slack throughout the depression; it has 
maintained employment. The first pairs of stockings that they put out sold in> 
the retail stores throughout Canada at $2 a pair; to-day the price is 79 cents. 
But not to be extreme, we will take it on the same quality and the same standard, 
$1, or a reduction in price from $2 to $1 to the consumer. - 

Mr. Kinutny: They still have the $2. 

Mr. Howarp: Yes, 1 know. The same quality is at $1 now on the basis of 
trade; the $2 price was based on an American stocking imported into Canada 
with the duty paid and laid down here selling at $3.° So they started by under-_ 
selling the American price by $1, $2, and to-day the price is 79 cents a pair in- 
the retail stores. The profits factof has decreased over one-third—the percent- 
age of profit factor has decreased over one-third, labour has increased over 
40 per cent. 

Mr. Cueaver: You referred to the general profit decrease or a profit per 
pair of stockings. 

Mr. Howarp: A percentage profit. I am not talking about totals; that 
depends on the number of employees. If a factory had 1,500 employees they — 
‘would make more. 

Mr. Krintey: That is the answer to your question. ‘ 

Mr. Howarp: How can you establish any profit factor? Suppose they 
had gone on making $2, they would not sell any stockings. Bi 

Mr, Curaver: I suggest they are making thousands of dollars more profit 
at a lower price. 

Mr. Howarp: ‘Total prices are a different thing. I want to make this” 
point: they have reduced the price from $2 to 79 cents and they have increased 
their labour, the number of employees by over one-third, and they are taking 
one-third less profit-on a dozen pairs of stockings. | 

Mr. Cunaver: And they are making more. 

Mr. Howarp: That is under the private system. I doubt if you could do 
that under any government system. “ 

Mr. CotpweLu: You are eliminating that total profit altogether. € 

[Mr. Graham Ford Towers. ] 


Q. They have not reached that period yet; they are still on the system of the | 


| Miah ae Dod 


BANKING AND COMMERCE 547 


' Mr. Howarp: In one case you may be employing ten hands and in the 
other case you may be employing 10 hands. 

‘ Mr. Kintey: If the profit was not there you would not make it, because 
they would be lazy. 


By Mr. Howard: 


Q. Suppose we admit that this country needs good roads, a lot of good 
toads, and that the development of the tourist trade that Mr. McGeer was 
speaking about would create increased revenue in Canada, possibly enough to 
make the roads self-liquidating. Suppose we decided on the poley of going 
ahead and spending money on roads, how would you proceed to finance that?— 
A. The answer to that is found in the experience of many years, of course, I 
would say in these circumstances the government could borrow for the con- 
struction of the roads, and, of course, has borrowed for the construction of roads. 
; @. Now, I have no other question, Mr. Chairman, except that I have tried 
to show that I approve of the present financial set-up and the present banking 
system, but I am always ready if anybody can show me how we can improve 
general conditions to accept it. But I still am absolutely convinced in my own 
‘mind that the relation of one commodity to another ‘is of very great importance, 
and when we throw them out of line, that is the real basis of our troubles. 


The Cuairman: Now, I would suggest that after we have heard from 
Mr. Clark, that Mr. Taylor be given the floor. I think we should give 
Mr. Taylor the floor. 


i Mr. Crark: I should like to ask Mr. Towers in the first place if he would 
‘say the private banks have any exclusive rights to receive deposits? 
4 Mr. Towers: No, they have not. As a matter of fact, the question was 
Taised at an earlier meeting as to the amount of deposits taken by other institu- 
tions in Canada, and one of the things I have here to-day to put on the record, 
with the committee’s permission, is a statement showing the amount of deposits 
‘im other institutions as of December, 1937. 
F Mr. Crueaver: Are you putting it on now? 

Mr. Towrrs: May I put it on now, Mr. Chairman? 

The CHAIRMAN: “Yes. . 


SAVINGS INSTITUTIONS 
Deposits ° 


* (Millions of Dollars) 
ee 
; Calendar Years-ends! 


— oe ee 
1926 1927 | 1928 | 1929 | 1930 | 1931 | 1932 | 1933 ) 1934 | 1935 | 1936 1937 


SSS eee ee 


Dominron Postar SAvVINGS.......... 249-4 938-7) 28-4] 26-1] 24-8] 23-9] 23-9] 23-2] 29-5] 99.9 21-9} 22-6 
Provincrat INstrruTIoONS— 

Ontario Savings Office............ 18-4 18-8] 19-8} 22-8} 23-3] 26-9] 23-7] 21-5] 21-4] 32-0 37-7] 40-3 
_ Manitoba Savings Office.......... 15-3 15-6} 15-4) 15-0] 14-7] 12-4 # ¥ , y * x 

Alberta Savings Certificates®..... 01-1 11-8} 11-6) 11-8). 11-0} 9-2). 7-6): 5-7]. BB). 4B) eB aed 
Savines Banxs— 

Montreal City & District........ 56-2 57-7] 58-2) 55-1] 55-4) 55-7] 54-3] 52-9] 52-7] 54-6] 57-8] 61-6 

Caisse d’Economie............ 13-0 13-6) 12-7) 12-5] 12-7] 12-5] 13-2] 12-9] 13-01 13-0 13-6} 13-6 

Catsses PorpuLAIRES................ 6-3 FOP, BU BA 7B TAP 62h a6) Gabe AO area et 
TAN ComPanims................... 32-3 37-6} 40-0) 37-7} 39-7] 38-4] 36-9] 31-8} 32-6] 33-5] 33-4] 33-8 
Trust RCOMPANTIEG®. ooo josie ens cas. 17-2 22-2) 27-9) 31-4] 35-5) 38-4) 41-1] 44-7] 45-1] 47-11 49-2 50-3 
Se Ot eae 8 209-2 223-9] 222-1) 220-5] 224-9] 224-8} 206-9] 198-3] 199-0] 213-9] 2925-8 239-4 


t 1Figures are for respective fiscal year-ends of institutions and are shown under nearest calendar year-ends. 
Includes Dominion Government Savings Bank figures. 

Demand deposits only. ; 

ht ns companies incorporated in Ontario; not available for other companies whose deposits would be a relatively small 


*Transferred to chartered banks in 1932. 
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Mr. Cotpwe.u: For our information, what are the totals? 

Mr. Towers: The total was $239,000,000. 

Mr. Puiaxton: Representing what? 

Mr. Towers: Dominion postal savings, $22,000,000; provincial institu- 
tions, Ontario $40,000,000, Manitoba savings office, none, Alberta savings cer-_ 
tificates, $4,000,000; Montreal city and district banks, $61,000,000; La Caisse : 
d’Economie, $13,00,000; Caisses Populaires, $13,000,000; loan companies, $34,- 


ye" 
r. 

* 
nS 
. 


000,000; trust companies, $50,000,000. " 
By Mr. Landeryou: ; 

Q. Alberta savings certificates are not considered as a deposit?—A. Yes, | 
but they are ones which, of course, cannot be withdrawn at the present time; 
but they still are regarded by the depositors as a deposit. i 
Q. That does not include the amount of money in the treasury branch? | 
—_A. Excuse me; Mr. Scott points out the Alberta figures include demand de- 
posits only. y 
Q. It does not include the deposits in the treasury branch in Alberta, 
does it?—A. No. 4 
Q. New treasury branches?—A. Not included in these figures. All these” 
figures refer to December, 1937. 


By Mr. Clark: 

Q. The capital stock of the banks is widely distributed, is 1t not?—A. 
Yes, it is. iN 

Q. Many people have bank deposits?—A. Yes. 

Q. And it is of great importance to them to have confidence in the banks? 
—A. There is no question of that. | : 

Q. And it is important, too, that the banks retain the confidence of the 
people?—A. Yes. f 

Q. It has been suggested and stated in the house that the banks are 
practically criminals because they do not keep the deposits, that they have 
not enough money to pay out the deposits that thoy have. Is there any justi- 
fication for that idea?—A. No, because banking from the time that banking: 
commenced has never been conducted on the basis of the banks having 100 
per cent in legal tender against their deposits. 

Q. That may apply to a private concern also? As a matter of fact, I 
do receive deposits and pay out more than the banks do. As long as I am 
able to pay and do pay the deposits, I am not a criminal?—A. That is correct. 

Mr. Lanpervou: What would happen if you were caught short; would 
you be in the same position as the banks? ks 

Mr, Cuark: That would not happen unless the banks went down too. . 

Mr. LANppryou: You say you do that. Suppose you were caught short, 
what would happen? ¥ 

Mr. Kintey: It would come out of his personal resources, his house, his 
property. i 

Mr. Crarx: Yes, they would have the same claim as they would have 
against the banks. : 

Mr. Krxtey: It is because they have confidence in you that they allow 
you to do that. ‘ 

Mr. CuarK: That is the way business is conducted. What I wish to poll 
out is that it is important to the banks to retain the confidence of the peopl 
and have the banks promote and maintain private enterprise. : 

Mr. Lanveryovu: I should like to get at that same illustration. You sa 
Mr. Clark, you have deposits and you use the people’s money? , 

[Mr. Graham Ford Towers. ] 
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Mr. Cruarx: The same as the banks. 

Mr. Kinuey: Are you a trust company or do you do it privately? 

Mr. Cuarx: I do it privately in my own business. | 

Mr. Lanpreryou: I cannot understand how you do that. 

Mr. Lepuc: He is a private banker, that is all. 

: Mr. Jaques: May I point out the difference between a private individual 

_ and a bank is this: the bank, as Mr. Towers would say, creates—loans money 

_ by creating the means of payment. If I loaned you $500, I have to loan you 

$500 that I got from somebody else. The bank really does not loan money, 

it loans promises to pay money. . 
Mr. Kinuey: Credit. 


Mr. Jaques: And consequently if all the people demand their deposits 

in cash they could not get them. The people of Canada are not going to be 
so foolish as to want all their money at once. 

: Mr. Cuarx: No. | 
Mr. Jaques: They are not refraining from borrowing money because they 
are afraid of a run on the banks at all. 

Mr. Kinuny: Indirectly he does that. 
| Mr. Towers: If I may interject there, you create credit when you buy 
something from the corner grocery on credit. ! 
3 Mr. Jaqurs: Very little. It is like a railway ticket. A railway ticket is a 
claim on so many miles of travel. The bank ticket is a claim on anything that 
is produced, either goods or services. 
, Mr. Crarx: Yes. The deposits with individuals and with concerns at the 
7’ . id 
_ present time amount to a very considerable sum, I presume, throughout Can- 
ada, and if our banking system did not have the confidence of the people, the 
people could not borrow from their neighbours, for instance, because now they 
have credit with the banks and can borrow money from individuals because 
_ they have credit with the bank. 

The CHarrMAN: Proceed. | 
| Mr. Lanperyou: May I put this the way that Professor Fisher of Yale 

University put it in his address on a radio broadcast? 

The CuHatrMAN: I suggest, Mr. Landeryou— 
f Mr. Lanperyou: Every time I go to make a statement you interrupt me. 
I do not think that is right. I asked him personally whether he was prepared 
_to do that, and you interrupted. I do not think that is fair. I have been inter- 
rupted every time I got up to speak in this chamber. I absolutely resent it. 
j The CuHarrman: Mr. Landeryou, you were given the opportunity to open 
this inquiry. 
4 Mr. Lanpreryovu: I beg your pardon, I have not been given the opportunity. 
I have been interrupted in this chamber. 
. The CHARMAN: The record will show, Mr. Landeryou. We are very 
anxious to have Mr. Clark proceed. Mr. Clark is open to questions, if he cares 
to answer them, but at the same time I think it is the view that all people who 
wish to be heard— 

Mr. Lanpreryrovu: Mr. Chairman,— 
: The CuarmrMan: Will you please sit down and listen to me for a moment? 
In view of all the questions that the different members desire to ask and have 
asked, for the opportunity of investigating, I thmk that Mr. Clark should be 
allowed to proceed with his investigation or his inquiries. Now, then, later on 
you will be given an opportunity to put the statement on the record, but I 
doubt if it should be done at the present time. 
78849—3} 
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Mr. Lanperyou: I asked him, and if he had objected I would have sat 
down, but I resent everybody interrupting. They interrupted Mr. Jaques when — 
he was giving his statement. He was interrupted by everybody and was ques- — 
tioned by everybody at one time, which prevented him from making his*state- _ 
ment— 

The Cuamrman: If you read the record you will notice over and over 
again I stated that I objected to the interruptions, and that I was trying to 
protect Mr. Jaques so that he could continue, and I even suggested that I was — 
trying to protect him from Mr. Landeryou. 

Mr. Lanperyou: I will ask you this question: did I not ask Mr. Clark’s © 
permission— : 

The CuarrMAN: I think you did, but I suggest— | 

Mr. Krxtry: It was not a question.. There is a difference between a ques- — 
tion and reading part of a thesis, as it were, which may be altogether different — 
from the general tone of the article, and putting Mr. Clark on the spot at the — 
moment by reading something by some American professor who writes an article — 
of this kind. I think a question should be a real and frank question. ! 

The Cuamman: That is my opinion. Proceed, Mr. Clark. 

Mr. Crark: Mr. Chairman, I should like to ask Mr. Towers a question 
with respect to— 

Mr. Cieaver: I think we ought to clarify this a little. T do not want any ~ 
member of this committee to feel he is being imposed on, because I know you 
want to be manifestly fair and tried to be fair. I think Mr. Landeryou has 
misunderstood your ruling. I take it that your ruling is that any member of 
this committee can, with the consent of the witness, ask any personal question — 
that he wishes to ask, but he cannot use that opportunity to put somebody — 
else’s propaganda on the record. Now, if Mr. Landeryou has a question of his — 
own to ask I take it he is quite in order to ask it so long as Mr. Clark is 
willing— 

The CHAIRMAN: Quite. 

Mr. CotpweEtu: I was going to say that I did not object to questions — 
yesterday. I do not think it is wise or fair to the individual who is giving a 
point of view to keep interrupting, because it does throw you off the point from 
time to time. 

Mr. Cuark: Yes. 

Mr. Kinuey: Mr. Clark is very clear, and I think he is doing well. © 

Mr. Cuark: What I desire to point out is that I cannot agree with the — 
Social Credit and C.C.F. testimony that has been given here, because from my 
experience I believe that the government is not justified in going into business; — 
that it is more economical to have it undertaken and carried through, possibly | 
at some times with the help of the govenment, by private enterprise, and that . 
it is highly important that the business of the country should be carried on by 
private concerns. 

Mr. Jaques: We agree with that entirely; Social Credit agrees with that 
entirely. . 

Mr. Cuark: Agrees with that? 

Mr. Jaquss: Yes, entirely; socialists don’t, but social crediters do. 

Mr. Cuark: That is fine. The chartered banks, it is pointed out, have a very — 
important part in the financial affairs of our country, and it is of great | 
importance that they retain the confidence of the people of Canada. It surely — 
‘5 a tribute to the soundness of our banking system that no failures of our banks — 
occurred during the recent severe depression. : 

[Mr. Graham Ford Towers. ] ; 
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Mr. JAquns: The people failed. 


Mr. Cuark: There were a great many failures of banks in the United 

States at the time. The banks were sustained and carried on because they were 

cleverly managed and handled. They made a small profit, not a large profit, 

during the depression; and I think it is unfair to have statements made that 

have been made before this committee and in the house that the banks during 
the depression made extraordinary profits. A statement was made, for instance, 

i s the first place, that they were sort of criminals because of what they were 

- doing. 

; Mr. CotpwEeLu: Who made that statement? 

Mr. Landeryou: Who made that statement? 


} Mr. Ciarx: Mr. McGeer made that statement on June 2, 1936 in the house. 
_ This is what he says: 


, I do not know of anybody else who can do that kind of thing without 
sy going to the penitentiary. 


f Mr. JAqures: That is right. 
A Mr. Lanperyovu: That is true. 


Mr. Crarx: And he goes on to say in regard to the banks that in 1934 the 
banks made an actual profit of $18,000,000. Have you information there, Mr. 
Towers, to show us what the figure was in 1934? I am speaking of the net 
profit. 
2 Mr. Towers: We shall have them in just a minute. 


a > 
Fis ath 


Mr. Jaques: That is their disclosed profit; they have immense _ hidden 
reserves that nobody knows anything about. 


Mr. CuarK: No, that was on capital investment of $144,000,000. What I 
should like to point out, and I should like to ask Mr. Towers is: Are not the 
reserves of the banks practically capital also? It is furnished as capital, is it not? 
Mr. Towers: Yes. At least, as their statements show, there is a certain 
capital and certain reserve fund. Some of that fund has come from profits, the 

_ balance of it has come from premium on the capital stock which they sold and 
is in essence capital. The division of these two I have not at the moment here. 


Mr. Krnury: They all came from profits. 
Mr. CuarKk: No. 


Mr. Towers: No; I think the majority of it came from the price at which 
they sold their capital stock. 

Mr. Kinuey: It depends on profits. 

Mr. Cuarx: No, it is not profit. 

Mr. Towers: The price which they can secure for their stock— 

Mr. Kinutey: Depends upon their structure and their earning power. 

Mr. Towers: That is true; nevertheless, it remains the case that the rest 
fund is only partly composed of transfers from profits. 

Mr. Kinuny: I think that is all right, but it is profit. 

Mr. Cuark: No, it is not profit; a reserve fund is not profit. 

Mr. Kinuey: What can you build it up from? 


Mr. Cuarxk: I will give you an illustration. The Bank of Montreal issued 
new capital stock at $200, $100 of which issue was furnished by the stock. 
: Mr. Krntey: Why were the people willing to buy and pay $200 for it? 
Because it was worth it? 
_ ~Mr., Crarx: Because of the existing earned profit. 
Mr. Kinutry: And because of the reserve fund which justified— 


. 


552 STANDING COMMITTEE 


Mr. Cuark: They furnished $100 for each share and that was capital. 

Mr. Kinury: You have to build up a reserve fund from profits. 

Mr. Cuarxk: No, that was capital. 

Mr. Kintey: What else— 

Mr. Curaver: In the first instance, yes. 

Mr. Huu: I think you will find reserves are all undivided profits. If you 
take into consideration the capital invested in their .real estate which should 
come out of the amount paid in on the stock, you will find the net reserve is 

all put there from undivided profits. 
Mr. Towers: You mean premium on capital stock should have been used 
for premises? 

Mr. Hitz: Absolutely. 

Mr. Towers: I cannot quite follow the argument of relating one to the other. 
Mr. Kinury: Suppose I have a share in a company and the stock is worth 
$200. Why is it worth $200? 
Mr. Cueaver: Because of existing profits. ‘ 
Mr. Kinuey: Because it will earn 10 per cent, therefore the man says it 1s 
a 5 per cent investment and I will pay $200 for it. 

-Mr. Crark: The amount you put in has not been earned. 

Mr. Taytor: What you paid for your investment has not been earned from ¢ 
profits. is 

Mr. CuarKk: It is a fact, as the records of the banks show. j 

The Cuatrrman: Mr. Clark, Mr. Taylor has a question. ‘ 

Mr. Tayuor: I should like to interrupt here, but I do not like to do it. I 
do it only because I do not want to lose this point. Mr. Towers says that the g 
rest or reserve fund is not all undivided profits, that some of it is premium | 
on the shares sold; but I know of case after case in my life history where banks © 
have never sold shares at a premium in order to add to their reserve fund. ~ 
In that case the money is taken directly out of the profit made each year and — 
added to reserves. ' 

Mr. Towers: In such cases, yes. 

Mr. Tayuor: It is only within the pe 20 years that we have heard thell p 


word “rest”? fund. Before that it was reserve or profits undivided. 2 
Mr. Krnuey: Suppose the bank profits went down 50 per cent next year; 2 
when you took up your morning paper, what would be the price of bank tole 
in the paper? ‘ 
i 
Mr. Kinuey: But you know they would be down, you know that. 3 
Mr. Towers: Yes. : : 
Mr. Kintey: It all relates to profits. 
Mr. CotpweE.u: Can we get an answer to Mr. Clark’s question? ¥ 
the amount of reserve funds which represented cash premiums on stock issues 
was $67,000,000. The amount set aside from profit was $54,000,000, and the 
amount added i in connection with purchases of assets of other banks was $40,-_ 
000,000, a total of $161,000,000, I think. 
at what amount bank properties are carried in their statements as assets? 
Mr. Towers: In general I would say they are carried at cost, less the amount 
which they have set aside for depreciaton from year to year. 
Mr. CiEAvER: What is the amount of the annual precentage of depreciaton 


4 


Mr. Towmrs: I cannot tell you. 
Mr. Towers: In 1933—there won’t have been very much change since iene 
Mr. Curaver: I have just one question. In that connection, do you know — 
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Mr. Towers: That I cannot tell you. 

Mr. Cotpwetu: Mr. Towers, what about the rate of profits that Mr. Clark 

“was criticizing? 

Mr. Towers: The amount of profits? In 1934, $18,000,000. 

Mr. Cotpweiu: What is the percentage? | 

Mr. Cuarx: Taxes are not taken from that. 

Mr. Lanpreryrou: Is that after reserves— 

Mr. Towers: After reserves for bad debts? 

Mr. LANpERyov: Yes. 

Mr. Towers: Yes. 

Mr. Lanperyovu: And depreciation and all others— 

i Mr. Towers: Whether these figures I have here are after depreciation 
of bank premises or not I do not know. | 

Mr. Crarx: I think some taxes are included in that. 

Mr. Krntey: Is that after income tax payments? 

4 Mr. Towers: These figures are shown after deducting dominion and 
provincial government taxes. 

fe Mr. Kinury: Fifteen per cent income tax on that, is there not? 

Mr. Towers: This $18,000,000 is shown after taking— 

Mr. Cotpwetu: What was the rate of profit, what per cent? 

Mr. Towers: On capital? 

Mr. ConpweEuu: Yes. 

Mr. Towers: The capital and reserves at that time— 

Mr. Cotpweiu: Capital without reserves. 

4 Mr. Cumaver: And reserves. 

Mr. Towers: Their money which is included in the business— 


_ Mr. Creaver: You get an answer to your question, Mr. Coldwell, and | 
. should like an answer to mine. 
z Mr. Cuark: I may say that in 1934 the capital stood at $144,500,000 and 
the reserves at $132,000,000. The reserve was reduced from the time you 
_ stated there. | 
| Mr. Towers: Yes. 
j Mr. Crarx: There has been an actual reduction in serves. 
i Mr. Curaver: Through losses? 
ie Mr. Coutpwetu: What was the rate of it, the interest rate? 
Mr. Towers: It is being worked out. 
He Mr. CuarKx: So that the profit was not anything like 12 per cent at that 
time on the actual capital; it was, in fact, about 44 per cent. 
Fr Mr. CuLEaver: Shall we wait and let Mr. Towers answer? 
& The CuarrMan: Let Mr. Clark finish his sentence. 
g Mr. CuarK: Then it is stated that the larger banks, referring to the 
Bank of Montreal, pay 8 per cent. It was also stated that the other banks 
range from 6 to 12 per cent, but the average stood at about 12 per cent. It 
is hard to understand that. Do you understand that, Mr. Towers? 
es Mr. Towers: Excuse me. 

Mr. Crarx: Do you understand the statement that other banks ranged 
from 6 to 12 per cent but the average stood at about 12 per cent? 
Mr. Towers: No, I do not. 
Mr, Cotpwe.tu: Who made that statement? 
Mr. Cueaver: Mr. McGeer. 
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Mr. CotpwreLtut: Now I wonder if Mr. Towers has an answer to the ques- 
tion I asked. The first question was the percentage of profit on capital plus 
reserves, and the second question, percentage of profit on capital only. . 


Mr. Towers: In the latter case between 12 and 13 per cent as we work 
it out here. In the former case, that is, on capital and reserves, between 6 and 
¢ per cent. 


By Mr. Cleaver: 
Q. Have you the percentage of profit on capital plus the part of reserves 
that was contributed by increased selling price of stocks? I take it that would 
be about 9 per cent.—A. We will try to get that figure in a minute. Incident- 
ally, I should point out that not having been prepared, I am taking figures — 
as they are available in various forms, ‘and I should say that probably that 
profit figure of $18,000,000 which I mentioned might be affected in this way: 
undoubtedly there are certain deductions, although just at the moment i 
cannot tell you what they are. I mean, probably pension fund and possibly 
for depreciation and so forth. ’ 
Q. Before we leave the question of bank premises I have one more ques- 
tion to ask. Can you tell me what percentage of bank premises has been — 
written down to $1 as a result of this actual depression, written off, and are 
now carried on the bank books simply at a nominal figure?—A. You mean , 
individual buildings? 
Q. Yes, individual property——A. Oh, that I do not know. | 


Q. Can you give us an estimate? you are familiar with that—A. No, I have © 
not the faintest idea. The sum total of the premises of the various banks is 
pretty substantial. Now, whether an individual branch here or there has been” 
written down to $1, I do not know. 


Mr. CotpweEtu: You have a lot of such cases, I imagine, in western Canada, - 
where many bank premises have been abandoned and boarded up. 


Mr. Towers: Yes, those which are abandoned, I dare say. 


By Mr. Cleaver: | 
Q. If the material is not available to answer the question which I have 
asked, would you have this information? Would you tell me what percentage of © 
the present assessed value is being carried on the banks statements?—A. No, I 
have not the vaguest idea. | 
Mr. Cuark: Mr. McGeer made a statement, speaking about the 12 per cent, | 
that they had set aside as rest accounts an amount almost as great. I think, 
as a fact, there has been no increase in the rest accounts.of the banks for years. — 
It has been reduced, on the whole. 
Mr. Towers: On the whole it has been reduced as compared with ten years — 
ago. | 
Mr. Cuark: It has only been a trifling amount, in any case. 
Mr. Towers: The figure of the 1930 rest fund was $162. 2 millions; the 
figure at the end of 1938 was $133.8 millions. : 
Mr. Cuarks It has been reduced, so that that statement is absolutely — , 
incorrect. . 
Mr. Curaver: And the reduction would be accounted for through losses on 
loans. 
Mr. Towers: That may be so in certain years. They may have used some 
of their rest funds to provide for losses, yes. 
[Mr. Graham Ford Towers. ]: 
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By Mr. Taylor: 
Q. I wish to ask if the capital has been increased in the same period?— 


_ A. No; the capital has remained the same. In 19380 it was $145,000,000; it is now 


$145.5 millions. To tell you the truth I did not recall there had been any change 
whatever. I do not know why that figure is up by $500,000. 

@. The implication is that the banks have withdrawn from their reserve 
funds to equalize profits?—A. I beg your pardon? 

@. The implication is that the banks have withdrawn from their reserve 


_ funds to equalize profits?—A. I would say to provide for losses. 


Q. To provide for losses?—A. Yes. 


Mr. Jaques: Mr. Chairman, is it not a fact, Mr. Towers, that the banks 
have large hidden reserves? 


Mr. Towers: Not to my knowledge. 

The CHAirMAN: They are hidden from the governor if they are there. 
Mr. Jaques: I understood they were hidden. | 

The CHAIRMAN: What is the evidence? 

Mr. Jaques: It is generally accepted that they have hidden reserves, 


. although their auditors have not the information. 


By Mr. Kinley: 
Q. Mr. Towers, may I ask a question? You said that they reduced their 


reserves to look after losses. At the same time they maintained their 


_ dividends?—A. They reduced their dividends. 


Q. Is it not natural in ordinary circumstances when you do not make a 


' profit, to stop your dividends?—A. It might be the natural thing in the case of 
_ many industries, but there are special circumstances which the banks have to 


take into consideration. If you have the responsibility of operating a bank and 


you have to make a choice between taking something from your reserves and 
- maintaining somewhat reduced dividends, or cutting out your dividends entirely, 


it is bold man who will decide that the elimination of dividends would have no 
effect on confidence. 
Q. Of course, that is perfectly legitimate in private industry. I thought the 


law said that you must pay dividends out of profits or reserves? 


Mr. Lanperyou: What are the banks charging the government now for 
money for short term purposes? 


Mr. Cuiraver: I think we should get an answer to that question. 
Mr. Towers: They are not loaning anything to the government. You mean 


direct loans or security issues? 


By Mr. Landeryou: 
Q. Security issues?—A. The security issues? You will find the quotation 
and yield of those shown in market reports or at the time of new issues. For 
example, in the issue which was made yesterday, speaking from memory, the 


_ short term, 3 year 14 per cent obligation, cost the government about 1-70 per 
® cent. 


Q. If the banks are losing money, as has been suggested by Mr. Clark, why 
it is they loan money at that rate; why do they not charge more?—A. They 
have not got any alternative because they cannot get sufficient loans at the 


higher rate. 


By Mr. Kinley: 
Q. Mr. Towers, I question your answer a while ago. You say that it 
would be the natural thing to do in all businesses except banking, to cut the 
dividend first?—A. That was rather a broad statement. One would have to 


= by individual cicumstances. 
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Q. Do not companies build up reserves for the purpose of stabilizing — 
dividends?—A. No doubt that is a much more reasonable way than the way — 
I put it before. I should have said there were certain special. considerations % 
of confidence in relation to banks. q 


By Mr., Coldwell: 
Q. Mr. Towers, have you the memorandum that Mr. Woodsworth asked ~ 
for?—A. Yes, I have. | 
Q. Would you put it on the record?—A. Yes, I will. Mr. Chairman, with 
the permission of the committee I will put on the record the reply to questions | 
asked by Mr. Woodsworth and also figures showing net repatriation of Cana- ; 
dian government bonds in the last ten. years in response to a question by Mr. — 
Landeryou. I will also put on the record this reply to questions asked by Mr. 
Deachman and also to questions asked*by Mr. Tucker. 7 
(Replies to questions asked by Messrs. Woodsworth, Landeryou, Deach- | 
man and Tucker, appear as appendices to this report). | 
_. Mr. Kinury: Mr, Chairman, it was arranged the other day that I should 4 
follow. Mr. Coldwell, but I had to attend in the house and I lost my turn. — 
Could I get my turn back again? ; 
The CuamMan: We have promised Mr. Taylor that he will follow Mr. 
Clark. Mr. Clark will start at our next meeting. 
Mr. Kinuey: I am willing to defer to Mr. Taylor. 
Mr. Cueaver: I wonder if I could follow Mr. Kinley? 
The CuairMAn: I think it should be the understanding of the committee — 
that Mr. Clark should finish at our next meeting, followed by Mr. Taylor, Mir 
Kinley and Mr. Cleaver. 


The committee adjourned to meet Monday, May 15, at 11 o’clock. 
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= APPENDIX “A” 


- 


QUESTIONS BY MR. WOODSWORTH ON THE EFFECTS OF THE 
; GOVERNMENT BORROWING $50,000,000 FROM THE BANK OF 
j CANADA AT 4%).% PER ANNUM, TO USE FOR PUBLIC WORKS. 


(1) Would $25,000 per annum pay the Bank of Canada’s expenses? 

If the Bank of Canada’s participation were limited to creating first a deposit 
in the Dominion Government account and later deposits in the accounts of the 
chartered banks, then $25,000 per annum, obviously, would more than cover 
‘any additional cost to the Bank. However, if it were necessary to issue and 
service Bank of Canada notes, the total cost involved would be much greater 
than $25,000 per annum, as is illustrated by the statistics in the table on page 

402 of the Minutes and Proceedings. } 


| (2) What would be the procedure? 
The are two possible methods of procedure: 


(a) The Government might withdraw the $50,000,000 in Bank of Canada 
i notes and use them to pay contractors and others. 


(b) The Government might issue cheques on its account in order to make 
payments to contractors and others. 


(3) The Effect on the Accounts of the Chartered Banks? | 

(a) Regardless of which of the procedures just mentioned was adopted, 
the result would be to increase the cash reserves of the chartered banks by about 
$50,000,000. 


(i) If the Government had used Bank of Canada notes as a means of 
making payments, almost all of those notes would find their way back 
to the chartered banks increasing their cash reserves. 


(ii) If the Government drew cheques on the Bank of Canada, those cheques 
would be presented by the banks and credited to their balances at the 
Bank of Canada, thus increasing their cash reserves by $50,000,000. 


. (b) The Canadian deposit liabilities of the charctered banks would be 
increased by about $50,000,000 through the deposits by the public. This 
increase in chartered bank liabilities would balance the increase of assets in the 
form of cash. 


4q (c) The increase in cash reserves would stimulate the banks to add their 
earning assets, which might, if the banks could find suitable loans or invest- 
ments, increase by $450,000,000 and increase deposit liabilities by the same 
amount. Deposits would then be $500,000,000 larger than before this transac- 
tion occurred and assets larger by the same amount in the form of $50,000,000 
~eash and $450,000,000 other assets. 

-- 

(4) The Effect on the Accounts of the Bank of Canada? 

(a) The first effect would be to increase Bank of Canada liabilities by 
~ $50,000,000 in the form of a deposit of the Government—accompanied by an 
_ increase of the same amount in assets held in the form of Government securities 
or advances. 
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(b) If the Government withdrew its deposit at the Bank of Canada in Bank ~ 
of Canada notes, the second effect would be to decrease the Bank of Canada’s ~ 


liability in the form of a Government deposit by $50,000,000 and increase its 
liability in the form of Bank of Canada notes by the same amount. There 
would be no change in assets. 

(c) If the Government withdrew its deposit at the Bank of Canada by 
drawing cheques on the Bank of Canada, the second effect would be to decrease 


the Bank of Canada’s lability in the form of a Government deposit by — 


$50,000,000 and increase its liability in the form of a deposit of the chartered 
banks, by the same amount. There would be no change in assets. 


(d) If the Government had paid out $50,000,000 in Bank of Canada notes, 
presumably when the public deposited such notes at the chartered banks, the 
latter would return most of them to the Bank of Canada, so that the Bank of 
Canada’s liability in the form of notes would decrease and its hability in the 
form of a deposit of the chartered banks, increase by the same amount. There 
would be no change in assets. 


(e) On the basis of present gold reserves an increase in note and deposit 
liabilities of $50,000,000 would not reduce the reserve ratio to 25% and 
therefore the minimum gold reserve section would not have to be suspended. 


(5) Methods of recall of notes, tf inflation ensued? 

As I have already mentioned, there would be a very small increase, if any, 
in the amount of Bank of Canada notes in public circulation. I assume, there- 
fore, that Mr. Woodsworth had reference to the methods by which the char- 
tered banks’ cash reserves could be reduced if the circumstances of inflation 
ensued. | 

The ordinary central banking method of effecting the desired reduction in 
chartered banks’ cash reserves would be for the Bank of Canada to sell the 
required amount of its assets, payment for which by the public or the banks 
would reduce the chartered banks’ cash in the form of notes of and deposits 
with the Bank of Canada. 


The fiscal methods by which Mr. Woodsworth suggests that the result: 


might be obtained, namely, taxation or Government borrowing, would be 
effective if the Government deposited the proceeds of taxes or borrowing at 
the Bank of Canada, the effect of which would be to decrease banks’ cash 
reserves by the same amount. I should like to point out that in these cir- 
cumstances, the Government is practically in the same position as if it had 
taxed or borrowed from the people to obtain the $50,000,000 in the first place, 
instead of obtaining a loan from the Bank of Canada. 


(6) The possibility of inflation? 

In raising this question Mr. Woodsworth pointed to the currently low 
level of the general wholesale price index as compared with 1920 and 1929, 
as an indication, I assume, of the probable remoteness of inflationary results 
from the $50,000,000 transaction which he described. 

Internal monetary expansion of this type may not produce a marked 
increase in the general price level for a time because of the importance of 
export and import prices in the Canadian price structure. It will, however, 
tend to lower the rate of interest and increase the burden borne by savings 
depositors, policy-holders and, in general, those who receive fixed interest 
incomes. 
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The further effects of such an internal monetary expansion depends upon 
when and to what extent the additional money created is actively used by the 
public. In this connection I should like to point out that the potential increase 
of $500,000,000 in bank deposits would be a 20 per cent increase over their 
_ present amount. 

: Active use of the increase in the volume of money would produce an interal 
situation which would force a decision between reversing the policy of internal 
expansion and depreciating the external value of the dollar. 

Currency depreciation would increase the burden borne by fixed-interest 
recipients and extend the burden to wage-earners who would bear a major 
share of the internal transfer caused by depreciation. 

As I have mentioned on a number of previous occasions, I am not saying 
that a policy of this kind should or should not be adopted, but merely trying 
_ to show that the problem is one of deciding where the burden will be imposed 
and that a policy of the sort described is not a costless one. 


APPENDIX::“B” 
Ner RepatTRIATION OF CANADIAN GOVERNMENT Bonps, 1927-1937* 


Dominion and Provincial Direct and Guaranteed and Municipal Issues 
(Millions of Dollars) 


1927 1928 1929 1930 1931 1932 1933 1934 1935 1936 1937 1927-37 


mm. 
$107-7 +20-2 +76-9 | +205-2 +27:8 | -+30-4 +9-6| —29-0| -—92-3| —71-2| —24:3]) +261-0 
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*(1) plus sign denotes net inflow of capital; a minus sign indicates a net repatriation of Canadian bonds. 

(2) These statistics exclude capital movements through the international purchase and sale of outstanding securities 
_ which are not available throughout the whole of this period. 

(3) Par values are used throughout. 


APPENDIX “C” 


REDUCING RATES OF TAXATION RATHER THAN INCREASING 
EXPENDITURES 


(QUESTION BY Mr. DEACHMAN) 


It has been suggested that the effect of government “deficit spending” 
~ might be obtained by reducing rates of taxation rather than by increasing the 
level of government expenditures. 

As I understand it, the theory underlying the proposal to lower tax rates 
is that such action would impart a stimulus to private spending which would 

restore general economic activity of a more normal character than might be 
- obtained by increased government participation in various projcets. 
: If I am correct in my understanding, then the fundamental consideration 
is whether lower taxes will actually result in an increase in private spending. 
In this respect the nature of the taxes involved and the particular time at which 
_ the reductions are made seem to me to be very important. 

Insofar as taxes are paid with money which would otherwise remain idle, 
I do not suppose that there would. be any increase in private spending if the 
rates were lowered. Only to the extent that existing taxes are actually impeding 
private spending would one expect to obtain a stimulus to increased private 
activity. 

The circumstances in which a reduction of tax rates was made appears 
to me to be an important factor in determining the reaction upon the volume 
of private spending. When the level of business conditions is declining and the 
psychological attitude of the public is towards a further deterioration, I doubt 
whether a reduction in tax rates would be a sufficient stimulus to initiate a 
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revival of confidence in the future and increase private spending. A rise in 
idle balances would be much more likely. 

Not only is reduction in taxes a less positive stimulus to increased activity | 
than government spending, under the conditions just mentioned, but it is a con- — 
siderably less flexible technique. Very seldom is it true that depression is spread 
evenly over the fiscal area affected by any given tax. Therefore the benefit, if 
any, from the tax reduction tends to be diffused and to a considerable extent go © 
to sections which relatively speaking are not in need. Government spending 
on the other hand, is a method which can in most cases come nearer to benefit- 
ing only the desired section of the economy. 

An important feature in determining the relative advantages of tax reduc- 
tion versus increased government spending, would be the productiveness or — 
value of the type of spending in which the government might engage. If — 
increased government spending would be non-productive, then probably it would — 
be preferable to try and get even a partial response from private industry. On ~ 
the other hand if there were productive avenues of investment open to the — 
government, then an increase in government spending might well be better than 
relying on the results of an effort of the kind under discussion to encourage ~ 
increased activity in private industry. : 

Changing rates of taxation impose burdens which established rates usually 
do not, according to the axiom that ‘an old tax is a good tax.” It is quite likely 
that if a decrease in tax rates had to be reversed at a later date there would © 
be more dislocation than would be caused by a proper easing-up of government — 
expenditures as private spending recovered. | 

Quite apart from the question of reducing taxes, I believe that uncertainty 
on the part of the public, regarding the nature and extent of future tax increases — 
may be an appreciable factor in holding back private spending. Private business | 
initiative has of course been curtailed not only by the international political 
situation but also by domestic uncertainty. 

' To summarize, I would say that reducing taxes to promote recovery is not 
a plan which is likely to be widely effective in raising private spending and at 
the same time has disadvantages from the viewpoint of flexibility. I do believe, 
however, that it is a proposal which is worthy of careful consideration with — 
respect to the limited field in which it might be a practical alternative to increased 
government spending. 
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SHOULD CANADA USE THE AVAILABLE SURPLUS IN THE BALANCE 
OF PAYMENTS TO INCREASE IMPORTS RATHER THAN 
REPATRIATE DEBT 


(QuEsTION BY Mr. DracHMaAN) 


During the last few years Canada has had a favourable balance of trade — 
_ which has enabled her to repatriate some $500 millions of foreign obligations. 
Before discussing the advisability or otherwise of reducing our foreign debt 
under existing conditions, I should like to mention a few factors concerning the — 
situation in which this large favourable balance was created. 

To a very large extent the lower level of our imports in recent years relative © 
to 1926-29 has been due to smaller imports of capital goods—commodities which — 
were intimately associated with the much larger amount of capital investment — 
in this country during the pre-depression years. The reduction in imports of © 
this character has been due partly to the unfavourable outlook for some 
industries and partly is a natural reaction following a fairly large expansion in 
plant and equipment in the earlier years. } 
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While the value of Canada’s imported consumable goods has been con- 
siderably lower than in 1926-29, due to lower prices paid for such commodities, 
the volume of consumable goods imported appears to be at least as large as in 
pre-depression years. In other words, on the whole, Canadian consumers were 
importing a somewhat larger amount of consumable goods during 1937-38 than 
in 1926-29. When the fact that domestic industries are in many cases supplying 
a higher proportion of Canadian consumption than a decade ago is taken into 
consideration, it appears that the favourable balance of trade has not been 
achieved at the cost of a reduction in the volume of consumable imports in 
relation to 1926-29. Obviously, of course, the distribution of those goods and 
their products within the Canadian economy has changed—some areas have 
received less and others more. | 

Naturally, the fact that there has been a surplus available for repatriation 
of foreign debt means that there cowld have been a larger volume of imports, 
either of consumable or capital goods—or both. There are a number of factors 
to be taken into consideration in determining whether such an increase in 
imports would have been desirable from the viewpoint of the country as a whole. 

Recovery in Canadian export trade during the last few years witnessed a 
great increase in the absolute and relative importance of non-ferrous metals 
and forest products, two items which together contributed more than one-half 
of our merchandise exports during the last two years. Although the importance 
of new metal discoveries in recent years has obscured the trend, yet it remains 
an indisputable fact that the products of these two industries are capital assets 
which are not being replaced in the case of mining and only partly replaced for 
the forest industries and which cannot be counted on as a major source of 
export income forever. 

This factor and also the fact that the future markets for our agricultural 
products, which have declined in importance, remain uncertain because of the 
existing world trend towards nationalism and self-sufficiency, are two arguments 
which favour caution when considering the question whether Canada should 
live on a scale which would absorb all of our present export income. 

Whatever action might be taken to increase our imports should be—as I 
have mentioned before—with a view to strengthening the economy particularly 
in relation to the future position of our balance of payments as it appears in 
the light of present conditions. 

If it were considered that the low level of foreign demand for many of our 
exports were permanent, then there would be a case for revamping the Canadian 
economy to enable us to provide more of the things we need, at home. The 
heavy cost of such a program makes it impractical for dealing with a temporary 
situation. 

In general, any action which would profitably increase our export income or 
reduce our payments abroad would be a strengthening influence. In this con- 
nection it is worth noting that a reduction in foreign debt results in a corres- 
ponding decrease in our obligations payable to other countries. 

Mr. Deachman also asked what effect Canadian monetary policy had 
had upon the existing situation. 

The “easy money” policy which has been followed during the last few years 
has improved the market for new and refunding issues of securities. Since the 
amount of new issues in view of existing conditions has been relatively small, 
refunding issues to repatriate securities held abroad have been an important 
feature. 

If domestic monetary policy had been less expansive and domestic interest 
rates higher, it is probable that the relative interest rate structures here and 
abroad would have offered somewhat less incentive for Canadians to repatriate 
foreign-held securities. But even if interest rates had been higher in Canada, 
I think the favourable balance of trade would have been at least as large as it 


562 STANDING COMMITTEE. 


has been and the pressure of such funds upon the exchange market ria well | 
have raised the exchange value of our dollar to a point where repatriation would — 
be as attractive as under the actual conditions of lower interest rates and any 


lower exchange value of the dollar. 


APPENDIX ‘E” 


THE EFFECTS OF IMPOSING A TAX OF 1/12 PER CENT PER MONTH 
ON SAVINGS DEPOSITS 


(QuEsTION BY Mr. TuckER) 


The first effect of the proposal to impose a tax of 1/12 per cent per month 
on savings deposits would be to reduce the net interest return on personal sav- 
ings deposits from 14 per cent to 4 percent per annum. Other effects would 
depend upon the action taken by the depositors concerned. 

If savings depositors considered that even at 4 per cent per annum net 
interest return, a cash balance was preferable to any other form of investment, 
then savings deposits would remain the same and the government would receive 
increased revenues of say $17 mm. per annum at the expense of a similar reduc- 
tion in net interest received by depositors. 

If savings depositors felt that a net interest return of 4 per cent per annum 
was so small that they preferred some other uses for their funds, I think it 
would be very unlikely that they would increase their purchases of goods and 
services. In all probability they would turn towards other forms of investment. 

In so far as corporate securities are concerned there is every incentive 
already for the public to purchase any sound new issues which come on the 
market. The supply of these, however, is quite small so that the important 
avenue of investment to which savings depositors might turn would appear to be 
government securities. 

An increase in demand of this kind for government securities would reduce 
the yields on government securities which would force the banks ultimately to 
reduce the rate of interest paid on deposits. I assume that there is no intention 
that the tax on savings deposits would be a capital levy and that the tax would 
be lowered in step with the reduction in deposit interest rates. Under these 
circumstances the effect of the tax on deposits would be the same as that of an 
extension of the easy money policy which has been followed during the last few 
years and which could be extended if it were thought desirable. 

The tax on deposits as a fiscal measure is open to objection because of its 
inequity. It would fall particularly heavily on the small depositor who would 
have very little, if any, chance of profitably employing his funds elsewhere. 
It might lead him to withdraw his deposit and hold notes. This would be a 
most undesirable development, both from a social and financial point of view. 
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MINUTES OF PROCEEDINGS 
Monpay, May 15, 1939. 


The Standing Committee on Banking and Commerce met at 11.15 a.m., the 
Chairman, Mr. Moore, presiding. 


Members present: Messrs. Clark (York-Sunbury), Cleaver, Deachman, Hill, 
Jaques, Kinley, Macdonald (Brantford City), McGeer, Martin, Moore, Plaxton, 
Quelch, Ross (St. Paul’s), Stevens, Taylor (Nanaimo), Tucker. 


In attendance: Mr. Graham Ford Towers, Governor of the Bank of Canada. 


Mr. Jaques again referred: to an extract from “ Banking and Industry Do DY 
A. W. Joseph, submitted by him on May 10 as expressing views opposed to those 
of the Australian Commission on the Douglas Social Credit theory, and requested 
that this extract be printed. 


Discussion followed in the course of which it was stated by Mr. Jaques that 
the views expressed by Mr. Joseph were endorsed by the Social Credit party. 


Mr. Stevens moved ,— 

That the statement by Mr. Joseph be placed on the record subject to the 
examination, on a later date, of Mr. Quelch and Mr. Jaques on the said state- 
ment and on their own personal views. 


Mr. Cleaver moved in amendment thereto: 


That the following words be added to the motion, viz: “ and that the Social 
Credit group in this House be requested to file their proposed remedy in writing 
at the earliest possible date.” 


Motion, as amended, carried. (See Appendix ‘‘A”.) 
Examination of Mr. Towers was continued. 


At 1 o’clock the Committee adjourned until 4 p.m. 
AFTERNOON SITTING 


The Committee resumed at 4 o’clock. 


Members present: Messrs. Clark (York-Sunbury), Cleaver, Deachman, Hill, 
Kinley, McGeer, Mayhew, Moore, Quelch, Ross (St. Paul’s), Ross (Middlesex 
East), Stevens, Taylor (Nanaimo), Thorson, Tucker, White. 


Mr. Jaques and Mr. Quelch submitted an extract from “The Case for 
Alberta” (Part 1—Alberta’s Problems and Dominion-Provincial Relations) 
published by the Government of the Province of Alberta, 1938, and requested 
that this be printed in the record in addition to the statement by Mr. A. W. 
Joseph. 

The Committee agreed. (See Appendix “B”.) 


Mr. Towers was further examined. He filed two statements relating to 
chartered banks’ earnings and which appear in this day’s evidence. 


At 6 o’clock the Committee adjourned until to-morrow, Tuesday, May 16, 
at 4 o’clock, p.m. 
R. ARSENAULT, 


Clerk of the Committee. 
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MINUTES OF EVIDENCE 


Housr or Commons, Room 277, 
Monpay, May 15, 1939. 


The Standing Committee on Banking and Commerce met at 11.15 o’clock. 
The Chairman, Mr. W. H. Moore, presided. 


In attendance: Mr. Grauam Forp Towers, Governor of the Bank of 
Canada. 


The CHairmMan: Gentlemen, we can proceed. Mr. Clark has the floor. 
Mr. Jaques: Mr. Chairman, before Mr. Clark starts I would like to draw 


_ your attention to the brief which we want to put into the record in answer to the 
_ Australian inquiry which has already gone into the record. I notice that the 


_ Australian report takes twelve or fourteen pages, whereas this would take a 
little over half of that, and I am told by people who have read the proceedings 
in that part in which 'T was putting the case for our ideas, that owing to the 
- amount of questioning the evidence is so broken up that nobody can follow it; 

_ that is, it is so broken up with questions. Now, this is a concise brief made by 


a vey ee 


a man who is a master of his subject— 
Hon. Mr. Stevens: Who is he? 
Mr. JAques: Mr. A. W. Joseph, M.A., Bachelor of Science, and he is a 


member of the Institutes of Actuaries in Great Britain, and this is a paper 


which he read to the Institute of Actuaries in Great Britain. It puts our 
- case—not the remedies, but merely an analysis of the present system—in the 
_ briefest and most concise form. People can read the Australian report without 


interruption, and this is a concise statement and people will be able to follow 


the idea it contains, whereas if they read my evidence they will find it is 
continually interrupted. Now, I have no objection to being interrupted; I 
_ like answering questions; but, after all, my remarks are hard to follow in the 


form in which they appear, and if we could just put this statement in it 


would be so clear and concise, and it is only a matter of six or seven pages. 


_—- ete tek Yee Sf oe ee 


Mr. DracHMAN: How much would that take on Hansard? 
Mr. Jaqugs: That is what I mean—six or seven pages—about half what 


the Australian statement required. That is what I am told by the printer. 


Hon. Mr. Stevens: It would take about twice that, I should think. 
Mr. Jaques: I may say that I find in this committee there is a tendency 


to eriticize and, if possible, discredit— 


Mr. toe: Call it scrutinize instead of criticize; we are all seeking 


the truth. 


Mr. Jaqurs: Personally, I am not here to defend the banks at all, and 


Iam not here to attack anybody or anything unjustly; but I am here to forward 
ideas which have stood the test of time in spite of criticism; ideas which 
are held by increasing numbers of people all over the empire; and I have con- 
sulted with my colleagues, and they would like to have this statement put 
- eoncisely on the record in evidence to answer the arguments of the Australian 
commission. My own remarks are too broken up for anyone to follow with 


’ 


much profit, I am not complaining about the questioning; as I said before 
I like to answer questions. 


Hon. Mr. Stevens: Everybody is subject to that; that is the ordinary 


routine of a committee; that is what committees are for. 
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Mr. Jaques: The point is this: the Australian Commission is not— 

Hon. Mr. Stevens: Of course, you must remember that’ you were not 
giving evidence; you stated that you were giving evidence. 

Mr. Jaques: As a matter of fact I think when Mr. Towers said that he 
would let the Australian Commission answer for me it was a question not of 
answering questions, but of more or less giving a resume of those ideas, and 
they were not consecutive, because my remarks were broken up by questions. 
Now, surely if we are sincere we want to get to the bottom of things; we want 
to have all arguments put in the best possible form. These are not new ideas. 

Hon. Mr. Stevens: Make your request, and we can discuss it. 

Mr. Jaques: I am making my request now. I want to give our reasons 
for the request. of putting this report on the record so as to make the state- 
ment consecutive. 

Mr. DeacumMan: Mr, Chairman, I think that when the report of the 
Australian Commission was filed it was admitted that if anything arose out 
of that report on which we might desire to question Mr. Towers we would be 
permitted to do so. Is that correct, Mr. Towers? 

Mr. Towers: Undoubtedly. 

- Mr. Dracuman: I said that the report, as far as I was concerned, should 
represent practically the evidence you would present, though in slightly different 
language; therefore I think we ought to be quite willing to print the report 


which the Social Credit. representatives request under similar conditions, and — 


that they be permitted to print that report as it is there and then that we 
have an opportunity to examine the best representatives of social credit we can 
find in regard to what is contained therein. Speaking personally, I would like 
to see the best possible argument presented in favour of social credit; then it 
will give an opportunity to the people who want to study the question to see 
what there is in it or what there is not in it. At the same time, I think the 
representatives of social credit ought to be here, and in that connection I think 
they ought also to be quite ready to present the details of their plan in a 
better way than they have done so far. : 

Mr. Creaver: Mr. Chairman, I agree with Mr. Deachman, and I would 


z 


Se te 


like to say further that I understand that Mr. Jaques said that this paper — 


which he proposes to read does not deal with their proposed remedy. I think 
that they should come forward with their proposed remedy at this time and 


that we should not be further delayed; that is, that we should, have a further © 


opportunity of examining Mr. Jaques and other members of the Social Credit 
group, not only with respect to this paper which he proposes to read, but also 
with respect to their proposed remedy, and I do think it should be forthcoming. 


Mr. Jaques: I did not propose to take up the time of the committee with 


reading it. With your permission, I. would like to put it in_just as the Australian ~ 


report was put in. 

The CuarrMan: Mr. Jaques, there is rather a distinction between the report 
of a government and a statement made by a British accountant in regard to 
a matter; in the second place, this statement does not refer to the Australian 
finding, as I have read it at any rate; and in the third place you will remem- 
ber that I suggested that it was a little bit too long, quite a bit too long, and 
that you might serve your purpose by abbreviating it, because it seems to me 


there is quite a bit of repetition, and furthermore that we had already dealt with ~ 


the main points. Now, I am told that it would take much more than six pages © 


4 


_ to print this statement; and, of course, if we allow this particular statement — 
or this sort of statement to go in it is very hard to say where the end would be, — 


because others will want to put in statements of a similar sort. 


Hon. Mr. Srrvens I have a statement here. For example— 
(Mr. Graham Ford Towers. ] 
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Mr. QuetcH: Mr. Chairman, I would like to say a word or two. 

Hon. Mr. Stevens: I have a statement here, Mr. Chairman— 

Mr. QuetcH: Mr. Chairman— ei | 

The CuHarrMAN: Mr. Quelch, Mr. Stevens has the floor. 
Mr. Queucu: If he hag he is still sitting down, 

Hon. Mr. Srevens: Let Mr. Quelch proceed. 3 

Mr. Quetcu: I understand, that the committee allowed a certain very 
long statement to be put on the record regarding the royal commission in 
Australia which has made certain charges against the social credit movement. 
Surely, in all fairness, if a long statement of that kind is going to be allowed 
on the record it is only just that a similar statement should be allowed for the 
other side. Now, I think that about as comprehensive a statement as can be 
found anywhere is that put forward by Mr. Joseph, to which Mr. Jaques has 
referred. Personally, the only point I would like to see dealt with is the question 


of savings and reinvestment of savings. The royal commission goes into a long 


analysis of the A plus B serum, one which, personally, I am not very much 
interested in; but on the question of reinvestment I am, I admit, very interested, 
as I have always stressed the fact that it is the main cause of the deficiency of 


- purchasing power, and it is especially interesting in view of the fact that some 


pA 


leading economists of the day such as Maynard Keynes, G. T. H. Cole, Irving 
Fisher and Professor Soddy, have also stressed the fact that the reinvestment of 
savings is one of the causes of the deficiency of purchasing power. 

Mr. CLEAver: That occupies only one page of the report. 

Mr. Quevcu: The Australian report has tried to disprove the basis of 
the social credit argument that there is a deficiency as between total prices 
and money available to pay those prices and anly a small section of their 
brief is used to deal with the question of investment. We maintain that the 
reinvestment of savings is one of the main causes of the deficiency but we 
find that they only make a slight reference to this point. As a matter of fact 
they disregard that argument entirely. We take the stand that as soon 
as money is saved there is a deficiency and when savings are invested that 
action eventually creates a permanent deficiency to that extent. I would be 
glad to deal with this subject at some length. I have dealt with it in the 
house on five or six different occasions; but I think it would save time if the 
committee allowed this brief statement to be put on the record; it will be in 
clearer language than I could put it. I cannot see the objection; it looks as 
though you are not anxious to have the other side of the question put on the 
record. 

Hon. Mr. Srevens: Mr. Quelch is all wrong. Before he rather rudely 
interrupted me I was about to suggest that we should certainly put their state- 
ment on the record. What I was going to ask Mr. Jaques was this: is this 
held by the Social Credit advocates as a fairly complete statement by them? 
Because, if it is not we ought to have that statement; it was agreed, I think, 
in the committee a month or two ago that it would be desirable to have as 
complete a statement from our Social Credit friends as possible. I think Mr. 
Quelch is entirely wrong in his suggestion that there is any disposition to not 
give them every possible opportunity. 

Mr. QuetcH: An approach has been made. Mr. Jaques submitted the 
statement, and it has not been put on the record. 

The CHamRMAN: I said it would be submitted to the steering committee, 
and I have not had an opportunity to submit it yet. I did suggest, however, 


~ that the statement was too long; that it did not answer the Australian state- 


ment; and it was supposed to be given to us as an answer. 
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Hon. Mr. Stevens: I was going to add this, that it ought not to be con- 
sidered as a precedent because I was going to illustrate that in this way: here 
is a very important statement by the Midland bank, and I think it is something 
we should consider. I am not going to ask that that should be put on the 
record; but I think we should clearly understand that we should not start simply — 
placing on the record long statements by authorities outside. However, in this 
case I believe we should make an exception. r 

The CuHarrMan: Provided that it is a statement which is accepted by the — 
Social Credit people. 

Hon. Mr, Stevens: A statement which our Social’ Credit friends assert is — 
their reply or statement in regard to their policy, because I would be extremely — 
ansxious to study such a statement. I have not read Mr. Joseph’s statement, 
but let me say to Mr. Quelch that I have known Major Douglas since 1923, 
and I have had a lot of correspondence with him and have met him many — 
times, and I have met the respresentatives of the Social Credit organization — 
in London on several occasions and I have discussed their problems with them, — 
I have been tremendously interested for the last sixteen years in social credit. — 
The fact that I have not adopted it or agreed with it does not either reflect 
on my intelligence or indicate that there is any disposition to be unfair to 
the representatives of social credit. It is a very narrow view to take such a 
position as that; but, Mr. Chairman, I would send this to the steering com- 
mittee. Personally I would agree or give my vote to it going on the record as — 
I understand Mr. Jaques to say it is a complete statement of the social credit — 
position. | 

Mr. Macponatp: I think we should make ourselves clear on this, that — 
it is not just Mr. Jaques’ opinion, but that he agrees with it and that it is 
representative of his party’s views. I believe the chairman said, where are we 
going to stop? Mr. Stevens also said, where are we going to start? If we — 
start in by putting statements on the record somebody may come along with a 
book and move to have the book put on the record. 

Mr. Taytor: You have started. : 

Mr. Macponatp: I do not think we should adopt that procedure. In this 
case I think we should have a statement from someone. If Mr. Jaques is — 
prepared to admit that this is representative of the views of the Social Credit 
party and if the statement could be condensed, it might be well to do so. I 
suppose the cost of printing two or three extra pages would not make much 
difference. ‘ 

The CHaiRMAN: Suppose the committee deals with the matter now instead 
of referring it to the sub-committee? 

Mr. Jaques: The point that Mr. Macdonald raised can be answered ‘ 
in this way. This pamphlet by Mr. Joseph has been endorsed by Douglas ~ 
himself, and at the beginning of the pamphlet there are a few lines by Douglas, 
who endorses the ideas that are expressed in the pamphlet. i 
Mr. CiEAver: Does the Social Credit group in this house endorse it? ‘ 
Mr. JAQUES: Quite. a 
Mr. QUELCH: Certainly. 3 
Mr. Jaques: It: would be endorsed by social creditors—those who under- _ 
stand it—the world over. ¥ 
Mr. Curaver: Does it also include the proposed remedy? * 
Mr. Jaques: No, this does not. 

Mr. Macponatp: You said it was endorsed by “social creditors who 
understand it.” 


Mr. JAQqurs: Yes. 
[Mr. Graham Ford Towers.] 
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Mr. Macponatp: Are there two groups, one who understand and one who 
do not? | 

Mr. Kinitey: To make matters short— 

Mr. Jaques: I would put it this way: it is a political movement as well 


as an economic movement. If we are going to wait until every voter in the 


country has a clear understanding— 
Mr. Curaver: Does your group in the house endorse it? 
Mr. JAQUES: Yes. 
Mr. Cieaver: What about the remedy? Have you not had time to 


_ prepare a statement of the remedy ? 


Mr. Jaques: If I may mention remedy—lI feel I am taking Mr. Clark’s 


time; I am here to listen to him. Now, as to the remedy— 


Mr. Kinury: Remedy for what? Who is sick? 

Mr. Jaques: We are all very sick; the country is very sick. 

Mr. Krintey: I do not admit that. 

Mr. Jaques: I am not myself, but I know there are many who are. 

Mr. Kinuey: I mean sick financially. ; 

Mr. Jaques: The reason, Mr. Chairman, that I have not attempted to 


_ give any remedies, social credit remedies, is this; until people realize what is 
~ wrong with our economic condition there is not much good prescribing remedies. 


Mr. Cieaver: You suggested this statement would tell us what is wrong? 
Mr. JAQuzES: Quite. | 
Mr. Criraver: Why not complete the statement and give us the remedy? 
Mr. Jaqures: Let me come to that. 

Mr. Kintey: It is a step, of course. 


Mr. Jaques: Let me come to that. We do not wish to take up more time, 
but if it is the desire of this committee to have a brief outline of the social 


-eredit remedies, and there is time without encroaching on other members who 


want to be heard here, we are perfectly willing to do that. Mr. Quelch and 
the rest of us talked it over and it was more or less agreed if that was what 
the committee wanted, and if it does not prevent other members from putting 
their views forward who have not had a chance at all so far, and if the time 
can be found, I shall be very pleased to give a brief outline of the proposed 
social credit remedies. 

Mr. Cueaver: I think both these statements should go on the record 
concurrently and one examination could then cover the field. It would save 
a lot of time that way. | 

Hon. Mr. Stevens: If this is printed we can read it. I do not know what 
is in it, but I should like to read it. 

The Cuairman: Will you make a motion? 

Hon. Mr. Srevens: I will move, Mr. Chairman, that the statement by 
Mr. Joseph representing the social credit views be placed on the record, subject 
to the examination of Mr. Quelch and Mr. Jaques later as to the further 


- views and an examination on this statement, if they would agree to that. 


Mr. Quetcu: Mr. Chairman, I should like to take exception to the remark 
of the member from East Kootenay that my interruption was rude; in view 
of the fact he was lolling back in his chair and talking, I did not realize he was 
addressing the chair. I do not think his words were well taken. 

Mr. Kinutey: The Australian report was put on the record for two reasons. 
First, because it was from a responsible party representing public opinion in 
Australia, and secondly, because the governor of the Bank of Canada said it 


concisely represented his views. Now, if this is going on, it should be from 
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some responsible person and it should represent the views of the Social Credit 


party here on which they base their case. In these circumstances I think we 
should put it on the record. : 

Mr. Jaques: It does that, Mr. Chairman. Every social crediter in the 
world would endorse Mr. Joseph’s analysis of the existing conditions. 

The CuarrMan: Those in favour please signify? 

Mr. Curaver: I would ask the mover and the seconder of the motion if 
they will be good enough to consent to adding the words: “ that the Social Credit 
group in this house be requested to file their proposed remedy in writing at the 
earliest possible date.” | 

Mr. Kinutey: Do they propose a remedy? — 

Mr. CLEAVER: Yes. | 7 

Mr. Kinutey: This may be the diagnosis, but not the remedy. 

Mr. JAqurs: That is all it is, a diagnosis. 

, The Cuarrman: What is your pleasure, gentlemen? Those in favour 
please raise their hands. oy 


Motion agreed to. | 
The CHairMAN: All right, Mr. Clark. 


Mr. Cuark: I should just like to read a few notes and then I have a. few 
questions. I tried to point out on Thursday my view that governments should 
not be in business except to promote and maintain private enterprise; also that 
it was of great importance to our country to continue a banking system that has 
the confidence of the people, and that the bank results during the depression have 
been to increase that confidence. | 


Instead of condemning the banks for having possibly made 5 per cent profit — 


on capital and reserve during the last nine years, they should be commended 
because it is of importance that they continue to pay dividends. 

It is realized that bank stock is held by many who are dependent upon 
the dividends. The same applies to stock of many corporations. The longer 
a concern is in business, the more women, for instance, will become holders of 
stock. 

I maintain that the bank’s reserve must be regarded the same as capital 
from an earning standpoint. It is a fact that in the last nine years, instead of 
increasing the reserves there has been actually some decrease of bank reserves. 
This is exactly contrary to a statement that was made in the house. The 
records show that for years the chartered banks in making addition to capital 
have issued new stock at a large premium. In the case of the Bank of Montreal 
there was an issue at $100 permium; Bank of Nova Scotia, $155 premium; 
Dominion Bank, as high as $110 premium; Imperial Bank, at $100 premium per 
share. This premium was put into reserve, which means that the shareholders 
furnished this capital. 3 

It is true there have been material amounts many years ago taken from 
profits and added to reserve, but that would be fair because some of the banks 
have been in business very many years, and that is the way capital is built 
up in a new country especially. To show how absurd it would be not to add 


profit to capital, I might mention something I know personally. In that con- — 


nection it is said that capital is not profit. Capital is profit, of course, made at 
some time. In that connection, may I make this remark: the firm that I know 
personally to pay a certain income tax for the past year would require 5,000 
per cent on the capital the person started in business with, and yet that person’s 
profits have been comparatively small, especially in recent years; for instance, 
in a good year the concern’s net profit on a thousand dollar motor car would be 
about 3 per cent, or $30—not that much in many year.. 
[Mr. Graham Ford Towers.] : 


*. 
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_ _. My belief is that the best form of expenditure of our government is that 
- which would encourage private enterprise. From long experience I believe that 
banks will make loans where they believe it is safe to make loans. 

a There is a difference of course in the calibre of local managers. I recall a 
- local manager saying one time that pulpwood, which was then $20 per cord,— 


Mr. Crgaver: Before the witness leaves the question of the rate of divi- 

_ dends paid by the banks on capital cash reserves, I wonder if I may now get an 

~ answer to my question to Mr. Towers, at the previous sitting? You remember, 

Mr. Towers, you were going to compute for the committee the amount of 

dividends paid by the banks on capital plus a part of the reserve set up by way 
of sale of capital stock at a premium? 


Mr. Towers: I thought that that was— 


Mr. CueAver: Your estimate was 9 per cent but you were going to check 
- it up and give it to us accurately. | 


Mr. Cuark: I think it is slightly less than 5 per cent. 
The CuarrmMan: Suppose we let Mr. Clark go on with his remarks. 
Mr. Crark: I have the figures here, slightly less than 5 per cent. 


Mr. Creaver: I do not agree; I agree with the governor. I do not agree 
_ with your figures. 


The CHarrMAN: Suppose we listen to the statement? | 


Mr. Cuark: I have the figures. As I was saying, I recall a local bank 
manager saying at one time that pulpwood, which was then $20 per cord, would 
never go below that price, but it was not very long before it was less than half 
that, and has been for years. 

A few years ago large numbers of fox companies were promoted in New 
Brunswick on the basis of something like $10,000 per pair for foxes. According 
to my knowledge, it was not banks who had anything to do with this, but 
people who became zealous over the idea of promoting the black fox business, 
and the result has been as might have been expected, that the capital was nearly 
all lost that was put in on that basis. Most of the bank managers have, 
from their training and experience, financial wisdom that ought to be taken 
advantage of. 

Private enterprise needs incentive of profit to some extent, but it is not 
altogether dependent upon that. Other factors enter in. It might be put this 
way: first, profit motive; second, desire to be successful; third, public spirit. 

It has been said in the house of commons that employers never pay a living 

- wage unless they are forced to do so. This is so wrong that one cannot but 
conclude that the one who said that is not an employer, and has a spirit that 
would indeed cause the break-down of the country’s economic system. 

| I think too, there is much exaggeration in the statements that are made in 
regard to the unemployed. I note where a member of this committee says that 
half of our population in underfed and undernourished. I had an experience the 
other night. A man stepped up to me on the street and said he would like some 
money to buy something to eat. It was about half past seven. I asked him if 
he had had any supper. He said, no. I was going up to get something to eat 
at a restaurant—I know it was late—and:I said, come with me. I asked him 
again if he had had anything to eat and he said, no. I took him up to a restaurant, 
paid the manager for this man’s supper and he sat down in a booth, and perhaps, 
unfortunately, I went to another booth and sat down. I saw them, however, 
bring this man his supper, and when I got up from where I was he had gone, 
and I said to the manager of the restaurant, “what is the matter, what has 
happened to this man?” ‘“ Why,” he said, “he had had his supper; he didn’t 
want any supper, he left it there.” It was a good supper too, but he had had 

his supper, all he wanted was money for a drink. 


® 
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Mr. McGerr: Surely, Mr. Clark, you would not say that that would apply — 
to all people on relief? 

Mr. Cuark: No, I did not mean that. 

Mr. McGeer: We have all had this experience, but because of that it does 
not er aa follow that that is the condition that exists among all people 
on relie 

Mr. Criark: Certainly there is destitution, but foie not to the extent 


that some people think. 
Mr. Cieaver: Do you suggest that your aeeratien is a fair illustration — 
with regard to the unemployed? 
Mr. Kinuey: It is an element in the condition. 


Mr. Crieaver: It is simply a case typical of people who are taking advantage 
of present conditions. 


Hon. Mr. Srevens: It was just one of these panhandlers, everyone meets 
them. 


Mr. Cuarx: We hear it stated in regard to men out of work that it is 
through no fault of their own. That applies, of course, in a good many cases, 
but there are many such cases due to indulgence in strong drink. 


Mr. Cieaver: I do not think you can have any unemployment in your 
riding or you would not talk that way. I want to go on record as being one | 
person who does not approve of that view. : 


Mr. Cuarxk: I have had ten years of experience as mayor of our city. 
Mr. Cieaver: Well, I say you must have no unemployment. 


Mr. Cuarkx: Yes, we have; and I have visited the unemployed and I have 
visited the poor houses too. I know about these cases. 


Mr. MacponaLp: He may be quoting the exceptions. 

Mr. JAqugs: I might suggest, Mr. Chairman, that the unspeakable suffer- 
ing and worry which unemployment brings is enough to drive a large per- 
centage of people to drink; drink is a result, not a cause. 

Mr. QueEtcH: I thine these are entirely the views of hon. members for 
which no one else need assume any responsibility. 

Mr. Kinury: Might I interject this; in the maritime provinces we have 
a certain degree of stability that 1s not apparent in some other parts of the 
country and that stability exists although unfortunately we have less earning 
power. Notwithstanding the fact that we have less per capita wealth than any 
other part of Canada, not excepting Alberta and Saskatchewan—Mr. Clark is 
speaking from his experience and it is an experience which IJ think has a value 
to this country and to this committee. 

Mr. Jaques: Everyone is entitled to his own opinion. 

Mr. KINnuLEy: Yes. 


Mr. Cuarx: I regard the opportunity as good for private enterprise, and I 
would recommend training camps being established where young people could 
be taught self-control and how to think, and frugality and sobriety, how to 
work and how to live. I believe there is just as good an opportunity as when I 
was a young man and that men can advance now and can get work, and that 
work .will be furnished in reasonable times. I know there are places where 
they need special attention, and need relief. There is no question about that. 
I have had experiences in actual life and in placing relief; and I have heard 
the statement being called ridiculous down in the house here; but I have known 
where it has been stated that in our city a Victorian Order nurse gave the 
testimony that the children of families on relief in our city were in better 
condition than children in families that were destitute but were not on relief. 

[Mr. Graham Ford Towers. ] 
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Mr. Jaques: Isn’t that a reflection on your relief system? 
The CHairman: Order, Mr. Jaques; please let him finish. 


Mr. Cuark: There have been changes. The cost of building has trebled 
in my time. Motor cars have come on; telephones, electric lights, radios, 
electrical equipment, all these things. They have contributed a good deal to 


private debt. 


Now, I would like to ask two or three questions of the Governor of the 
Bank of Canada. 


By Mr. Clark: 
Q. The Bank of Canada acts for the government in respect to the public 


debt of Canada?—A. That is correct. 


Pe” tne ee ae ee 


Q. If public works, as was suggested by some hon. members in dealing with 


this phase of it, if vast amounts of money were spent on them and a lot of 


people were employed, would that not increase public debt?—A. Presumably, 
yes. 
By Mr. Cleaver: 


Q. What about an increase in the earning power of the nation?—A. Pre- 
sumably that will bring about an increase in the yield of taxes. 


Mr. Cueaver: And an increase in the value of tourist traffic, and a hundred 


_ and one other increases; in other words, these expenditures for public works might 
- quite well be expenditures which would be revenue producing? 


—_ a 


Mr. Kinury: And useful. 
Mr. CurAver: And be useful and revenue producing. We would get a value 


- for that. 


Mr. Towers: That is correct. 
Mr. Curaver: And the consequent employment. of labour would be a saving 


rather than a loss. 


By Mr. Clark: 
Q. Would it be the case that the direct expenditure of vast sums of public 


- money might interfere with private enterprise?—A. We tried to state that earlier, 


I think; the determination as to whether or not it is well spent requires an 
enquiry as to what alternative uses would have been made of labour and 


material so employed. If, in fact, the uses to which they are put are less 
productive than the alternatives then that represents a setback for the whole 


} 


country. 


Q. Yes; in that case there might be a flight of capital from our country?— 


_A. I was not even considering that— 


Q. And resulting chaos?—A. I was not even considering that. That natur- 


ally all has a relation to what is the best use to which available capital can 


be put. 
Mr. Curaver: Then, would you be good enough now to give the converse 


picture. You have given the black picture, now give us the other picture. 


Mr. Towers: I[ thought I gave those two alternatives. 
Mr. Ciraver: Quite true, but to-day you have not. You simply gave 


_ Mr. Clark the black side of the picture. Let us have the other side. If the 
works are suitable and carefully chosen and are revenue producing works, the 
_ benefits would be manifest, would they not? 


The CuarrMan: Mr. Cleaver, may I suggest that you read the report made 
by the international labour office as to the amount of capital expended for public 


_ works that goes to the direct worker. Now then, I think if we are pursuing this 


he 


Subject we ought to have an investigation as to how far that applies to Canada, 
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because particularly with road-building under present conditions we use mechan- 
ized equipment which we buy largely in the United States and we employ very 
little direct labour. I would be very much surprised if one-third of the amount 
spent for roads goes to direct labour on the roads. 

Mr. DeacHMAN: Would not one-ninth be closer? 

Mr. Jaques: I would be more inclined to say one-tenth. 

Mr. Curaver: I think that is absurd. I agree with you that an investiga- 
tion should be made. 

The CHarrmMAn: What do you think is absurd? 

Mr. Cueaver: The case which you gave, and doubly so that cited by Mr. 
Deachman. 

The CuairMAN: I think I am correct, that direct labour benefit from money 
spent on roads in this country is very small. 

Mr. Curaver: But why not consider the indirect as well? 

The CHarrMAN: Yes, providing it is spent in this country. | 

Mr. Jaques: I can give you a direct illustration of that. Twe years ago, 
I think it was, or it may have been three, the Alberta government rebuilt the 
main road from Edmonton south to Calgary and it was helped by a grant 
from this Dominion government, and one of the conditions of the grant was that 
so many unemployed—I forget the percentage, but a certain percentage of 
unemployed—would have to be used on this road. Now, the contractors—it 
was let to contractors—the expense of the road mounted to such an extent 
that it became the subject of a royal commission of inquiry and the govern- 
ment was accused of graft because on comparison it was found that the cost 


was excessive when considered in relation to what other roads were costing, — 


and it was shown that the larger part of that extra expenditure was caused by 
the conditions laid down that they had to use a certain amount of it for direct 
labour for the relief of unemployment. If you are going to put men to work 
for the sake of work, then that must mean that slavery is the finest condition 
that men can be in, because there is no shortage of work there, and that is 
what it amounts to. The putting of men to work just for the sake of work seems 
to me to be just pure slavery. 

Mr. Kinutey: Do you think they should live without work? 

Mr. Jaques: I mean, I regard the development of labour saving devices as 
having a value not in a senseless multiplication of material values, but rather 
because it increases leisure. 

Mr. Kinutry: Yes, that is so. 

The CuatrmMan: No one would disagree with that view. 

Mr. Jaqurs: The condition that we have to admit, and the condition now 
that the world faces is this, that beyond doubt the necessities of life can be 


and are being provided by only a fraction, and a small fraction, of the available ~ 


labour. I do not think there is any doubt about that. 


The CuarrMaAn: Mr. Jaques, I am the cause of the interruption and it seems 
necessary perhaps to state that public works are adopted for two purposes: 


: 
j 


First of all, do we need the public works; and in that definition I would like to — 


have an estimate as to how much this country has expended in public works as 


compared with other countries; and I would make a guess that we already are — 


rather over-worked, if you like, paying for public works; because you’ must 
remember that after we build a public work we must maintain it, and that 
maintenance must come out of taxation. In the second place we have to deal 


with public works as they have dealt. with them over in Europe, as a means of © 
relieving unemployment, and the means is usually associated with the direct 


employment on the roads. Now, we are in a peculiar position in this country — 


é 
a 
te 
; 
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because we import very largely the mechanization used, with the result that 
the money is not spent in this country for indirect labour——but perhaps we have 
laboured the point long enough. 


Mr. DracHMAN: I would like to make a little further suggestion in regard 
to that. If we are to study the problem which you have suggested will it not 
be worth while also studying the relative merit of two different types of invest- 
ment. For instance, investment in a super-highway, which as far as the present 
situation exists in the province of Ontario is for the purpose of providing excel- 
lent facilities for tourists, while the secondary roads which the farmer uses are 
ignored completely and sometimes he has extreme difficulty getting to market. 
Further, we clear up our roads in winter for the advantage of those who use 
automobiles with this result that in many parts during a long period in the 
winter you have a bare road on the main highway and the farmer must bring 
his stuff to market first by sleigh over a side-road which has not been cleared 
and then transfer to some other vehicle suitable for the road which has been 
provided along the main highways. 


The Cuairman: Mr. Deachman, what is your estimate of the a of the 
tourist season in this country? 

Mr. Krnuby: Two months. 

Mr. Ross (St. Paul’s): Mr. Chairman, just in that connection, I have always 
thought myself that this striving for tourists trade in this country by building 
roads was very much overdone. The tourist traffic, I do not think, lasts in this 
country more than three months, and they are going to tremendous expense on 
work that is going to be productive for three months of the year and non- 
productive for nine months of the year. When it is productive it is in direct 
competition with the railroads of our country, and I think we should have some 
-kind of an estimate as to the value of the tourist trade with respect to the 
balancing of our payments with other countries, because I do not think anybody 
knows just what that value is. 

Mr. QuetcH: The Chairman stated a national project would undoubtedly 
have to be financed, and would have to be maintained by taxes. But that would 
not necessarily be the case with projects I have in mind. For instance, irriga- 
tion. I think irrigation in western Canada has shown that it is not possible to 
place the cost of the project against the land and ever get it back; that if you 
build up such a charge you cannot get it back. If you put irrigation in as a 
national project without attempting to recover the cost, the land will then be 
able to carry the cost of maintenance. I think that is something which in 
western Canada could be done very profitably. 

In certain drought areas we have spent and are spending millions upon 
millions of dollars in the form of relief. I shall give you one instance, my own 
constituency, since in that one constituency, or in the eastern part of districts 
3, 5 and 7, we have paid out drought relief in every year since 1918. That is 
a long way back. In the one constituency we have paid out over $10,000,000 
from 1918 to 1935, and I maintain that so long as we have farms in there we 
will be paying out drought relief. 

There has been discussed a project which is called the William Pearce 
project and which was surveyed in 1922. This project would cost $23,000,000, 
and would irrigate in the neighbourhood of half a million acres. It would also 
provide a reservoir from which a far larger area could be irrigated. I maintain 
if that $23,000,000 were spent on that project, from then on the land would 
very well be able to carry the maintenance charges; but it would be futile to 
expect to place that charge on the land and recover it as well as maintenance 
charges. This area is a very arid district, a district where in many cases it 
takes forty acres to maintain one head of stock. Would it not be better if we 
could make it possible for the farmers in this district to be self-supporting? 
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We have paid out $10,000,000 in relief, and in the next ten years we will prob- 
ably pay out another $10,000,000. If, on the other hand, we put in an irrigation 
project of that kind we could also install power equipment there— 

Mr. Martin: Would you permit me to make a statement, Mr. Quelch? 

Mr. QueutcH: Certainly. 

Mr. Martin: Mr. Chairman, it seems unfair to discuss this subject in this 
way. If we are going to make a study of the advisability of a public works 
program the thing to do is to do it in the proper manner, not for each member 
to get up and express his opinions without having established a basis. I think 
it is unfair to the whole subject and particularly unfair to Dr. Clark, because 
he has waited a long time to present his views and is now being constantly 
interrupted. 

Mr. Crsarx: May I ask Mr. Quelch if he will allow me to finish? 


Mr. QuELcH: Certainly. 


By Mr. Clark: 

Q. I should like to ask the governor would he say there is a lack of currency 
in Canada?—A. No. 

Q. It is a fact that there is money available for public need?—A. Yes, I 
think that is the case. 

Q. I just wish to put on record the figures of the——A. Perhaps I should 
add to that, if I may, Mr. Clark, by saying— 

Q. Yes.—A. —by saying that when I answered in that way I was naturally 
thinking of currency and deposits as a medium of exchange. 

Q. Yes—A. What I said did not imply that I thought the volume of pro- 
duction in the country was as satisfactory as it should be. 

Q. Oh, no. The volume of production is down just now below what it should 
be?—A. Yes. 

Mr. Cuark: Reference was made on Thursday to the earnings of the banks 
in the year 1934. The amount was given as $18,000,000. In looking up the 
statement I find certain taxes that have to be deducted from that figure. There 
are certain other items, as, for instance, the Banque Canadienne Nationale 
has $30,000 for pension fund that would be a proper charge, no doubt, and, the 
Provincial Bank has written off $40,000 on real estate and made provision of 
$50,000 for contingencies. I was uncertain as to whether that should be deducted 


or not. At any rate, it shows that the total net profits of the banks for the — 


year 1934 as $13,145,000. 

Hon. Mr. Srevens: For all chartered banks? 

Mr. CuarKk: For all chartered banks, yes. And the total capital and reserve 
$281,000,000. I am putting them in round figures. So there would be just under 
5 per cent on the whole. 


Mr. Cieaver: Have you the break-down of that $281,000,000? How much — 


is actual capital, how much is capital obtained by sale of stock at premiums, 
and how much is capital profit? 

Mr. Cuark: I have not that, but I know that a large amount has been 
furnished by the stockholders. But not part of that has been added to reserves 
in the last nine years. The reserve is less now than it was nine years ago. 

Hon. Mr. Stevens: The reserve of the chartered banks of Canada less 
now than it was? 

Mr. Cuark: Yes. 

Mr. Jaques: That is revealed reserve, not hidden reserve. 

Mr. Cuarx: As regards hidden reserves, banks would not be likely to take 
their published reserves if they had hidden reserves. 

Mr. Jaques: Nobody knows. 

[Mr. Graham Ford Towers.] 
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Mr. Towers: I have not got the figures available this morning although 
I expect to have them. They are not quite in proper form. Perhaps if it would 
meet the wish of the committee I could file the figures of the net earnings avail- 
able for dividends and surplus and the ratio of those net earnings to the share- 
holders’ equity for a period of, say, 10 years. I could also, if it is the wish of 
the committee, file a statement made up in the form which Mr. Cleaver 
suggests. Although I should point this out, that if in earlier years one shows 
- a certain ratio of earnings to capital and that portion of reserve funds which 
~ comes from premiums on capital stock but makes no allowance for the funds 
which have been put in earlier through the plowing back of profits, there will 
be a certain distortion as time goes on; that is, if money is being plowed 
back from profits, it will show an increasing percentage as time goes on of 
- earnings on that part which is only composed of capital and premiums on 
capital stock, although in fact I do not think that distortion will appear to 
any extent in the circumstances of the last ten years. If it is the desire of 
the committee, I could file both those statements and put them on the: record 
at the next meeting. 


Mr. Kintny: While we are speaking about bank capital and reserves, 
I wonder if the governor of the bank could tell us something about the double 
liability of shareholders in the chartered banks of Canada. That has been 
changed somewhat in recent years. 
The CuHarrMan: Mr. Taylor, you are next. 


Mr. Warp: Mr. Chairman, I should like to ask a question just follow- 
- ing on something you yourself said. I am sorry to revert back to the question 
of roads, but these records are going to be read by a lot of people and I think 
we should be very careful of what we put on the record. I violently disagree 
with your conclusions in regard to the percentage of money that is voted for 
roads which goes to labour. I think it would be very unfortunate, Mr. Chair- 
man, if that statement went unquestioned, 

The CuatrmaAn: Mr. Ward, may I just make a little explanation? I was 
speaking of the roads of Ontario at the time, the paved roads, four-track 
highways, and that sort of thing, which we do in a mechanized way, and not 
of the surfaced roads or gravel roads which of course almost entirely involve 
direct expenditure of labour. 

Mr. Warp: That is my point. These records will be read by people clear 
across Canada, and with all due deference to my good friend, Mr. Deachman, 
and I appreciate his reference to secondary roads, for which there is a crying 
need for improvement in this country. I think we must not overlook the fact 
that we do manufacture all our cement in this country, we manufacture a great 
deal of asphalt in this country, and the hauling of gravel, the building of the 
dump, as we call it, should all be taken into consideration. I think by and large 
that about 90 per cent of the money that is actually invested in our roads finds 
_ its way into the pockets of the labouring men throughout the length and breadth 
- of Canada. 

If this statement gets back to the floor of the House of Commons and 

_ gets into the records of Hansard—that only one-third of the money appropri- 

ated for the building of roads absolutely went into labour— 

The CHARMAN: Went into direct labour. May I say that I also premise 
my statement by the fact that there is a very comprehensive report by the 
International Labour Office on the subject, and I would commend it to your 
attention. 

4 Mr. Queicu: Mr. Chairman, might I make a suggestion? I have not 

been able to attend these meetings lately, but I have been trying to read some 

of the reports and I find it very hard indeed to follow the arguments because 
of interruptions and you have to skip pages before you can get back to the 

78926—2 


it~ <° -—as Se = ~ : = 
* 


- 


576 STANDING COMMITTEE 


argument under discussion. If we could allow the speaker to go right through 
his argument and then stop at a certaitn point, I think it would simplify 
matters. 


The CuHatrmMan: That was the original suggestion and I hope we shall 
be able to carry it out. 


By Mr. Taylor: ) 

Q. With all that in mind and sensing the difficulty of getting a consecutive 
idea of what has been done at these meetings I have grouped my questions to 
bring out certain points. When that point has to my mind been sufficiently 
advanced then I propose to pause for discussion. If the committee will 
permit me to go on with the questions, which will be quite simple, I think 
we shall arrive at that point and then free discussion might take place. 

_ Mr. Towers, you would not call banking a science?—A. No, I would not. 

Q. It is an art and practice?—A. Yes. 

Q. Essentially the first bankers were depositories of the surplus money 
of the merchants?—A. Yes. 

Q. If you feel that you would like something more extended than a mere 
affirmative or negative, will you please comment, because it is for the purpose 
of getting your understanding of the conditions that I am raising the ques- 
tions.—A. Yes, I understand, Mr. Taylor. 

Q. Thank you. Empirically bankers learned that less money was paid 
out than came in?—A. They learned that the requirements of people were not 
so much for cash as they were for a handy means for transferring money. 

Q. But even so, there was a definite reserve of each man’s deposit remain- 
ing with the bank?—A. I think that is a fair way of putting it, yes. 

Q. So that slowly established a fixed requirement of what we now call 
“till-money.”—A. Yes; which, of course, varies in different countries depend- 
ing upon the character of the business in those countries and the varying habits 
of the people. It is something which has been arrived at by the experience of 
each country. 

Q. As banking became a necessary function of commercial life, the use 
of the cheque in English speaking countries very much increased?—A. Yes, it 
did. 

Q. The increased use of the cheque was almost entirely responsible for 
the decreased percentage of “‘till-money” required?—-A. Yes, that is true. 

Q. Was there any other contributing factor to that decrease? I am asking 
this especially because, when I raised the idea before, I was not supported: 
so that I do want you to give a very clear statement.—A. I would say that the 
increasing confidence in the safety of banks and the increasing realization of 
the convenience of paying by cheques, and the development of modern business 
methods which brought to the fore the type of organization which could more 


a a ae 


readily understand the convenience of paying by cheque—all were factors in 


the development of that habit. 

Q. Thank you. The present percentage might be set, roughly, at ten— 
A. Yes, in Canada. 

Q. In 10 per cent “till-money,” the banker who is the trustee for the funds 
of his clients, will have 90 per cent of his deposits definitely idle money? I am 
not thinking of loans, of course-——A. Well, if he has only got 10 per cent in cash, 
he will presumably have the balance of the deposits invested in— 

Q. No, I am not talking of investments. He has, first of all, got 90 per 
cent of the deposit as idle money. I am leading up to the point.—A. The two 
march together, of course; but as a lead to the final thing, perhaps that would 
be all right. 

. It is for the moment idle money?—A. Well, those two things go together. 
The investment or the loan will usually precede the deposit; so, of course, ther 

[Mr. Graham Ford Towers.] , 
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could not be any situation where the total deposits in existence were held by 
the banks 10 per cent in cash and the remainder idle. There would have to 
be assets to balance those deposits in existence. 

Q. In the first analysis, the $100 must come in from the depositor before 
advantage can be taken of it to loan funds on the strength of that human 
chance which exists?—A. I could not put it quite that way. In the first 
Instance, a bank will receive—an individual bank, shall we say, will receive— 
from its capital stockholders, cash for the amount of capital stock for which 
they subscribe; and at that stage you might find a bank with $100,000,000 
in cash, in legal tender cash, and $100,000,000 in capital. 

; Q. But that introduces another feature. I am talking now purely of the 
feature of the banker’s customers’ deposit funds.—A. Yes. 

Q. So that 10 per cent “ till-money ” is in the mind of the banker necessary 
“to be retained for that purpose and 90 per cent is, before anything is done by 
the banker, idle funds?—A. Well, I cannot quite agree with that. 
, Q. Or unattached funds?—A. I cannot quite agree with that; because if he 
ha deposits, he must have assets against them. You will find that the develop- 
“ment of his investment in securities and in loans marches pari passu with the 
“increase in deposits. 
; Q. I am not talking about his investments. Until he has made his invest- 
“ments, he has in his deposits 10 per cent which is obligatory for the purpose of 
his business, and 90 per cent which he can mentally discard for the time being, 
because the laws of human chance have taught him that the customer will not 
come back for that $90 to-day. Part of it he will come back for to-morrow and 
part a week afterwards and part a month afterwards?—A. Yes. , 
: @. And so on and so forth—A. Yes. The only point I was making there 
was that one cannot visualize a situation where a banker has, shall we say, 
-$100,000,000 in deposits, $10,000,000 in cash—which is the 10 per cent—and 
90 per cent idle. The 90 per cent must, by this definition, be employed in some 
form. It must be in balances with other banks or in loans or investments, if the 
deposits are there. 


.7 


k Q. It is obvious that the early goldsmith did not invest that money? It is 
quite obvious that they held the particular amounts of the depositors sacrosanct 
in their safes?—A. Yes. We start on that basis, though, with the assumption 
of a 100 per cent reserve.: 
i Q. Yes, I know.—A. Not 10 per cent. 
i Q. It was after the 100 per cent reserve had been in practice that the banker, 
the goldsmith, realized that only a proportion of that 100 per cent was ever 
asked for?—A. Yes. 
: Q. The banker recognizes this law of human chance, and assumes that under 
normal conditions the till money percentage will remain constant over a 
‘sufficiently lengthy period?—A. An individual banker, of course, will find that 
the 10 per cent is insufficient in the sense that the demands upon him over a 
‘period of a couple of months will be more than the actual cash that he had been 
holding at the beginning of that period. He will then proceed to sell securities 
or to call some of his call loans. He will take, as an individual banker, these 
ways and means of replenishing his cash to meet any demand which is in excess 
of the original 10 per cent. ! 
Us Q. I am coming to that. Of the 90 per cent idle funds, on a 10 per cent 
tll money basis, each 10 per cent therefore suggests itself as potential till money 
for a deposit of $100 or a further $90 plus the 10 per cent—A. I am sorry, I do 
not quite follow that. 
. Q. I will read it again. Of the 10 per cent idle funds— —A. Of course, 
‘perhaps one of the troubles there is that I have not agreed to the idea of 
per cent idle funds. 

Q. I have gone back to first principles and first ideas—A. Yes. 
-78926—24 
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Q. You insist on introducing investments.—A. And loans. | ; an 

Q. And say that they run together. But they did not run. together in the | 
first instance, and they do not necessarily belong to each other except in so far — 
as the banker conducts his business in a complex manner to-day.—A. I think we ~ 
must either assume that the 90 per cent is invested in securities or loans or that 
the cash reserve is higher than 10 per cent. 

Q. Then, if we must argue that, I would say that if the loans were eliminated, © 
the cash reserve, the till money, would be less than 10 per cent. Would I be © 
right or wrong?—A. If the loans were eliminated would they be eliminated by a ~ 
reduction of deposits, that is, paid off out of deposits, in which case the cash ~ 
ratio would rise? 

Q. I view the deposit field, the current deposit field, of a credit depositor, © 
as one in which there was a necessity for having less till money than 10 per cent, © 
because the outflow of loaned money is much faster than it is in the case of — 
deposit money. It would immediately affect the till money when loans are out | 
of the question. For instance, I would suggest that a loan dissipates in about — 
forty days?—A. I do not quite follow that. You mean that when a loan is made ~ 
and that amount is credited to the borrower in his deposit account—? & 

Q. Exactly —A. That is does what? 5: 

Q. That it dissipates in about forty days, as far as the banker is concerned? 3 
__A. Not as far as the banker is concerned; but you have in mind that the — 
borrower spends that deposit within forty days? : 

Q. Exactly.—A. Yes. I should think that might easily be the case. But ‘ 
then, of course, what he spends he spends in modern practice by giving cheques — 
on his account. Ee Oe s 

Q. Oh, yes—A. So that from the banker's point of view, it is Just a shift — 
from one deposit account to another. - 

Q. The government supports the banker in his desire to profit by his” 
discovery of the law of human chance—and that is a discovery—notwithstand- _ 
ing that he is the trustee of his depositors funds? I do not suggest that there 
is anything wrong in that. I am merely painting the picture—A. That the 
business of banking, in other words, is authorized by law? bs 

Q. Authorized by law; although prior to banking, such an act considered — 
from the point of view of morals or ethics, would be regarded as wrong; and in~ 
certain fields of business it is still regarded as wrong to tamper with the trust 
funds of your trustor?—A. I thought you were supposed to preserve them. ; 


Q. Exactly, preserve them—A. In accordance with whatever laws may rule 
that. particular activity. ' : 
By Mr. Cleaver: E 

Q. By authorized trustee investment?—A. Yes. b 
Mr. Tayutor: There is a subtle difference. é 

By Mr. Taylor: 2 


Q. The banker, while a trustee, is allowed to play on the value of his trust. 
—A. I was not aware of that. -Z 
Mr. Cueaver: Just a minute. I do not think that ought to get on the | 
record. x 
Mr. Taytor: Just a minute. E 
Mr. Cieaver: A personal representative or executor does the same thing. 
Mr. McGerrer: He does not do any such thing. | i 
The CHARMAN: Will you allow Mr. Taylor to proceed? £ 
Mr. Taytor: The governor will answer me. If I am advancing a wron ¢ 
idea, it will be up to him to say so. 
Hon. Mr. Stevens: What is the answer, Mr. Taylor? 
[Mr. Graham Ford Towers.] 
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Mr. Taytor: Before we get into the loan business— 
Mr. Martin: Mr. Taylor, might I interrupt,—? 
Hon. Mr. Stevens: You obtained no answer. 

Mr. Tayuor: You will get your chance later. 
Mr. Martin: I wanted to help you. 


Mr. Towers: I think it was suggested that there was not an answer to 
the question. 


Mr. Taytor: Oh, I see. 
Mr. Towers: Was it a question, that the banks in some form—? 


By Mr. Taylor: 
q. I am trying to show that the necessities of business, the necessities of 


banking, have introduced changes in the ethical and moral procedure of the 


people which have been countenanced by law; and this is one of the instances. 


_—A. I cannot follow that, because it does not seem to me a question either of 
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ethics or morals. It seems to me that the people decided that their business 
would best be served if, instead of carrying around cash in their pockets, they 
could maintain it in the form of deposits with banks. I suppose that govern- 
ments all over the world, recognizing that that was the desire of the people, 
gradually evolved banking law for their protection; and the banking law provides 
certain restrictions in regard to the character of the loans and investments 
which banks can make, the laws being directed mostly to forms of safeguarding 
the people’s deposits; and with the unanimous consent of the people and the 


- government, the business of banking proceeds. 


_ i. 4 =~ 


Q. Yes; even to the extent of changing ethical ideas?—A. I cannot quite 
see that. 

Q. If we do not get it this time, we will get it a little later——A. All right. 

Q. Before we get into the loan business as the final thing, I submit if it 
could be imagined that the banker ceased at a particular point to take in fresh 


_ deposits, he would find there would be a certain definite rate at which his old 


deposit would flow out?—A. Speaking of the banking system as a whole or 
about an individual bank? 
Q. Taking banking as it is, and dealing only with deposits and nothing 


' else?—A. Yes. Speaking of the banking system as a whole, I do not know why 


* 


we should find that the deposits will flow out, even on the assumption that the 
banking system ceases to expand in the form of loans and investments. 

Q. But if you consent to the idea that 10 per cent till money is necessary, 
then you must also consent to the idea that money, to be brought in in a week’s 


_ time is also necessary; and money to be brought in in a month’s time is also 
necessary. There must be a rate of flow outwards of deposit moneys.—A. I 


-. 


would say that it is a movement from one deposit account to another; it is not 
an outward flow. If you assume an outward flow, you must assume that people 
are taking the money out in legal tender cash and keeping it out. That is the 


~ element. 


Q. Of course, you are very definitely retaining the idea that this is a 


: business which is running, and only by virtue of the fact that it is running do 
we have this situation; but in the general operation of the banking business, the 
- feature which I bring out must be in evidence. It must be because these things 


2 


are happening; the banker is able to understand what will happen in the future. 
I say that if a man deposits the sum of $1,000 in the bank, taking that deposit 
as it exists, the banker would say, “Well, you as a unit of many thousand- 
dollar depositors must have $100 retained in my till for your requirements. But 
next week I sense the fact that you are coming back for another hundred and 


in a month’s time I sense the fact that you are coming back for $200 and so on 


and so on.”—A. Yes, but Mr. Taylor, the point then would be: Does he sense 


2 
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the fact that that man is going to withdraw $100 in legal tender cash? : 

Q. Exactly —A. And that that legal tender cash is going to be kept by 
that man or by the person to whom he pays it. 

Q. I am not contemplating the question of what the man will do with it; © 
I am dealing with the relationship existing between the deposit— -—A. I do not q 
think one can eliminate the question of what he will do with it, because I think © 
it is a vital question. I do come back to the point that unless people decide that ~ 
they are going to keep cash in their pockets or in their mattresses— e 

Q. Let us assume they do that—-A. In that case it is possible for the © 
outflow of deposits to take place, for those deposits to be changed for legal tender © 
cash which would necessitate a realization of banking assets in one form or ~ 
another to provide for that extra cash. | 

Q. We are coming to that. Empirically, then, that banker was learning — 
how to anticipate the demands of his deposit clients by that outflow?—A. By 
the outflow of deposits. 

Q. And so fit himself to safely loan money on his studied findings. It is on 
the basis of this empiric that the bank is able to loan money out, because they 
have loaned out money based on his deposits for three years— -—A. I think 
there is a serious mistake there, and it arises from the original one of the © 
assumption of 10 per cent cash and 90 per cent idle funds. So long as that — 
basic thought remains I think we shall be making mistakes along the line. © 
In connection with your last remark, I think you will find that as the banker : 
loans money, if it is an addition to his existing loans, in so doing he increases © 
his deposit. liabilities. ; 

Q. Yes; but there was a time—and I assume you must know it—when © 
frequently a bank in making a loan paid the amount in cash. You recognize ~ 
that, do you not? Away back in the 80’s that was done-——A. Then, of course, — 
his loaning activities would be limited to the amount. of his loan capital. ; 

Q. At that time there was 23-26 per cent till money reserve, and payments © 
were made definitely in cash.—A. Not entirely. On the assumption— :: 

Q. Almost entirely as my knowledge goes of banking in those times.—A. I © 
think it was possible to operate on 23 per cent or 25 per cent; 75 per cent of 
his assets therefore must have been represented by loans and investments. , 

Q. Agreed—A. So that he had not been called upon to pay out the total — 
amount of his loans and investments in cash. 

Q. I am not suggesting that. I am suggesting that when he paid out his ~ 
cash he fully recognized there was some of his cash which could only be paid — 
out for a week, some of it could be paid out for three weeks, some of it for six — 
weeks and some of it for six months, and some actually for a year; and that the ~ 
bank accounts, the bank statements of cash through banks in the 80’s and 90’s 
and at the end of the last century would show those very facts. 

Mr. Kinuny: Did he receive deposits when they were 23 per cent? 

Mr. Taytor: Yes, of course; but allow me to finish— 

Mr. Towers: In that case, the only difference between the present system ~ 
and the system as it worked at that time would be that the cash reserve which 
he thought it desirable to carry was 25 per cent instead of 10. In other words, — 
there was no difference in the theory or procedure of operating, but only a differ- | 
ence in the practice with respect to cash reserves. q 


By Mr. Taylor: 
@. But it would be a fact that when a banker experienced a loss in any 

of his loans granted, he would immediately be compelled to call up other loans 
and translate them into cash in order to hedge his bet.—A. I do not understand ~ 
that, Mr. Taylor. ‘ 
Mr. Cieaver: Are you not simply saying in these times— 7 
[Mr. Graham Ford Towers.] 4 


BANKING AND COMMERCE | 581 


The Cuatrman: Mr. Taylor does not want to be interrupted. 


Mr. Taytor: I will discuss it very shortly. It is in these times also. The 
moment a banker makes a loss he must preserve his till moneys, he must preserve 
his relation to his depositors, and it becomes necessary for him to make up his 
losses by calling in his loans. 


Mr. Towers: No, the one thing has no bearing on the other. 


By Mr. Taylor: 


Q. What do you suggest he does?—A. If he has been carrying as an asset 
a loan of $1,000 and that loan turns out to be a total loss, the $1,000 is a charge 
against his profits; it does not disturb the amount of his other loans. : 

Q. Then you would contend that there is no necessity for a banker in 
any depression to call in his loans?—A. There might be two forms of necessity 
which would lead him to do so. One is based on his business judgment in 
respect to the safety of the loans which might be affected by the conditions of 
the times. If he has cause to question the safety, he will try to collect them. 
The second would relate to the shortage of cash in the banking system as a 
whole, a shortage which has taken place on occasion in the past in various 
countries, before modern means of dealing with the situation were evolved, but 
which so far as Canada is concerned, need not arise in the future. 

Q. But it did arise in Canada, and it arose elsewhere before these modern » 
ideas— —A. It arose in Canada to a certain extent between 1930 and 1932, for 
reasons which I have tried to put on the record in discussing our system at that. 
time. I can go into it again if necessary, but the place in the record which 
I can refer to in a moment when we find the page, may serve to answer that 
question. : , 

Q. Does it not arise from the attempt of depositors to withdraw their cash 
deposits, for instance?—A. That had practically no effect in Canada, speaking 
of the banking system as a whole, at any time during the depression. If there 
was any withdrawal in cash, and that withdrawal remained in the hands of 
the depositors in cash, one would expect to see evidence of it in the figures of 
the active circulation. There may have been a few instances, but certainly it 
was not enough to be able to look at the figures of active circulation and say 
it was a factor of importance. 

Q. Then, presuming a local calamity developed in any place, would that 
not affect the bank and its desire to recall its loans?—A. You mean that in a 
certain area conditions became so bad that bank loans which had been made 
in that area turned out to be bad loans? 

Q. No, I am looking at it in this way: when a banker makes a bad loan 
in a certain district, he is compelled in other districts to——A. No, he will 
never be compelled by reason of bad loans in one district to call his loans 
in another district. 

Q. Not under the Bank of Canada governorship to-day, but I am talking 
to conditions prior to the introduction of the Bank of Canada.—aA. No, even 
then he would not be compelled to collect his loans in one district by reason 
of losses anywhere. 

@. Then, what do you say develops a run in any district?—-A. Lack of con- 
fidence on the part of the people. That is quite a different thing from a bank 
calling in its loans. 

@. Don’t you think it arises in these circumstances from the actions of the 
bank in times of calamity or depression?—A. The actions of the bank in time 
of calamity or depression inspire doubt, and therefore lead to a run? 

@. Develop doubt, yes—A. If it is common belief in the area concerned 
that banks are making heavy: losses, losses which will cast doubt on their 


- solvency, yes, that would inspire a run, as we have seen on various occasions 
* around the world. 
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Q. Actually it has been so in Canada?—A. Canada definitely has not been 
faced in any material degree with those conditions. 7 

Q. Well, it has been faced with those conditions. | know conditions in 
Vancouver which represented a minor run, and you are very aware of them too. 
__A. There have been minor runs in Canadian history, yes; but they have never 
gone very far. 

Q. Since the introduction of a central bank that feature has been largely 
done away with?—A. The existence of a central bank would not necessarily 
inspire the people with confidence in a commercial banking system. The conduct 
of the commercial banking system is what will do that. But the people would 
doubtless know that so long as any banking system is well conducted and the 
banks remain solvent there would be no difficulty whatever in those banks 
obtaining the necessary proportion of cash. 

Q. One of the features of the Bank of Canada is that it holds on deposit 
five per cent of the deposit obligations of the chartered banks?—A. In fact, 
the deposits of the chartered banks with the Bank of Canada and their holdings 
of Bank of Canada notes are in excess of five per cent. 

Q. Legally it is five per cent?—A. Legally the amount of cash reserves 
which the chartered banks must maintain is five per cent of Canadian deposits, 
but that five per cent may be held either in the form of Bank of Canada notes 
or in the form of chartered bank deposits, at the Bank of Canada. 

Q. That is, legal tender?—A. The Bank of Canada notes are legal tender, 
and deposits with us can be changed into notes and so into legal tender at 
any moment. 

Q. But they are currency, are they not; in any case?—A. Which, the 
deposits themselves? 

Q. The deposits with you?—A. I would say they are just those words, they 
are deposits with us which can be exchanged for our currency which is legal 
tender at any moment. 


By Mr. Jaques: | 
Q. What form do the other assets take?—A. They consist of deposits 
with us. 
Q. In what form?—A. In the same way as you may have a deposit with a 
chartered bank. They are a credit on our books. 


By Mr. Taylor: 

Q. As a matter of fact that 10 per cent is a portion of the 10 per cent till 
money?—A. It» is a portion of the 10 per cent cash reserve. We have been 
speaking about till money, which is one way of putting it, but perhaps cash 
reserves is a more all-embracing term. 

Q. Surely you do not agree with the position that the 10 per cent reserves 
was till money, till money was not all of that 10 per cent, it was only a small 
portion of it?—A. That is true. I was thinking, Mr. Taylor, of using the term 
“+311 money” as an alternative to cash. 

Mr. Taytor: We will discuss that afterwards if it is not approved of by the 
committee. ; | 


By Mr. McGeer: 

Q. That is a misstatement of fact. Till money is only one part of reserves, 
and in our country it is a very different thing from what it is in the old country ?— 
A. Actually the bank notes in a bank’s possession are a higher proportion of the 
total reserves in England, you see, than they are here. 

Q. And our modern bank notes that function as till money are not the 
same as you have in England at all. 

Mr. Taytor: Please let me go on. 

[Mr. Graham Ford Towers.] 
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Mr. Towers: I might just refer to that, chartered bank notes are not till 
money so far as banks are concerned— 


Mr. McGeerr: Used for till money purposes. 


; Mr. Towers: To the extent that they are in the hands of the public they 
are a circulating medium but they cannot be used by banks as till money because 
they are not assets of the bank itself. 


.. By Mr. McGeer: 
¥ Q. No. But in England, as I understand the use of the term till money, 
till money is money that the banks have on hand to cash cheques and hand 
_ out as the medium of exchange for the carrying on of business?—A. In England 
it is Bank of England notes. 
Mr. McGerr: Or, silver coin. 
Mr. Towers: Or silver coin to some extent. 


By Mr. McGeer: 


Q. And in Canada the money that we use here is Bank of Canada notes 

_ plus merchant bank notes. For instance, if I go to cash a cheque to get pocket- 
B money, whatever bank IJ get it at, I will invariably get most of that bank’s; 
I mean, in the denominations above ones or twos?—-A. And so long as they 
: " have note issuing powers. , 

By Mr. Taylor: 
; Q. Of course, it is quite obvious that the situation cannot be the same in 

England because under the provisions applicable to the Bank of England note 
issues are not permitted within a radius of sixty miles of London; is that not so? 
_—A. I do not recall the exact provisions, but that is true. Some of the Scottish 
banks still have certain note issues. 
te Q. As long as they do not have a branch in London?—A. Exactly. 

: Q. What is your opinion and what is your discovered point at which a run 
: might develop on any bank in Canada?—A. Oh, there is a question of human 

B psychology involved, Mr. Taylor. 
| Q. Is it conceivable under any circumstances that a run would call up 

100 per cent of the deposits?—A. Not in practice, I do not think, no. 

Q. It is extremely unlikely that they would even call up 50 per cent. I am 
making that as an assertion. The law of human chance works again and not 
100 per cent, probably not 50 per cent of the people who are depositors in a 

_ bank would consider the advisability of rushing to the bank to withdraw their 
: deposits? Am I correct? 

; Mr. JAaquss: In cash. 

: Mr. Tayuor: It does not matter. Withdraw. 

: Mr. Jaques: That is the whole point. 

: Mr. Towers: I think the situation is really this: That if the fears are 
unjustified the run will soon subside. If they are justified, it will not get as far 
as you mention. 


4 
‘, 


By Mr. Taylor: 


Q. Then it is in that position that the Bank of Canada inserts itself?— 

_ A. In what form do you mean? 
Q. By recognizing the withdrawal, the lessening of the deposit funds of the 
’ chartered banks, it inserts itself to restore the situation?—A. I would say that 
c _ the major factor and the first step is the solvency of the banking system which 
is protected by the various provisions of the Bank Act and by the inspection 
: which ; is conducted by the Department of Finance, and that if the banking system 
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is solvent then you must assume that if a run should occur it would be an 
unjustified run. In those circumstances it would certainly be possible for the — 
banks to obtain all the cash that is required to meet those, shall I say, erroneous — 
or ill-advised demands which were caused by misapprehension of the real — 
situation. 
Q. Has the Bank of Canada discovered any alternate method of restoring 
equilibrium and allaying suspicion and public concern other than the purchase © 
of securities?—A. Under what circumstances, Mr. Taylor? F 
Q. In the circumstances where banks might be unduly set upon by the © 
depositors?—A. I would say in those circumstances that the banks would very — 
probably be rediscounting. ; 
Q. That they themselves would initiate some procedure to adjust their con- 
dition?—A. Yes, exactly. 


By Mr. McGeer: | 
Q. You mean by “rediscounting” that they would lend to the banks the © 
money they needed?—A. Government or other securities. 


Mr. Taytor: Please, Mr. McGeer, I will soon be finished and then we can 
discuss this particular item. | 


Mr. McGesr: Yes, but I wanted to clear— 


Mr. Taytor: That is the point. We cannot get any consecutive idea of © 
what I am trying to bring out. I am perfectly willing to stop if you have ~ 
any idea to develop, but I am trying to develop something now. I may not — 
do it successfully, but please let me try. i 


By Mr. Taylor: 

Q. In effect, then, the 5 per cent deposits with the Bank of Canada con- — 
stitute virtually, what shall I say, an alcohol thermometer to indicate the general © 
steady level of business throughout the country? Might that be said?—A. I 
cannot quite follow it along those lines. ? 

Q. What do you watch in order to discover the necessity for infusing fresh © 
cash into the system or withdrawing it? What is your, guide per se?—A. I would 
say that the guides are many but the final interpretation is the difficult point. 
For example, if the volume of production is increasing and the need for com- 
mercial loans is increasing, there is prima facie evidence that perhaps the 
amount of cash should be increased. If you arrive at circumstances where the 
price level is apparently getting out of hand, where speculative elements are 
introducing themselves into the situation, where the expansior,of credit seems 
to be going beyond the consequent production needs of the country, there would — 
be certain warnings there which would tend to make one feel that cash should 
be reduced. Or in other circumstances, if the demand for money was relatively — 
low—that is, the demand for banking accommodation in one form or another,— 
or if interest rates were also very low in the security market, then you might 
assume that the supply of money was so ample that any borrowing needs could 
be filled from the existing supply and that there was no commercial reason or 
reason of general public interest why it should be increased. 

Q. In any case, you do realize that neither the Bank of Canada nor the 
merchant banks can force the people to accept what they do not want or more 
than they are content to have of what they do want?—A. That is true. 

Mr. Kintey: That is the whole thing. 


Mr. Townrs: Perhaps I should qualify that by saying this, that you are 
speaking there, I think, specifically of commercial loans. 

Mr. Taytor: Yes. 

Mr. Towers: It is the case that if governments are adding to their debts — 
or, even eliminating that, if the cash of chartered banks is being increased to 

[Mr. Graham Ford Towers. ] . 
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~ an extent which makes them increase their investments, then you will find that 
_ additional deposits are from a certain point of view being forced into the 
hands of the people. 


By Mr. Taylor: 


Q. Forced into the hands of the people?—A. Yes. 

: €. Did you say “forced”?—A. “Forced” in this sense—but perhaps I had 

__ better divide the question into two sections. One would be a case where govern- 

‘ ment debt was not increasing, but where banks were increasing their holdings 
of government obligations. In that case you would find that public deposits 

- were increasing; that is, the deposits of the public in general. One could hardly 
say they were forced because it must imply a voluntary sale of government 
securities by certain individuals to certain banks. The second case is where, 
during a period of government deficits, additional amounts of government 
securities are being sold to the banks. The banks are buying up at the time 

_ various security loans. Then you have a situation where deposits are increasing. 

_ Even there I suppose I was ill-advised in using the word “forced”; because 

what is happening is that the government is spending that money and in the 

process placing additional deposits in the hands of the people. 

Q. Then, under those circumstances, I can declare that the Bank of Canada 
cannot use the merchant banks’ cash deposits under any present Canadian 
statute to enlarge the currency field?—-A. Neither we nor the commercial banks 
_ can use someone else’s deposits. 
| Q. Exactly —A. Or do anything like that. 

Q. Exactly—aA. But we can increase the amount of the chartered banks’ 

_ deposits with us. 

: (). Exactly. That, in a sense, is using. I did not mean actually taking the 
money and using it. I mean to make that the basis for use. When it does SO, 
it meets only—the Bank of Canada and the merchant banks meet only the 

_ temporary economic need which economic practices of the day show to be 

» necessary and acceptable. That is a fair statement, is it not?—-A. I have 

' difficulty in answering that question because I do not quite understand it. 

Q. Well, your purpose as a bank is merely to adjust the needs of business 

_ throughout the country and to preserve the general level of acceptance by the 

_ people of loans and other business needs?—A. I think our business, so far as we 
can properly perform it, is to see that the volume of medium of payment that is 

_ in our country, mainly deposits, is adjusted in accordance with public interest. 

; Q. In other words, under present conditions, it is impossible to feed millions 

of dollars into our currency without preparing the way by acceptable and 

enabling legislation and preparing popular opinion and desire?—-A. I do not 

_ think that is the case. I mean, the facts of the last five years are hardly in 

_ accordance with that. 

\ Q. Well, that is only $450,000,000—A. $450,000,000 may seem small to 

-.you, but it seems pretty large to me. 


: 


ee 


; Q. I was thinking of astronomical figures.—A. Yes. I think it is a question 
_ of proportion. 

+ The CHarrMan: It is one o’clock. 

: Mr. Towers: That is about a 25 per cent increase. 

: The Cuarrman: What is the pleasure of the committee as to adjourning? 

4 Mr. Ciraver: Four o’clock. 


Mr. Taytor: I have to be at a committee meeting at two o’clock, which is 
_ quite important. 


; The CuarrMan: Could you be here at four o’clock? 


Mr. Tayuor: I doubt it very much. 


~ 
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~ Mr. McGeer: I should like to go on this afternoon. 


The Crarrman: We want to finish with Mr. Taylor if we can. — 

Mr. McGerer: There is no reason why someone else should not go on. We 
have a lot of work before this committee yet. 

Mr. Tayuor: I have finished my questions on the first phase. 


The Cuarrman: Then Mr. Kinley goes on next. He is next in line. We 
shall meet this afternoon at four o’clock and it will be in the railway room. 


The committee adjourned at 1.02 p.m., to meet again at 4 p.m. 


AFTERNOON SESSION 
Room 277. 
The committee resumed at 4 o’clock. 


The CHatrMan: Can you see a quorum? 
Mr. Krnuey: Yes. 

Hon. Mr. Stevens: A very good quorum. 
The CuHarrman: Mr. Taylor, proceed. 


In attendance: Mr. Granam Forp Towers, Governor of the Bank of Canada. 


By Mr. Taylor: 

Q. Mr. Chairman, it is very difficult to keep the sequence of these questions, 
as you can readily understand. I will have to remove from what I was going 
to say now what appeared earlier this morning. Mr. Towers, many depositors 
on current account carry very large sums on credit as a necessary aid to their 
business practice?—A. Yes. 

Q. That is so, is it not? The relative outflow of deposit funds arising out | 
of Bank of Canada purchase of securities is rapid and approximates loan money 
in its rate of dissipation. I think I brought that out this morning, but I should 
like to— —A. Well, I do not understand the reference to the rate of outflow 
of deposit funds, unless perhaps you have in mind the turnover that takes place? 

Q. No, I have in mind the individual items, not the whole mass. You are 
viewing the thing in the mass—A. I thought it was individually, the individual 
items of the turnover, which was the move between accounts and spending. I 
was not visualizing the outflow of deposits, because that means, other things 
being equal, a reduction in the total on deposit through people withdrawing 
them. That would be the interpretation I would give to the “outflow.” 

Q. Withdrawing them in actual cash funds, you mean?—A. Yes. 

Q. In the other case they merely transfer them from one account to the 
other?—A. As spending takes place, yes. 3 

Q. But there is a new element that enters into the whole transaction by 
reason of the transfer; the initial withdrawal is the thing which I am referring 
to now, and that is comparatively rapid as against the depositor’s funds in 
ordinary business.—A. The depositor’s funds in ordinary business are active in 
their degree of velocity, as the business spends and collects from customers 
and spends again. 

Q. But there is always a reserve which is scarcely ever touched?—A. You 
mean the minimum deposit balance of a concern such as that is always 
fairly high? 

[Mr. Graham Ford Towers.] 
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Q. Yes.—A. It may bey yes. 

(). What change in banking practice have the merchant banks adopted 
following the establishment of the Bank of Canada?—A. Apart from routine 
matters such as, for example, having the Bank of Canada act as a central 
clearing house, I do not recall any change of great importance. There is, 
_ of course, the change arising from the law to reduce the limit of their authority 
- to issue notes. 

Q. Yes, but has money on short call increased or decreased?—A. In 


; Canada? 
- 


@. Yes.—A. I would have to look up those figures. 

@. Would it happen as a result of the change brought about by the intro- 
duction of the central bank?—A. No, it would not happen as a result of the 
change. 

Q. It would not?—A. The extent to which it took place would be dependent 

on factors in security markets. That would be the reason. 
; Q. The place of call money was not taken by treasury bills, for instance? 
—A. No, because the call money market in Canada has never been regarded 
as a lghly liquid market. I think that the place of New York call loans has, 
to quite an extent, been taken by treasury bills. 

@. The Caandian banks did quite a little business in the New York 
call money market, did not they?—-A. They did, and that has very largely dis- 
appeared. To say, as yet, that it has permanently disappeared and its place 
been permanently taken by treasury bills would be a bit premature. It so 
happens that during the last few years the amount of money which you could 
loan on call in New York has been extremely limited and the rates obtainable 
have been very low; but it is the case that the second line reserves which the 
banks used to have in the form of call loans in New York in respect of Canadian 
business as distinct from their foreign activities—are lon longer carried in any 
quantity. But the banks now have a local second line reserve in the form 
of dominion government treasury bills. 

Q. The Bank of Canada was first established as a private bank, was it 

not?—A. When the bank commenced operations its capital stock was owned 
by individuals around the country, yes. 
Q. At what date was it that the change was effected to a government- 
_ owned institution?—A. There were two changes. I think I will have to supply 
the date on which the act became effective later on. With regard to the first 
change, it, involved an issue of $5,100,000 additional capital stock of the Bank 
- of Canada which was taken up by the Minister of Finance on behalf of the 
~ Dominion Government. At a later date, $5,000,000 stock which had been in 
_ the hands of individuals in Canada was retired. At the same time $100,000 
z of stock held by the Government was retired, leaving the only capital stock 
a 
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issue an amount of $5,000,000, all of which is owned by the Government. The 
dates of those two changes I can put in later on. 


3 Hon. Mr. Srevens: Roughly speaking, 1936 and 1938? 
Mr. Towers: Yes. 


By Mr. Taylor: 


Q. How completely has the directorate become quite respresentative 
of the new status of the bank?—A. All appointments to the position of director 
will in future be made by the Governor in Council. 
| Q. Has any change been already made?—A. Of our directors, who are 
now eleven in number, my recollection is that six are government appointees. 
4s Q. Six now are government appointees?—A. Speaking from memory—I 
~ should like to check this up—that is right. Six are government appointees. 
_ Five are the directors who were originally elected by the shareholders. The act 
provides that those directors continue to serve until the expiration of the term 
for which they were elected. | 
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_Q. Has there been provided a time sufficient. to enable you to answer the 
question whether you have discovered any weakening of the—what shall I 
say ?—experience or intelligence applied to the affairs of the bank by its trans- 
lation from a private to a publicly owned institution?—A. Well— 

Hon. Mr. Stevens: Dangerous ground. 

Mr. Towers: I think I can only answer that by saying that I hope that 
under any circumstances people who are connected with public institutions would 
endeavour to do their best to serve the public interest. 


By Mr. Taylor: 

Q. That is very clever. Is there any fundamental reason why the high 
level of intelligence applied to the affairs of the merchant banks should be 
weakened by their becoming an arm of the people, government-owned under 
the supervision of the Bank of Canada?—A. I wonder if I should be called upon 
to express an opinion upon that? 

The CuarrMan: I think not. 


By Mr. Taylor: 

Q. I am suggesting this on the strength of what you have already discovered, 
but you appear not to have had sufficient time to make a definite declaration. 
Am I right in that?—A. I would not say offhand, no. 

The CuarrMan: May I suggest it is hardly fair to question the governor 
along those lines. I do not think it is a proper question to put to the governor. 

Mr. Towers: It really is a question as to whether I think it desirable that 
the banks should be nationalized. It seems to me that is a question of govern- 
ment policy on which I should not express an opinion. 


By Mr. Taylor: 

Q. That is the point I wanted to lead up to. I shall wait now in case 
anyone wishes to ask any questions. 

Hon. Mr. Stevens: When you are through we hava some to ask. 

The CuarrMANn: Proceed, Mr. Taylor. 

Mr. Taytor: All right, then. | 

Mr. Cupaver: I have one question to ask, Mr. Chairman, arising out of 
the examination this morning. Mr. Taylor called the attention of the governor 
of the bank to the fact that in earlier English times, the eighties and the 
nineties, the bank reserves at that time were about 25 per cent as against the 
present rate of 5 to 10 per cent. I interrupted at that time, but I was not 
permitted to put my question. I suggest to you the reason for the higher rate 
of cash reserves of the banks at that time was brought about by the fact that 
the customers of the banks had not got into the habit of using cheques to the 
same extent that they do now, and kept more cash in their tills. 

Mr. Towers: And therefore that the movement of cash in and out was 
likely to be proportionately larger? 


By Mr. Cleaver: 

Q. Yes—A. Incidentally, I should say I accepted Mr. Taylor’s figure in 
regard to the cash ratio of that time, without refreshing my memory by looking 
it up. But, accepting these figures, I suppose a fair assumption would be that 
the greater use of cash provided wider swings and so made the banks feel they 
should keep a higher ratio. 


Q. So far as you know that would be the only reason why it would be 


necessary for the banks at that time to keep a 25 per cent cash reserve as 
opposed to the present rate of 5 to 10 per cent?—A. If the banks then operating 
[Mr. Graham Ford Towers.] 
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-in England felt that on the basis of the gold standard which was in effect, 
substantial movements of money could take place out of their markets—and 
on a gold standard basis it could take the form of withdrawal of deposits for 
_ the purchase and export of gold, and on that basis it would require the utilization 
of the banks’ cash—if they felt that was likely to take place, there would be 
an argument there for a higher ratio of cash reserves. Although, just speaking 
_from memory, I do not suggest that they are necessarily the reasons, because 
_in those days any such movements of capital from point to point as we see now 
were simply not thought of. 
E Mr. Curaver: That is all thank you. 


| By Mr. Taylor: 
Q. I have noticed a constant confusion in the use of terms throughout these 


_ proceedings where money and wealth were referred to. I make the suggestion 
_to you that money in inaction is wealth in metamorphosis; is that a fair 
_description?—A. Well— 

. Perhaps before you say anything I should ask a second question?—A, I 
wish I could understand more about what that meant. 

E Q. Of course, you know the metamorphosis that is undergone in the business 
_of life from one form to another, and I suggest that this is a condition of chang- 
_ing wealth from one form to another. 

The CHAIRMAN: Or, a means of changing wealth. ) 

| Mr. Taytor: That the actual money has never lost its control either of the 
thing that it has had or the thing which it is going to have; as a token it is an 
i active token; it is a token which may represent wealth at a certain time. 
The CHarrMAN: Yes, a claim on wealth. 


‘ Mr. Towers: It is a claim on wealth arising from the fact that a medium of 
exchange has certain services to perform and it has a certain service value. It is 
never wealth in itself so long as people are able or willing to pay the cost of 
providing themselves with a medium of exchange. Then it is possible to take 
“Money and purchase wealth in the form of goods because you find that a 
"previous owner is willing to take money for them. But I say it is only a medium 
of exchange, only a system by which barter is avoided. I do not see it related 
to any form to wealth in itself. ; 
ib 


if By Mr. Taylor: 

Y Q. There is a difference between your statement and mine. You insist that 
it is only a medium of exchange; that it is not wealth, it is not in itself intrinsic 
value or meant to be; but it does tie itself up to the thing that it wants to get rid 
of, or the owner got rid of in order to receive the money; or to the thing which 
the owner is going to buy with the money; so that in the transfer it actually has 
all the power of the wealth that was and the wealth that will be——A. I wonder 
if that is just another way of saying it is a medium of exchange. 

| Q. Well, I agree that in one sense that may be so, but I give it a higher 
value As a medium of exchange you might use anything—A. I think, of 
‘course, people have used various things. Perhaps they find the present medium 
: yf exchange is more convenient than the shells, buffalo skins and the casks 
of rum that were at one time used for the purpose. 

Hon. Mr. Srevens: Or beer. 

Mr. Towers: Or beer. 


By Mr. Taylor: 


Q. But you see these casks of rum only lasted a very short time?—A. That 
Was the unfortunate part of it. 
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Q. Part of the medium of exchange to-day lasts quite a long while. For — 
instance, the sheep shearers in Africa received haticot beans which they carried — 
for a year, they received them for shearing sheep, and when the sheep shearing — 
finished they were required to exchange them for the coinage of the country ?— 
A. Yes 

Q. Mr. Towers, you have been very persistent in showing that the banker 
does not loan his clients’ money; he loans on credits, loans deposits on the 
strength of these clients’ money against security; am I correct in saying that?— 
A. I hope I did not put it that way. The banker is in essence employing his 
deposits in loans and investments. If he adds to his loans and investments he 
will at the same time increase his deposit liability, so you may say he is a go- 
between. His liabilities in the form of deposits must be balanced by assets in 
the form of loans and investments. 

Q. Yes?—A. I did raise the question of terminology when it was suggested 
that the banker lent his deposits; you can’t lend your liabilities. But he has 
assets equal, at least equal, to his deposits, and it is the existence of the deposits 
and the fact that they are allowed to remain as deposits rather than being 
demanded in cash which permits him to have so many loans invested. 

Q. Is that not saying roughly the same thing in a more careful way? 

Hon. Mr. Srevens: It is the Governor’s answer. 


Mr. Taytor: Yes, I agree. 


By Mr. Taylor: 

Q. What then is the function of a commercial bank? Is it to borrow money 
and loan it out at an advanced price?—A. Yes. 

Q. Then what do you think of this position established by a banker who 
was at one time a very celebrated general manager of a large corporate bank. 
A customer went in to obtain from him the sum of five thousand pounds and 
the general manager had been very worried by reason of many things associated 
with the country’s political life and he said, “ Mr. Banker, what do you assume 
the bank was established for?” and Mr. Banker suddenly questioned like that 
said, “Oh I would say that it is to receive money aw3 per cent and loan it out 
at 8 per cent.” “ Nothing of the kind, sir; nothing of the kind. Banks are 
established to afford a ready and easy facility for the exchange of large sums of 
money.” Would you comment on that, Mr. Towers?—A. I think that being set 
up in the first instance to provide banking facilities, the first consideration is © 
the making of loans and investments. If they make loans and investments on — 
a substantial scale they will have substantial deposits. These deposits will 
provide the medium of exchange for the people and then of course it is perfectly 
true that the function which the banks perform in handling cheques to be used — 
for a major portion of the commercial transactions of the country is an extremely 
important service. i 

Q. That is not very much carried on in Canada?—A, Enormously. | 

Q. Well then, it must be a very important part of the bank’s business?— | 
yes big | 

Q. At any rate, in the loan business there is very little range of interest 
in the charge by the banks on the classes of loans granted, the rates charged — 
by the banks are roughly the same within a very small range to one customer 
as to another; am I correct?—A. Certain classes of loans command lower interest — 


E 


§ 


rates. I think certain classes of loans are made at 34 per cent. That is my 
recollection of the cost of loans against grain in terminal elevators. I think 
loans against Dominion government bonds may to a certain extent be made at 
4 per cent, with first class commercial loans probably 5 per cent; run of mine loans 
of the small variety where the cost of the operation is relatively high in 

relation to the total amount involved are probably 6 per cent. That is the 

extent of the range so far as I am aware. 

(Mr. Graham Ford Towers.] 
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By Mr. Cleaver: 


_ Q. How about municipal loans?—A. Municipal and provincial I was not 
_ speaking of, because they are all different rates further complicated by the fact 
that an arrangement may have been provided for some special rate, credit 
_ on balances and various tunds which may be carried, and various other com- 
_ plicated arrangements that I would not know how to show you except by 
- looking at each case. : 


By Mr. Taylor: 


Q. I suggest then that sufficient experience has now been gained in borrow- 
_ ing to place all loans on an insurance basis against loss and charge not interest 
_ but insurance premiums plus operating charges.—A. I am sorry, I have seen 
no evidence of that. 
J @. You have seen no evidence of that? Do you see any reason why it 
_ should not be?—A. Yes, I do. 
i Q: Will you explain, please?—A. I think to put it on an insurance basis 
you would have to know first of all prospective business conditions over a range 
_ of years in all lines of industry. | 
Yi Q. But I am suggesting to you that experience has already been gained, 
_ enough to make that possible—A. That means one would have to make a 
forecast it political developments in Europe for the next five years. I could 
- not do that. 


4 Mr. Taytor: Lloyds do it in the form of insurance but not interest. 
: Hon. Mr. Stevens: Well, look at their rates on war risks right to-day. 


_.__ Mr. Towers: I do not think there is an analogy there. I would be surprised 
if I could enter into a contract with Lloyds’to assume war risks over a period of 
_ the next five years at current rates. I do not think it could be done. 


Hon. Mr. Srevens: Lloyds’ rates have varied as much as 200 per cent in 
the last six months. 


By Mr. Taylor: 


Q. That is carrying us away from the particular question?—A. Yes. 
: Q. But you think that there is no reason why the banks should depart 
_ from the thing called interest to grant loans on the thing called insurance ?— 
__A. I think they are two different concepts, that in so far as interest is concerned 
it enables them to pay interest in turn to their depositors and to cover their 
operating expenses and have money left over as earnings on the capital which 
_ they have invested; but the insurance factor is one which relates to something 
_ additional, that is the losses which occur on bad debts from time to time, which 
; are bound to occur in any good banking system. 
Fr Q. Well, they do occur now?—A. And do occur. But those interest earn- 
_ ings must be sufficient to cover other costs which I have mentioned and leave 
enough over to take care of bad debts. Now, if the world operated without 
_ alarms and excursions, and without wars or extraordinary degrees of depres- 
_ sion, I do think that experience ought to indicate more or less what the well 
operated bank should require to provide in the form of protection against losses, 
but in the world which we have now I think it would be very difficult to make 
any accurate prognostication as to what losses would be over a period of years. 
z Q. Of course, it must be conceded that it is done now in.the matter of 
_ interest?—A. I would say that it is based on that, it is the—what shall I say— 
_ the desire of the bank to be able to set aside each year enough for that purpose. 
_ If they find that the losses outstrip those expectations they would try to remedy 
_ that situation by taking something from their published reserve as was the 
case during the depression in some cases, or by making further efforts in the 
_ direction of operating economy, cutting dividends and so forth. 
—-78926—3 ; 
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Q. But they would still cling to the fetish of interest as against insurance 
against their losses?7—A. If the total charge was called insurance instead of © 
interest. A rose by any other name is just as sweet. j 

Q. Not quite. Banks do loan money without security, do they, Mr. Towers? 
—A. Yes. 


By Mr. Kinley: 
Q. Without any security? 
The CuatrmaAn: Moral security? 
Mr. Towers: Moral security, as the chairman observes. 


By Mr. Kinley: 
Q. Or their knowledge of what the bank possesses?—A. Oh, yes. 
The Cuatrman: Without collateral. ‘as 


By Mr. Taylor: 

Q. You remember that Pierpont Morgan, at the meetings of the commission 
after the 1929 crash, made the statement that he would not hesitate to loar 
a man whom he considered honest $5,000 without security? Do you remember 
such a statement being made?—A. I do not recall it but I can quite easily 
conceive that it was made. He, of course, would know something of the business 
ability of that man, what he was going to use the money for and the prospects 
of getting it back. 

Q. I want to lead you into another field. If that is admitted, is there any- 
thing wrong from your point of view as a banker in paying a man’s wages 
before he works?—A. That is, an advance on wages? If the circumstances 
are appropriate I see nothing wrong in that, and you will find that it does take 
place in various business concerns on occasions. If a man, for example, has 
several doctor bills to meet, or something of that kind, he may be able to 
obtain, sometimes from his employer, sometimes necessarily from other concerns, 
an advance of that kind. 

@. Business does it also in large undertakings where it provides for pay- 
ment of interest on money borrowed while the constructional work is going 
on for which the business is developed, does it not?—A. Yes. 


By Hon. Mr. Stevens: 
Q. And charges it against capital—aA. Yes. 


By Mr. Taylor: 

Q. I have asked this question for a special purpose. The honesty and 
industry of a citizen is a real security in business and in the banker’s loaning 
business?—A. That is correct. 

Q. In the economy of the country every citizen constitutes under certain 
circumstances an unquestioned security ?—-A. Under certain circumstances, yes. 

Q. If he runs out on his country, he is no longer a citizen and he becomes 
a loss, but as long as he lives he remains, when in the country, a real security 
for the repayment of all repayable services which his country performs for him. 
I think that is a reasonable statement.—A. I do not quite understand that “repay- 
able services which his country performs.” 

Q. That is wages in advance. If a country performs a service to a citizen 
by giving him wages in advance of his services, the country, taking the citizens 
as a mass, might reasonably consider that it had an unquestioned security 
in its citizens?—A. They expect those individuals to whom they have made 
these advance payments naturally to live and be able to perform the services 
for which they have received those advances. 

[Mr. Graham Ford Towers.] 
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__. Q. And in the mass there would be no question about that?—-A. I do not 
‘quite follow you through there because, of course, the type of thing I thought I 
had been talking about was the type of advance which is made for a specific 
‘heed, such as the sort of thing I have mentioned. It did not involve advancing 
ages a year in advance for no known purpose; it involved something which 
‘was caused by specific needs and which bore some relation to what a man could 
‘afford to take, in that form and pay back. 
/ . Q. We will bring it around to that but the answer suits the case. The 
point I wish to make is that there is no reason why a loan should not be made 
even to the poorest citizen in order that he might purchase social security 
yecause the chances that it would not be paid back are practically negligible 
ven in the case of an otherwise shiftless or dishonest man. I am talking about 
the mass of the people. The pages of Hansard, as I have said before, are the 
heaviest gravestones that were ever constructed, but I did bring forward in the 
house the idea that the social security necessary to every individual could be 
obtained by a loan granted to each citizen to enable him to purchase social 
security on the definite understanding, of course, that he was a debtor to his 
country and would have to pay back that service in one form or another.—A. I 
do not think a loan should be made to anyone unless there are practical pos- 
sibilities of his being able to repay it within a reasonable time, because I think 
a loan of that kind is bad not only for the lender but also bad for the 
borrower. If those practical possibilities in terms of business do not exist then 
as it is far better for both sides to make a gift, if the thing has to be done. 
_  Q. I would suggest that there is no reason why it should be considered a 
long time if the citizen redeems that within a year. . 
_ Mr. Curaver: Would you give us a concrete instance instead of these 
hypothetical cases? 
_ Mr. Tayzor: It is not hypothetical. 


__ Mr. Towers: I must admit that I am in a bit of a fog; I would be helped 
if I did know. : 


By Mr. Taylor: 


Q. My suggestion was, Mr. Towers, that it is possible to go to the Bureau 
of Statistics and discover there that food, clothing and shelter represent a 
definite percentage of the income of the people of Canada, and that the average 
income of the people of Canada represents just so much. As a matter of fact, 
to-day, it represents $3. The food of the citizens of Canada represents an 
average of $1, or 334 per cent. It varies a little above. and a little below, but, 
taking it roughly, or by and large, that is how it figures out—A. What is the 
$3 and the $1? 


_ Q. The average citizen is drawing $3 of which one third must be spent in 
food.—aA. I see. 

Q. If that is taken as a general thing throughout the country and the 
sitizen is allowed $1 for his food, no matter whether he is able to work at $2 per 
day or $1 per day or 50 cents per day, he is able to perform services which will 
redeem that food money which he has received from his government. Now, that 
is putting it about as concisely and succinctly as I can put it—A. For whom 
loes he perform the services? 

Q. For anybody that will employ him. The mere fact that a man whose 
shildren are now suffering from rickets because he cannot feed them properly 
receives this money and gives an extra bottle of milk a day to his children, 
“akes more potatoes and bread home to his family, increases the amount of 
sonsumption of food, and, in doing so, increases the demand of the producers 
4 primary goods for labour—A. I think we have come back to the proposition 


hat the things which you mention should be done presumably on the basis of 
in increase in currency. 
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Q. No. It would result in a temporary increase in currency, but my sug 
gestion was not to interfere with the currency of the country but to establish 
for these particular purposes an internal currency tied only to the particula: 
thing which we were dealing with—A. Well, then, it is an increase in currency. 
but a special kind of currency. } a 

Q. A special kind of currency that could not be applied to anything else. 
For instance, a currency for the purchase of food would not be,used or co ld 
not be used under any circumstances for the purchase of clothing. But when 
we had once established by this means that every individual, no matter where 
he was, or in what shape he was, sick or well, robust or emaciated, when he 
was able without question, without anybody’s “by your leave,” to get the food 
that he needed for his physical sustenance—when we had established that 
then we could move from that to the other elements in social security which 
are limited to food, clothing and shelter——A. So that the proposition would 
be for the issue of a number of different kinds of new currency each for specifi¢e 
purposes, and that would be expected to raise the general standard of living 
in the country? - 

Q. One internal currency tied, first, to food, then to food and clothing, 
after the food had been thoroughly established in the economy of the country; 
then after clothing to shelter, each of them based on actuarial findings. My 
whole difficulty in the study of these things is—and I come to it later on— 
that business schemes how to advance itself, but the government is never 
allowed to do anything to correct the errors which business is always bringing 
about. Now, of course, I know it will be said that that is not so, business is. 
very honest and: very just, but business has no more concern for government 
than it has for those with whom it has no transactions at all, and I suggest 
that it is becoming increasingly necessary for us to consider a systematic way 
of providing social security for our people. pata tees e 

Mr. Creaver: Are you open for questions, Mr. Taylor? 


Mr. Tayuor: Yes. | a 


Mr. Towers: If I may just interject one thing there. I do not think 
I could add anything to the replies which we have already made in regard 
to financing things of that kind through the. issue of additional currency, 
whether it is of a special variety tied only to. food and clothing, or not. Broadly 
speaking, the same thoughts would apply whether it was special or whether 
it was not. As I have said before, that is not in any way, an expression 
of opinion as to whether or not there is a desirability in respect to people having 


more of these things, but I think your question related to a monetary metho 


) 


of accomplishing the desired result. : | . 


By Mr. Taylor: ‘| 
Q. Not entirely —A. On the desirability of a higher standard of living, we 
will all agree. On the possibility of achieving.a higher standard of living by 
means of the issue of additional currency, presumably we will not agree. On 
that point I think that the answers we have already made to questions represent 
any views we could express on the matter. — 
Q.. I submit they do not exactly do that, because the moment yol 
tie your internal currency to one type of usefulness you eliminate from it ¢ 
great many of the weaknesses which you suggest are inherent in a forcet 
flooding of extra currency into the market—A. I cannot see how it does that 
but perhaps— P 
-  Q. Well, I will put it this way. I contend that where we have up to the 
present always talked about the law of supply and demand, that day hai 
sone for those elements which lie in social security. To-day it is the lay 
of demand and supply, and we are preventing our poor people from. demane 
ing what is absolutely necessary for them. It is not a question of supp} 
[Mr. Graham Ford Tovwers.] ae 
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‘and Be and: We can supply them with all the food fies need, of every 
kind, but they are not in a position to demand it and nobody knows how to 
‘ apply it to them, and your present currency and your present business prac- 
ces do not afford any opportunity of solving the situation—A. I think that 
the only solution which is desirable to visualize, the solution which one would 
ere for, is that the people you mention should be able to engage in gainful 
smployment or in a greater degree of gainful employment than they now are 
4 able to obtain, so that they would have things to exchange with the people who 
would be furnishing them with the food you mention. 

_ Q. That is precisely what would happen.—A. By putting the people he 
e not in gainful employment in possession of additional currency. I am 
peaking now only of the monetary end of it, not of any question of payment 
of relief, although of course I should emphasize that. But trying to find a 
solution ‘by creating new paper money to place in the hands of these people 
e 3 not what they need from the point of view of a long term solution. They 


' Q. That is precisely Wt would eventuate from this introduction of social 
s pourity money. it hat is a what would ee Your patra hs 


them.—A. That i is hee nett the aneeson raioh did come up before, and I should 
like to mention the section of the record in which it appears. I could not add 
By hing to the reply there. 

_ Mr. Wuire: Mr. Taylor, I understood you to propose that governments 
Biould issue food purchasing currency—a currency that could be used for the 
purchase of food? 

m Mr..Tayror: Only. 

a Mr. WuirEe: Quite so. When a poor person gets one dollar or ten Catan 
of such currency, he goes to his grocer, and he buys one dollar’s worth or ten 
dollar’s worth of food. What is the grocer going to do with this satan that 
will buy food only? 


| Mr. Taytor: That is very easy. Every grocer knows his oven conte 
or should know them; and based on his capital employed, it would be a simple 
matter to discover just how much of the money which he has received from 
th individual spending security money with him should be translated into 


the currency of the country. The balance he deposits in his security money 
account and it goes to the primary producer. The primary producer gets it 
and he in turn has to have currency of the country, and applies for it in the 
ordinary way; and it is declared actuarially as to what percentage of his 
money he shall receive. The balance— 

- Mr. Wurre: This food purchasing currency can be deposited in a bank? 
m Mr. Tayutor: Exactly. 

Mr. Wuite: Why not use the ordinary legal tender? Where is the dis- 
tinction? 

Mr. Taytor: The distinction is quite definite. If you will follow the 
thing through, you will see it cannot be done by giving out legal tender. You 
would place inefficient, inconsiderate people in a position where they would be 
unable to get even the food for which you have provided them with the where- 
ithal; but if the internal currency was tied only to foods which they must 
C sume, they are bound to consume that or the money with which they have 
een provided becomes of no value. It is cancelled out. When the money gets 
ck to the primary producer—he may have produced carrots and the ruling 
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rate for carrots may be 76 over a period of five years; but the carrot producers: 
have determined that the proper price for carrots is 80 and the government 
has accepted that proper price of 80 for the carrots produced. They pay or they 
translate the security money of the primary producer into the currency of the 
realm at a price as 76 is to 80; and in that way you do away with all the 
subventions to wheat, the subventions to fishermen, the subventions to every- 
body. ‘At the same time you would do away with all relief as such. 
Mr. Wuirtr: By fixing prices. 


Mr. Tucker: Would not what you have in mind be attained by what the 
government is now doing in regard to butter? They give poor people vouchers 
with which they can go to the store and get butter; then the storekeeper can 
take those vouchers to the government and get them redeemed in legal tender 
currency. In that way you may be sure that they spend it on butter, but you 
do not introduce a complicated system that would take an army of bookkeepers 
to keep track of. 

Mr. Taytor: There is nothing complicated about that system. 

Mr. Wuire: You have a complicated currency. You have a currency 
for food; you have another currency for clothing and you have another currency 
for something else. | 

Mr. Taytor: No. You extend the same currency. The moment you have 
achieved your purpose in food, you extend it to cover social security. It will 
represent at the outset 55 per cent. of the average wage of the individual. When 
that is once established, then leave the individual to himself. He has got his 
fod, clothing and shelter; and he can use his own common sense and his own 
ambition to provide himself with any further money that he needs. 

Mr. CiEaver: Do you propose this as a loan or a gift? 

Mr. Taytor: No. It is a repayable wage, shall we say. 

The CuarrmMan: An advance on wages. 

Mr. Taytor: It is an advance on wages. , 

Mr. Cuieaver: It is in effect a loan. If the maa does not work during that 
year’s period during which he has had this loan, what would you propose to do 
at the end of the year? Would you make another loan to him? 

Mr. Taytor: It is quite abvious that if he is getting 334 per cent of the 
average wage of the individual in the country, then he is using up four months 
of the year in service. | 

My. Cieaver: Quite so. But if he does not work, what then? 

Mr. Taytor: If he fails to return service to the government or to an employer 
equal to four months during a year, then the government takes him and makes 
him work those four months and his debt is then paid. 

Mr. Creaver: In effect, what your proposal amounts to is that you are 
setting up a ledger account for every relief recipient and you are suggesting— 


Mr. Taytor: No, not for every relief recipient; for every citizen of the 


country. 

Mr. Waite: You admit, as I understand it, that these meal tickets or food 
tickets have to be redeemed in legal tender ultimately? 

Mr. Taytor: Yes. 

Mr. Wuits: In legal tender. 

Mr. Taytor: In the hands of the primary producer. 


Mr. Wuire: Which means an addition to the debt of the country. It means 


an addition to the debt of the country. 


Mr. Taytor: Not exactly; because if a man is employed at $3 a day, his 
employer has to retain one dollar in order to repay the government for the 
security money which has already been advanced to the worker. 

[Mr. Graham Ford Towers. ] 
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4 Mr. Wuire: That would mean a great system of bookkeeping. I think 
_ you will have no unemployed in Canada. They will all be working on the books. 
| Mr. Taytor: That is exactly the way it should be. ° 

Mr. Wuite: They will all be working on the books. 

Hon. Mr. Srevens: Mr. Taylor, let us assume an individual is now 
employed. 

Mr: Taytor: Yes? 

Hon. Mr. Stevens: Suppose your plan is put into operation, and he is 
advanced this amount necessary. 

Mr. Taytor: It will be paid out for his food. 

Hon. Mr. Stevens: It will be paid out for his food. Suppose he goes on 
for the whole year and makes no effort. 

Mr. Taytor: For eight months. 

Hon. Mr. Stevens: For eight months, and he makes no effort for employ- 
ment at all, but he is living. He has enough to eat; therefore he makes na 
effort. At the end of the period what happens (a) to the redemption of the 
$300 or $400 and (b) to the man for the continuance of eating? 

Mr. Taytor: At the end of eight months? He is warned beforehand. He 
knows what he has got to do. It is his duty. He has been taught that in 
school. He grows up with it. At the end of eight months taken from any period, 
whether from his birthday or any other period which the government decides 
is a satisfactory one, he is bound to the government for four months. He can 
wipe out his account. | 

Hon. Mr. Stevens: What is he going to eat for that four months? 

Mr. Taytor: He will be producing his twelve months supply. He gets his 
food money just the same. He gets twelve months’ sustenance, but it is repay- 
able by four months service. 

Hon. Mr. Stevens: Do you not think at the end of eight months you would 
have an awful lot of persons prepared to lean on the government without any 
labour for the balance of four months? - 

Mr. Taytor: No; because they would be staggered all through the year, on 
the basis of their birthday or any other date that was satisfactory. They would 
always be turning in for their duty. 

Hon. Mr. Stevens: Would you not just perpetuate this condition of indi- 
gence? 

Mr. Taytor: No. You cannot do that, because you are taking off the relief 
rolls men who can work through the increased employment which is demanded 
in the country by reason of these new activities. As a matter of fact, it has 
been claimed that the food account of the country could be increased not less 
than 20 per cent in a year by this very means. If that is the case, and 14 
per cent of that 20 per cent would be demanded by transportation companies 
alone, you can easily see where the money would go. It would go into trans- 
portation and into primary production and would improve the level of the life 
of the country. 

Hon. Mr. Stevens: I do not see how you are not going to perpetuate that 
condition. 

Mr. Towers: The pages in the record to which I referred earlier are 194 
and 195, where I think a question of a similar nature was answered although 
without quite the same complications in respect to food and clothing currency 
and so forth. 

Mr. Tayior: Pages 194 and 195? All right. 

Hon. Mr. Stevens: Mr. Taylor, I am intrigued by your suggestion. Would 
you take the million that are on relief now; that was the last report. Let us 
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assume we are going to apply your scheme and we are going to start with the 
million that are on relief. Will you take this million through a year; and 
then at the end of the year indicate how, from that period on, they. are going 
to be dealt with. 

Mr. Taytor: No. The moment you give them their food, their continuous 
food money, that which they use in excess of what they used before has to be 
produced; and services have to be performed by business men and by workers 
all through the country, in order to give that added sustenance to the individual 
who now demands it. All right. That is going to put a number of men to work, 
if it only puts ten thousand to work; and that is a very small number. If you 
take the actual figures, you have removed ten thousand from the relief rolls. 
The whole process goes on increasingly strong by virtue of the fact that you are 
building up your citizenry, giving them an added zest to life. At present they are 
not getting that. We are relieving them to keep them on the edge of existence. 
If you feed them properly, if you clothe them properly, and if you shelter them 
properly, then they will regain that ambition which to-day they have lost. 

Mr. Cumaver: You will then give them jobs? 

Mr. Taytor: Sure. Jobs will be developing all the time; and those that do 
not develop must be provided for by the government. 

Hon. Mr. Stevens: That is not very much different from what we are 
doing with relief, except it may be an improved system of relief. 

Mr. Tayuor: We need a very greatly improved system of relief. 

Hon. Mr. Srevens: I agree with that. 

Mr. Taytor: I have had officials from the civil service in my office and 
they have said, “ Mr. Taylor, I brought my boy up and sent him to school ”—this 
school and that school, a university here and a university somewhere else. They 
say, “ He is now twenty- -four years old and I have not found a job for him. 
What can I do?” 

Hon. Mr. Stevens: Quite so. : 
. Mr. Tayuor: All right. These men are capable, of performing the. work 
which is inherent in the activities associated with this scheme. 

Hon. Mr. Stevens: As to your objective and desire I have no Nabiciany | 

Mr. Kinuey: Do you not think the boy had perhaps cn spoiled by the 
fact that his father had an easy eovernment job? | 

Mr. Taytor: No. That may enter into it, but that is a rather yeaile point ‘ 
of view. 

Mr. Kiniry: No, it is not a weak point of view. The same families are 
always the families that have no jobse is: 3 

Mr. Tucker: You say they would be capable of doing the work that was 
inherent in this. Do you’ mean that bookkeeping in connection with it? Is 
that what you mean? 

Mr. Taytor: There are all kinds of duties in connection with a service of 
that kind. 

~ Mr. Tucker: I do not understand what you mean. What do you mean by 
work which is inherent in this thing? Do you mean administering this? 

Mr. Taytor: There would be a constant opening out of employment all — 
along the line. Let us take shelter, for instance. Suppose the building con- — 
tractors knew that every citizen was receiving a certain amount as shelter : 
money; would that not spur on construction? } 

Mr. Tucker: What I do not understand is this: I had in mind—and I think 
you were here when I suggested it—that purchasing power to provide the western 
farmers, for example, with food, clothes and shelter should be supplied them. 
If that is supplied in the form of vouchers so that they must Spee it on 

[Mr. Graham Ford Towers.] can 


” 


BANKING AND COMMERCE 599 


_ goods which we can produce in Canada, which will be in turn redeemable in 
_ legal tender cash, I do not see why that does not meet what you have in mind. 
_ That is what I do not get, where the difference is between your conception and 
_ what has already suggested. 

; Mr. Taytor: But if the farmer in western Canada is receiving to his credit 
_ the full money account or security money account of $30 for a thirty-day 
- month and only uses $4 a year because he is growing stuff that is necessary 
_ on his farm, that is all he has to account for. But if he grows sufficient beyond 
_ his own necessary consumption to sell outside and he gets security money for 
_ $1,000 which at the rate over the past 5 or 10 years, should be $1,100, then 
his $1,000 security money will be translated into the currency of the country 
_ as the $1,000 is to $1,100, and the result would be that farmers would be 
a receiving full price for their wheat, for all the wheat consumed in Canada; 
_ and your wheat board, or other organization, would take all surpluses and 
sell them for the farmers, returning pro rata to the producer. 


: The Cuarrman: Proceed, Mr. Taylor. 


By Mr. Taylor: 


= Q. The policy is always advanced, “hands off business.” Have you. any 
_ idea just why that should be advanced?—A. I don’t know exactly what the 
4 implication is, Mr. Taylor. 

a Q. But you know that cry is always raised, “hands off business’?— 
; A. Many cries are raised around the country. 

ca Q. Let me put it very directly. The idea is that governments should not 
_ interfere with business and business progress.—A. But in modern times the 
_ influence of government on business through governmental action is enormous. 
Mr. Kintzy: Not always beneficial. 

The Cuairman: And has been for many years. 


‘3 

; ! 

‘ 

& Mr. Towmrs: And has been for many years. As there is some fresh 
_ development along these lines there may be such a cry. The cry may be 
warranted or unwarranted, that is a matter of each case, and also a matter 
of opinion. | 


By Mr.-Taylor: «>. 


Q. Do you not think that business exercises a malevolent influence on 
government?—A. I do not think we can make any broad statement in that 
- respect at all, Mr. Taylor. : 

“" Q. Well, I think I want to show, historically at least I think I shall be 
able to show, a reason for what I have said. 


e The Cuatrman: Do not travel too far afield. 
4 Mr. Taytor: I will try not to... I.do not want to go too far. 
es By Mr. Taylor: | 


_ Q. Mr. Towers, you are historically aware of the disastrous failures of 
_ Overend and Gurneys, and the City of Glasgow bank in the middle of the 

nineteenth century?—A. I remember both those cases vaguely. 

Q. They were very disastrous, thousands were impoverished, and untold 

_ Misery was caused all over the country in the compulsory action which com- 
_ pelled all who were financially interested in those institutions to help to pay 
_ the debts—A. The stockholders? 
= Q. Yes. You know that to be the fact?—A. As I say, I have a vague 
recollection of those instances, but I do not remember any of the details, 

' Q. Well, it was largely as a result of these failures that the government 
of Great Britain enacted the Limited Liabilities Act in 1862. Now I make 
the statement that that act changed the moral outlook in business not only 


ty 
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of the old country, but of the whole world; that prior to 1862 when a man 
engaged in business he did it with the full knowledge that the whole of the 
obligations of that business lay on his shoulders as well as the shoulders of 
all his associates in the business. 


Mr. Krnutey: What is that? I thought there was such a thing as royal 
prerogatives and royal charters. 


Mr. Townrs: All this gets me into the field of company law in England 
in the mid-nineteenth century, and I do not feel capable of dealing with that. 


By Mr. Taylor: 


Q. You do know that Limited Liability Companies Act removed forever 
the disability under which business investors laboured? 


Hon. Mr. Stevens: Only for limited liability. 
Mr. Taytor: Only for limited liability companies. 
Mr. Towsrs: I do know of the existence of limited liability companies, yes. , 


By Mr. Taylor: 


Q. In that sense it changed the moral outlook of the average investor 
towards business? 


Mr. Tucker: Was not that the obligation of companies holding a royal 


ane like the Hudson’s bay charter, only to the extent to which they had 
assets / 


Mr. Taytor: These were special charters. The world was not full of royal 
charters, or special charters in those days. 
Mr. Tucker: That principle was re-affirmed by the passing of the— 


Mr. Taytor: The Hudson bay charter was granted in 1672, if my memory 
serves me correctly. 


Mr. McGzrr: That stopped the holding of people for theft and under the 
bankruptcy law the holding of a man indefinitely. 


Hon. Mr. Stevens: What you are really referring to now is the very exten- 
sive spread of the limited liability company method of doing business. 

Mr. Tayuor: Precisely, and it definitely did change the moral outlook in 
business. 

Mr. Kinury: It was considered a masterpiece. ; 


Mr. Taytor: Of course it was a masterpiece. I am not decrying that. I am 
saying definitely it did change the moral outlook. 


The CHAIRMAN: Suppose we come to the issue under investigation. 
Mr. Tayuor: All right. 


By Mr. Taylor: 

Q. In 1908 we also had the private Limited Liability Act, by which a single 
individual could invest funds in a company and cease his responsibility beyond — 
the amount of his investment— 

Mr. Tucker: It was possible before that, Mr. Taylor. 

Mr. Taytor: No. 

: a Tucker: Yes. What about the Gentlemen Adventurers into Hudson’s 
ay? 

Mr. Taytor: Hudson’s bay is not the whole world. 

Mr. Tucker: All kinds of companies. : 

Mr. Taytor: No, there were not. Pardon me, not all kinds of companies. 

The CHAIRMAN: Proceed. 

{[Mr. Graham Ford Towers. ] 
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Mr. Kinuey: What about 1908? 
Mr. Taytor: 1908? 
Mr. Kiniry: Yes, what was that? 


Mr. Taytor: Since then we have had the cumulative preferred share and 
the preferred share, also another move by business to facilitate business trans- 
actions necessary, but at the same time each of them developed new ideas about 
the ethical conditions attaching to business, and later as well we have had the no 
par value share; and I am going to contend that the no par value share is 
something which should definitely be looked into by our government, because in 
every one of those provisions for the conduct of business, governments have 
taken no quid pro quo. They have granted those facilities to business but they 
have never investigated the conditions which would obtain by the application 
of these things to business. 

Now, my point is this. Let me illustrate it by what has happened, although 
I will not be too precise. A certain utility company makes a dividend of 17 per 
cent. Immediately the government charges a heavy tax on that 17 per cent. 

Mr. Kinuey: Utility companies are controlled by the government to 8 per 
cent. 

Mr. Taytor: Wait a minute. I am talking about power and light com- 
panies. 

Mr. Kinury: They are utility companies. 

Mr. Tayuor: Before this control was taken. 

Mr. Kinury: I see. 

Mr. Taytor: Now, then, a financial man steps in and says if I double the 
capital I will reduce the apparent dividend. So he purchases control of the 
utility company—St. James’ street has done it thousands of. times—purchases 
control of the utility company, re-orientates the company, issues 6 per cent 
preference shares to widows and other people all over the country, and retains 
the no par value shares for himself. In so doing he places continuous and 
permanent obligation on that particular utility to pay continual profits on the 
profits already made by the ingenious transaction and the acumen of the 
businessman. Now I contend that it is high time these things were investigated 
by our people because eveything material dies— 

The CuarrmMan: Mr. Taylor, that is not germane to the central bank. 

Mr. Taytor: You do not think it is? 

The CuarrMan: I hardly think so. It is very interesting, but I doubt very 
much if it is germane. 

Hon. Mr. Stevens: I may say we made a report on that five years ago in 
the Price Spreads Committee. 

Mr. Taytor: That is very interesting. I have looked at the Price Spreads 
Committee report, but I did not see that there. 

Hon. Mr. Stevens: We recommended a revision of the Companies Act. 

Mr. Cieaver: Perhaps it won’t take long. 

Mr. Taytor: It is practically finished now. 

Hon. Mr. Stevens: That applies to the Companies Act more than to the 
Bank Act. There is an important study there. 

The CHarrMAN: Very, very important. I do not think it has anything to 
do with the Bank of Canada Act. 

Mr. Taytor: I am afraid it has quite a little to do with banking and com- 
merce, and this is the Banking and Commerce Committee. 

The CHARMAN: Proceed. This committee is just now investigating one 
particular subject. 
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Mr. Taytor: All right. Then, for the moment I will cease my citestionine 
right there because I think the point is one— 


Hon. Mr. Srrvens: Before you cease—I certainly would not wish to be one 
to interrupt you or stop you. Before you cease, would you direct to the governor 
of the Bank of Canada a question which you conceive might effect some way an 
improvement of the conditions which you point out as questionable, because that 
is what we are here for. 

The CuHarrMAN: I think that is a very good suggestion, Mr. Taylor. 


Mr. Taytor: Then I will go on to the question. While I have not yet 
prepared a question on it, I think I can evolve one. I have a very keen interest 
in the cancellation of our national debt. I notice that in the proceedings Mr. 
Towers does not consider that a very serious matter, that it is merely money held 
by certain individuals as against certain other individuals in our country. 


Mr. Towers: I did, of course, say this, as you will recall, Mr. Taylor, that 
while one should remember that to the extent the debt is held within the country 
it is held by Canadians and therefore owed by Canadians to Canadians; that the 
purposes for which that debt has been incurred, either private or public, are 
very important; that if it has been used for something which is not as productive 
as an alternative use which may have been made of the money, that is a loss 
to the country, and secondly, that the question of distribution of the debts is also 
very important. But I really started that subject in response to questioning 
which indicated that we were somehow or another swampd, going into bank- 
ruptcy, facing terrible things because of both public and private debt. I thought 
in response to that I should point out it was an internal matter, where the 
questions of distribution and the uses to which the money had been put were 
the important factors, and until one examined these two things one could not 
say whether the situation was good or bad. 


By Mr. Taylor: 


Q. You will agree that. within the corpus of the debt, national, provincial 
and municipal, there are many debts which have been incurred for things which 
were in time effaced, or ones that were wrong in the beginning?—-A. That would 
imply that if the money had been used for some other purpose we might have 
been better off. 

Q. What opportunity is there for the cancellation, or the disintegration of 
that debt, other than repayment?—-A. There you come to that question of dis- 
tribution; at the same time that it is a liability of governments, or municipalities 
or provinces or industries, it is the asset of various citizens of Canada. Now 
then, if you choose to make a 100 per cent capital levy I suppose that you could 
extinguish the debt that way. I do not say that that would be a fair way of 
doing it, or even a way which would necessarily advance the interests of the 
country as a whole. If that were done you might simply find that the country 
as a whole was exactly as it had been before, but that the position of a number 
of citizens had changed to the converse of what it was before. 


By Mr. Cleaver: 


Q. Then too, blocks of the national debt are periodically maturing and if 
we have a budget surplus we use it to pay the debt as portions of it reach 
maturity, do we not?—A. That is true, although earlier in the proceedings I 
did point out that for that process to go on at a very rapid rate; that is, repay- 
ment of maturing debt out of taxation, the constant reduction of the total debt, 
must mean of course a higher level of activity within the country. 

Q. Quite?—A. And also there is the possibility of the people who receive 
payment for the maturing bonds finding useful employment for that money 
which is returned to them, useful employment in the form of capital 
development. 

[Mr. Graham Ford Towers.] 
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Mr. Cieaver: I take it from Mr. Taylor’s observations that he has 
arrived at the conclusion that once the public debt is increased it is there 
indefinitely, as a matter of necessity that there is no provision made for its 
retirement. I just asked this question to show that periodically the opportunity 
occurs through the maturity of different blocks of debt. 


Mr. Taytor: That is not an opportunity, that is a necessity. 


By Mr. Taylor: 


Q. I want to enlarge on that so as to show the point. In Vancouver, 
which Mr. Stevens very well knows, when Vancouver became a municipality 
it borrowed $100,000 to lay down wooden side-walks. It laid them down. 
They were very useful. Within eighteen months they tore up three-quarters of 
a mile on each side of the main street and put down concrete. In eight years 
there was not a single side-walk that had been built out of that money, but for 
forty years the debt still hangs against the municipality at 5 per cent. Now, 
of course, you would say that when they entered into the obligation they 
meant to carry it out. I agree with you, every obligation should be honestly 
paid. But governments have no means by which they can be met, except 
taxation, and re-distribution, as you call it—A. Of course, in the cases you 
mention it might have been—I am not aware of the exact circumstances— 
it might have been the opportune thing to do, to have borrowed only for the 
term of the lifetime of the work. In that event it might have been the more 
opportune thing to do. One should not forget, of course, that the fact that 
this particular municipality did not collect from its citizens sufficient in taxes 
to discharge that debt during its life meant that the citizens had that much 
more in their possession that they could invest that money in other ways if 
they wanted to. It has some value in other hands, surely. I do not say 
that that was the proper thing for the municipality to do, but one must not 
regard it as a total loss because one must remember that the taxpayers had 
that much more to do what they wanted with. 


Mr. Taytor: I do not regard it as a total loss, but I do regard it as 
forty years slavery, until the bonds are paid off. | 

Mr. Wuitr: What about the idea of a sinking fund? Do you now think 
that that would be a good thing to apply to a situation of that kind? 

Mr. Taytor: No, I do not like sinking funds. I do not think they prove 
very satisfactory in the long run. I think there should be another way found 
to extinguish these debts. My suggestion last year to,the committee was that 
gold should be purchased and initial money made against that gold on a ratio 
of 50 per cent, and that money used for the purchase of debt, and held of 
course by the Bank of Canada. 


Mr. Towers: That is simply an increase in the supply of the medium 
of exchange, and whether or not it is going to be based on gold does not 
matter so much as things stand, to-day., If the supply of the medium of 
exchange is increased by means of notes you have certain results. | 


By Mr. Cleaver: 


Q. Why should not the Bank of Canada issue money that is to purchase 
as much of the national debt as can be purchased carrying high rates of 
interest and carry that on its books, redeeming in part the amount of money 
it has issued and then cancelling out the debt?—A. That exact question has 
been raised before. Instead of trying to repeat the answer I might refer you 
to the point in the record at which it may be found, is that satisfactory 
to you? . 

Mr. Taynor: Quite. 


Mr. Towers: That information will be found at pages 90 to 92, and again 
from page 197 to page 200. | 
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Mr. Tayitor: Thank you. 

Mr. Cueaver: Mr. Taylor, how many hundreds of millions of dollars 
would you suggest should be issued that way? 

Mr. Taytor: I am not in a position to give you an answer to that ques- 
tion. I think Mr. Towers could do it very easily; or, rather, after he con- 
siders his figures, and knowing how he can infuse the extra money into the 
business system of the country. It should be adopted after expert study, 
definite study, by experience, definite study by experienced men. 

Hon. Mr. Stevens: Mr. Taylor, you referred a moment ago to Vancouver 
and expenditures on work that was short-lived. This is not perhaps appropriate 
but I would just like to say this because it illustrates one point. Thirty years 
ago I was an alderman, and the first thing that we were called upon to consider 
after my election was the finance committee considered a loan of $2,500,000 
in Vancouver for clearing and grading streets, wooden side-walks, etc. I took 
the stand that none of that should be done on borrowed money, that we should 
do that class of work out of current revenue; the answer to that attitude on 
my part was, what is the opportunity of borrowing money, and they found it 
was ample; therefore, they borrowed to do that work, because borrowing was 
simple and they found the opportunities ample. A great deal of our difficulty 
in Canada has come from, shall I say, loose financing or reckless borrowing 
when it was not absolutely necessary. 


Mr. Taytor: I agree with you. 


Hon. Mr. Stevens: Or on long term permanent works which would be more 
or less self-liquidating. 

Mr. Taytor: I agree with you. 

Mr. Kinuey: With a sinking fund. 

Mr. Taytor: Yes, look at that new harbour bridge we have there in 
Vancouver which cost us $2,800,000, and look at the long term of years over 
~ which that will have to be repaid. 

Mr. Kinury: Mr. Taylor, before you go, I gather from what you said 
that everybody in the country should be assured of food and clothing and 
shelter by some system whereby there was enough money provided for that 
purpose; is that it? 

Mr. Taytor: Yes. 

Mr. Kinuey: Isn’t that just going back to slavery? Isn’t that what they 
did for the slaves; feed, shelter and clothe them? Have we not advanced to 
the point where a man is a man and has some responsibilities? 

Mr. Taytor: Yes. We usually run in cycles, with this exception; we 
advance upwards or downwards. The next slavery would not a slavery such as 
you talk of; a man would be a free man, knowing full well that his social security 
is an established thing for him, and in course of time if not immediately he 
would recognize the fact that his prime duty was to repay all that he had 
received to protect his social security. It:seems to me that the thing is in itself 
beyond question. : 

The CuHamMAN: Thank you, Mr. Taylor. 

Mr. Taytor: I want to thank you, sir; and Mr. Towers, for his kindness in 
bearing with my questioning. 

The CHarrman: Mr. Cleaver and Mr. Kinley have given way to Mr. 
McGeer, I understand. | 

Mr. Kinuey: Well, the things in dispute are the things that Mr. McGeer 
is talking about; and after all, we all want to learn. 

[Mr. Graham Ford Towers.] 
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By Mr. McGeer: : 
Q. Well, Mr. Towers, when I entered the examination the other day we 


_ were dealing with the question of the power of the Bank of Canada to control 


_ the volume of the medium of exchange and circulation by the branch of open 


market operations which had to do with buying of securities?)—A. Or other 
assets. 

Q. Or other assets?—A. And selling as well. 

Q. And I understand in your statement to Mr. Stevens at page 423:— 


Q. What would be the result if the Bank of Canada were to pur- 
chase, say, $200,000,000 of these government bonds from the chartered 
banks? What effect would that have?—A. The chartered banks’ cash 
would increase by $200,000,000. 

Q. Yes?—A. And their assets in the form of government bonds would 
decrease by $200,000,000. | 

@. Yes?—A. You would then find that at the first stage of the 
transaction their deposits were the same as before, but their cash would 
have gone up from $250,000,000 to $450,000,000. 

@. Yes?—A. That would, shall I say, push the banks—at least, give 
them a strong inducement to try and find additional loans, if they could; 
the inducement there being, I think, no greater than now, because it is 
just as acute as it could be, so far as cash is concerned. 

(). I imagine, if I might interject, that if that were done, there would 
be far more effort made to find this class of borrowers that Mr. Baker 
referred to a moment ago?—A. I do not think so; because the pressure 
under which the banks are operating in that respect is, I think, just 
as intense as it could be. 


“I take it from that conversation that you agreed that with the reserves the banks 
have to-day and the available bank deposit money that that might issue if 


favourable borrowers could be found, that the increase in the bank cash would 


not increase bank loans?—A. Not of and by itself, 
(). Not of and by itself; so that we can agree I think in the light of that 


statement that as far as controlling the increase of the issue of bank loans as 


a means of increasing the medium of exchange in circulation, whatever power 


‘the Bank of Canada has in that regard has been used to the limit?—A. Yes, 


that power lies in the hands of the borrowers, it does not lie either in the hands 
of the Bank of Canada or of the chartered banks. 

Q. So that the power, according to your statement, is not a power that 
the Bank of Canada might use to increase the volume of the medium of 
exchange in circulation?—A. Nor in the chartered banks. 

@. Nor in the chartered banks, so that is out. 


By Mr. Kinley: 
Q. Just a minute; it takes two people to make a loan; the man who wants 


it and the man who gives it. The man who wants it may be perfectly agree- 
able and the man who gives it may say your security is no good. The bank 


has control—aA. To the extent that loans requested are refused, then you have 
the power of the chartered banks entering into the matter, and then it becomes 
a question of deciding whether these loans are ones which involve only reason- 
able risk, or if they were loans that should have been made; if the bank were 
quite right in refusing to make them, then that is the answer to that. 

Q. I quite agree, but it is not the fellow who wants the loan who is going 
to turn it down, the responsibility of declining it rests with the bank.—A. I 
would say that the thing is to a certain extent within the power of the borrower, 
if it is a case such as this, that the bank cannot force him to take money. 
But the action of the banks in refusing loans might make them smaller than 


they would otherwise have been. 


~ 
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Q. There is this other.point. If what Mr. McGeer says happens, the 
banks have a big burden on their hands of legals which they do not need; 
is that not true?—A. That.is, if loans are not increased. 

Q. If they say, “We have the security to advance our credit but it is not 
advisable to lend it,” we have to do something with that money?—A. Yes. 
In that case you will probably find that they will turn to. additional invest- 
ments. 

Q. In debentures?—A. In government bonds, and so forth. : 

Q. Therefore, when the bank is investing in debentures it is prima facie 
evidence that there is more money in circulation than is needed for the busi- 
ness of the country?—A. It is prima facie evidence that if there is going to 
be an increase in the medium of exchange it cannot take place through an 
increase in bank loans. But, of course, it does then take place through the 
increase in bank investments, thereby increasing the total of deposits. ‘Thus 
it can be said that so long as one has a normal situation in respect to com- 
mercial bank operations the central bank has a very strong influence on the 
amount of bank deposits in the country. But its influence does not extend to 
saying how much of the commercial banks’ assets shall be in the form of 
investments and how much in the form of loans. The division as between 
those two things depends on the action of the chartered banks. ie 

Q. Depends on the profitable business they can find at large?—A. Their 
action in turn depends upon the possibility of finding borrowers to whom they 
feel they can lend. | 


By Mr. Cleaver: 


, Q. Do I understand correctly, through Mr. McGeer’s question and your 
answers, that under present day conditions when there is no demand for com- 
mercial loans and when the Bank of Canada enters the market and buys 
securities, thus putting new money into the stream, there is not a ten-fold 
expansion because of the fact that there is no demand for commercial loans? 
—A,. There is a ten-fold expansion but on the basis of the banks adding to 
their investments rather than their loans and increasing their holdings of 
securities. Incidentally, I should say, when we are speaking of there not being 
a demand for loans, I think we all mean such a demand as would result in 
an increase and a continuing increase. There is obviously a demand for 
$800,000,000 in commercial loans because that is what the banks have loaned — 
out. i | 
~Q. So that the expansionist move which you have made has simply had 
the effect of driving down interest rates?—A. That is the major effect, yes. 
Incidentally, of course, commercial loans have increased during the course ~ 

of the last couple of years. 

Q. Having in mind the fact that we have insurance companies and other — 
companies dependent for their very existence on interest rates, how much — 
further do you think that easy-money policy could be carried on with safety — 
in Canada?—A. That is, to what extent could it be intensified having astill © 
further effect in driving down rates? . 

Q. Yes.—A. I find it impossible to answer that question as it relates to — 
future policy. , 

By Mr. McGeer: | | 9 

Q. I should like to proceed with the question of control. What I have in ~ 
mind is this. I may be wrong about my conclusions, but I understand that when - 
the Bank of Canada was established it was going to come into being ag an 
institution that could control and regulate the volume of medium of exchange © 
in circulation. I think the modus operandi of that control has been explained 
to the house, and I think it is of the utmost importance to the members of this 

[Mr. Graham Ford Towers. ] 
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committee and to parliament to know what those controls are and whether 
they are effective or not. If we are dealing with a situation to-day, we want 
to know what those controls are and why they are there, and we want to 
know their effectiveness and efficiency. 

As far as I am concerned, I think we have learned from this inquiry that 

international exchange in Canada has found its own level; that there is no control 
over the volume of currency and issue through the bank rate because the banks 
do not borrow and have not been borrowers under any bank rate since the 
_ Bank of Canada came into operation. That is on the record now. 
The second branch of control with which I was dealing was the open 
market operations. One branch of that policy which is very fully discussed in 
the MacMillan report is buying securities in gold. The other branch is selling 
securities in gold. The broad theory of that control, as it has been explained 
and presented, is that, when the bank goes into the market to buy it increases 
the volume of bank reserve cash available to the banks upon which banks can 
increase their bank deposit issues, and it is intended to create not only an easy 
money policy but a cheap money policy to induce borrowers to go to work with 
available capital. I think we have had it very clearly in the governor’s frank 
answers both to myself and Mr. Stevens, that in to-day’s abnormal conditions 
that policy of purchasing securities and putting more Bank of Canada cash into 
circulation does not produce the result of cheap money generally, because it 
does not increase, and could not increase by a further expansion of Bank of 
Canada bills, the bank loans which the banks are finding difficult to. secure at 
the moment. As he says, it does increase the volume of investments which 
largely means that the Bank of Canada issue of money makes available to the 
banks bank deposits to purchase government securities, treasury bills, and so 
on.—A. It inmereases their cash reserves to an’ extent where they can purchase 
additional securities and have sufficient reserves to support the enlarged volume 
of deposits. : 

Q. I think you were very frank with me because what you said was this: 
That while there had been as a result of the easy money policy increases in 
bank loans it was your opinion that without the increases in Bank of Canada 
cash issues that had been made those loans, to the extent they had been 
increased, would have been made in any event.—A. Probably. 

Q. What I should like now to come to is the other branch, that is, the 
effect of the power of that control when the Bank of Canada is in the business 
of selling securities. 


By Mr. Cleaver: 


Q. Before you come to that other branch, if the present policy has increased 
the amount of money that is invested in securities and the banks are holding as 
a result of that policy four hundred million or five hundred million dollars’ 
worth of additional securities with practically no increase in the commercial 
loans, does it not rather necessarily follow that there must be some private 
individuals who are employing more money in commercial enterprise as a result 
of that movement?—A. Well, it follows that the individuals have more in 
deposits than they otherwise would have. That is the second factor in such 
a policy. It not only produces lower interest rates, more particularly on govern- 
ment obligations, but it also gives individuals $500,000,000 more in deposits 
than they would otherwise have had. 

Q. I think perhaps I have not made my point clear. Unless government 

deficits and government borrowings absorb the whole of this increase I would 
suggest that some private individuals and private concerns must have some 
additional capital free for their operations —A. Well, it would mean then that 
private individuals or companies who had previously owned government bonds 
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had sold them to the banks and they had the deposits and the money. That is 
the second factor in such a policy. It means that in so far as bank depoists are 
concerned the people have some $500,000,000 more than they otherwise would 
have had. 

Q. If, on the other hand, the government has increased its borrowings and 
its bond issues to the extent of the full amount of this inflationary or expansion- 
ist movement practically no result then would follow along that secondary 
line?—A. Yes, because still the people would have $500,000,000 more of deposits 
than they had some years before. And to the extent that the supply of the 
medium of exchange in the form of deposits is greatly increased there is then a 
pressure on individuals to put that money to work, just as there is in the case of 
banks whose cash reserves are increased. The pressure comes by reason of 
(a) the larger amount, and (b) by teason probably of the fact that they are 
receiving in the form of interest on the deposits a good deal less than they 
received before. Now, that gives every possible encouragement to holders of 
these deposits to use them or invest them in some other form. If circumstances 
are such that they do not see their way clear to do so, then you have idle 
deposits and to that extent the circumstances have worked against certain of 
the results of an easy-money policy. 


By Mr. McGeer: 


Q. Now we come back to the proposition that we are all here for. We are 
all agreed that for some reason or another the depression continues, unemploy- 
ment continues and a lag in business expansion also continues. So that when 
we deal with conditions to-day, notwithstanding results in theory, as Mr. Cleaver 
suggests, I think we all agree that we are not getting results in the way of a 
general return to going concern activity which we would like. I think we all 
agree on that?—A. Yes. : | 

Q. But whether it be through a lack of bank loans going out or lack of 
private investment in private enterprise, there is a general lag in business 
expansion which we would all like to remedy but which up to the present time 
we have not been able to remedy. What I am dealing with are the control 
powers which the banks are supposed to have in the light of to-day’s conditions. 
The third one I want to deal with, and on which I think you will agree with me, 
is that there is no need for action on the part of the Bank of Canada to reduce 
the cash reserves of the merchant banks for the purpose of compelling them to 
reduce their commercial loans?—-A. I see no reason for such a policy at this 
time, certainly. 

Q. I should like to put on the record a short statement from the British 
MacMillan report, page 98, dealing with that phase of control. It will be found 
under section 221:— 


When substantial changes in the level of our industrial costs are 
necessary to correspond to substantial changes in the value of money, 
changes in bank rate alone cannot hope to achieve all that is necessary. 
In such a case, however necessary it may be, that bank rate policy should 
be employed— 


and in connection with the term “bank rate policy” they are using it as includ- 
ing open market operations as well— | 


—to maintain the international value of our currency, some other 
supplementary means must be found to restore equilibrium. For consider 
how bank rate policy works out in such a case. Its efficacy depends in the 
first instance on reducing the profits of business men. When in the effort 
to minimize this result, output and employment are contracted, it depends 
on decreasing the amount of business profits and increasing unemploy- 
ment up to whatever figure is necessary to cause business men either to 
decrease their costs by additional economies or to insist on, and their 
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workers to accept, a reduction of wages. But public opinion does not: 
easily acquiesce in such a process. And the reduction, if and when 
effected, will fall unequally and unfairly on those sections of the com- 
munity who are least protected by contract, least able to defend them- 
selves, and often least able to afford the sacrifice. 


- You will agree that if we put into operation the power to withdraw from the 
merchant banks their reserves of cash to the point of reducing the commercial 

loans and call loans that would be the result, would it not? We would have an 
- increased depression. 


fi Mr. Krinury: Yes; that is what happened in the United States. 


; Mr. Towers: The circumstances which they are mentioning there are the 
control factors during the course of or at the height of a boom, I take it. 


By Mr. McGeer: 


: @. My reason for putting that question to you is that in an answer to Mr. 
_ Deachman the other day you said—or rather he said that the testing time of the 
Bank of Canada had not arrived but that the testing would come in a boom 
_period.—A. Yes, because the control there is of a more unpleasant variety. 

Q. Yes. What I am suggesting to you is that to break a boom, there are 
conditions that must be developed if bank control policy is going to be effective 
in breaking it?—-A. And assuming that the thing has gone so far that drastic 
action is required. 

b: Q. Yes. So that are we not in this position so far as the Bank of Canada 
; control is concerned: We have allowed international exchange to find its own 
level. We have never resorted to the use of any equalization fund because 
authorization for its use has never been proclaimed?—A. The section of the 
Act which authorizes its use for buying and selling foreign exchange has not 
been proclaimed. 

; Q. So we have never resorted to the use of the equalization fund in Canada? 

—A. No. 

} Q@. Under that legislation?—A. No. 

@. And, as you told us, international exchange has found its own level. 
“That is right?—A. Yes. 

Q. We have no control therefore by changing the quantum of the bank 
rate upon which the Bank of Canada loans legal tender cash to merchant banks— 

is that right?—because the banks have not borrowed legal tender cash?—A. We 
ourselves have made it unnecessary to think in terms of bank rate by reason 
of the easy-money policy which we have followed, yes. 

Q. I am not concerned about the reason.—A. Yes. 

Q. But I am saying that there is no control being exercised in that regard 
by the Bank of Canada.—A. By reason of our own action, yes. 

Q. By reason of your own action. The third policy is that of buying 
Securities and gold and putting money—putting legal tender cash into circula- 
tion?—A. Yes. 

Q. That has reached a point where the merchant banks of Canada have a 
sufficient amount of cash available on deposit with the Bank of Canada to service 
their existing purchases of investments and their existing loans and leaving a 
substantial margin over to finance any other loans which might be available?— 
A. A reasonably substantial margin on the basis of their practice of, say, an 
average of 94 per cent cash reserve, yes. 

Q. And that control is not operative under present conditions?—A. Yes. 

Q. Then you agree with that?—A. No,I do not agree with that. The policy 
has been to expand credit during recent years. 

_  Q. But we have expanded to the point so that no further forcing of bank 
deposit issues in the way of loans can be made by more Bank of Canada bills 
789264} : 
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‘being pushed out?—A. Not unless borrowers come along for the loans. That 
does not mean, of course, that no further expansion of deposits is possible. | 

Q. No. What I am saying is that, in the light of the condition of business ~ 
and trade—commerce and industry in Canada to-day—the banks are anxiously — 
endeavouring to find loans for their surplus reserves of bank deposits that can be 
issued on their reserves of cash, and the banks are not successful—A. Yes. 

Q. So that any further issue of Bank of Canada legal tender cash would not — 
change the situation to-day?—A. Not in respect to commercial loans, no. , 

Q. Not in respect to increasing the volume of money in circulation through 
commercial loans?—-A. No. 


By Mr. Cleaver: 


Q. If rates came down, might not commercial loans increase?—A. That i 
would find a very hard question to answer, except in examining each specific 
case. In other words, would people who will not borrow at 5 per eent, borrow | 
at 44 or 4 per cent? There may be an occasional case of that. I doubt whether 
they are very numerous. 

Mr. McGzuer: There is one more question I should like to get. I do not 
know whether it is possible or not, but I might just state to you. I might not 
have framed it as it should be framed. ; 


By Mr. Tucker: 


Q. While Mr. McGeer is looking for that, might I ask if there has been 
‘any tendency for commercial rates to go down as a result of your policy ?— 
A. Yes. Quite some years ago the best’ commercial rate would be, I think, 
about 6 per cent. To-day it is 5 per cent or possibly less. 

Q You attribute that to the easy money policy?—A. I attribute that to 
the pressure to try to get loans, yes. | 

Q. Might it not be possible that it is competing capital or credit from the 
United States?—A. I beg your pardon? 

Q. Might it not be possible it is competing credit from the United States? 
—A. That competition occurs in certain loans, but in a very restricted way. 
It sometimes occurs in connection with grain loans, for example. That has 
been a factor there. 


By Mr. McGeer: 


Q. What I should like to get, if it is possible, is this: How are Bank of 
Canada bills made available to the merchant banks? I should like to get a 
statement, if this is correct, as to the way by which the banks have received 
Bank of Canada bills, that is legal tender, broken up as follows: (a) How much 
did the merchant banks of Canada receive in exchange for dominion notes and 
other securities which they had at the time of the commencement of Bank of 
Canada operations?—A. I can answer that immediately by saying— 7 

Q. I should like to carry on, if you do not mind.—A. Yes. — : 

Q. (b) By exchange for gold holdings by the merchant banks; (c) by the 
purchase of gold by the Bank of Canada; (d) by the purchase of securities 
by the public; (e) by the purchase of securities from national and provincial 
government and other securities; and (f) by rediscount. If I could have a 
statement breaking those amounts down into those categories, I should like to 
have it. Also, if there are other methods or other procedures by which Bank 
of Canada bills can come ultimately into the possession of the banks, the 
merchant banks, then I should like to know what are they and how much was 
involved—A. The question will be, I take it, the total cash of the banks, 
whether it is on deposit with us or whether they hold it in the form of notes? ‘ 

Q. And how do they get it—A. Yes. % 

Q. Here is another thing that I should like to deal with when we resume, 
and I might indicate it to the committee now. In the Monthly Times there is 
an article by Hon. Reginald McKenna in which he rather fully deals with th 
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bility of the British control system to segregate internal currency control from 
international exchange influence. In the most recent issue of the Midland Bank 
Monthly Review for April and May, he deals with what he sets up as a theory 
that there is now a change in monetary policy whereby, in anticipation of war, 
money rates are going to be elevated as a traditional, inevitable consequence 
of war needs. As to whether or not that has any effect in Canada is a subject 
-upon which I should like to examine at the next session. 

2 Mr. Cimaver: I have three questions I should like to ask before we adjourn, 
and to which I should like Mr. Towers to prepare answers. | | 


By Mr, Cleaver: 


Q. What is the amount of all government deficits, both provincial and 
dominion, in Canada since 1930?—A. May I get that clearly? The actual 
amount outstanding since 1930? 
-  Q. The amount of all government deficits —A. Deficits? 
Q. Yes, provincial and dominion, since 1930. 
The CuairMaNn: Did you include municipal? 
; Mr. CuEaver: No. 
_ The CHarrman: Did you say “debts” or “deficits”? 


i Mr. Curaver: Deficits. Then, the amount of the expansion of credit by 
‘the central bank purchasing gold or securities. This is my third question: 
how much further will the assets of the Bank of Canada permit the bank 
to go in the purchase of gold or securities to bring about a still further expan- 
‘sion of credit? ! } ' 

f Mr. Towers: May I put on the record, Mr. Chairman, these two state- 
ments that were referred to this morning relating to chartered bank earnings. 


CHARTERED BANK EARNINGS, PAID-UP CAPITAL AND REST FUN 
FROM CASH PREMIUMS | 


Millions of dollars 


Ratio of net 
earnings to 
} capital and 
Net earnings rest fund from 


Rest fund available cash 

Capital from cash for divid. and premiums 

= * paid-up premiums** Total surplus Per cent 
tS Ea 141-7 63:7 205-4 21-8 10-6 
Se 144-0 66:8 210°8 20°5 9-7 
1931.. 144-0 66-8 210°8 18-0 8-5 
1932.. 144-0 66-8 210-8 16°2 Goats 
2033.. 144-0 66-8 210-8 14-0 6:6 
1934... 144-0 66-8 210-8 13-0 6:2 
BUS5. . 144-0 66:8 210-8 12-7 6-0 
1936. . 144-0 66°8 210-8 13°4 6:4 
1937.. 144-0 66:8 210°8 13°5 6-4 
1938. . 144-0 66-8 210-8 13+] 6+2 


* Figures are for respective fiscal years of the banks; excluding Weyburn Security Bank 
and Barclays Bank for which full figures are not available. 

** As shown in the Canadian MacMillan Report for 1932, adjusted for increases in capital 
during 1929 and 1930. 
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CHARTERED BANK EARNINGS AND SHAREHOLDERS’ EQUITY 
Millions of dollars Ss 


Ratio 
Net of net 
earnings earnings 
Shareholders’ Equity available to share- 
ndis- for divid. holders’ 
Capital Rest. tributed and equity 
> paid-up fund profits - Total surplus Per cent 
Te ALEGRE 8 ysl SiR era 141-7 THT 22 8-1 307-1 21:8 7-1 
POZO Mees Marne MIAN a ee ties 144-0 161-5 8-2 31347 20-5 6:5 
OIC S30 TR le Re RNS GE RS OR 144:0 161°5 8-7 314-2 18-0 5°7 
ASS AIAN aL a CR AN I UD 144-0 161-5 5:4 310-9 16-2 5:2 
POSSE IER Come eae 144-0 132-0 6-4 282°4 14°0 5-0 
MAR Se ert car utece: hal. gx We gs 144-0 132-0 7:1 283-1 13-0 4-6 
LOB eaten tienen oilers, & 144-0 132-0 rhe 283:°5 12-7 4°5 
VSO SM Wieirein cee tree mi tie 6 144-0 133-0 7:5 284:°5 13°4 4-7 
DOS Walaa § Oo BON IST AL aa 144-0 133-0 8:7 285:°7 13°5 4-7 
1 oe. 5 UIA SAPO OPQ ae iE aan A 144-0 133°0 9-6 286-6 13-1 4-6 


* Figures are for respective fiscal years of the banks; excluding Weyburn Security Bank 
and Barclays Bank for which full figures are not available. 
The Cuarrman: When shall we sit again? 


Mr. Ross: I should like to ask Mr. Towers if it would be possible for 
the Bank of Canada, or the government of Canada, to control its exchange 
rate with the United States if the United States, for instance, did not wish 
us to depreciate or appreciate our exchange? Is it within our power to control 
our exchange rate with the United States? 


The CHarrMAN: When shall we meet again? 
Mr. CuEAVER: To-morrow morning. 


The Cuarrman: I hardly think we can meet to-morrow morning, as there 
is a meeting of the Ontario Liberal caucus and the Railway Committee and 
the Public Accounts Committee. 


Mr. Creaver: Four o’clock. 


The CuarrMan: This committee stands adjourned until 4 o’clock to-mor- : 


row aiternoon. Oe 


The committee adjourned at 6 p.m. to meet again to-morrow, May 16, Mi 


at 4 p.m. 


see 
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APPENDIX ‘A’? 


- EXTRACTS FROM PHAMPHLET ENTITLED “BANKING AND 
INDUSTRY” BY A. W. JOSEPH, M.A., B.Sc., A.1.A. 


(Submitted by Mr. JAquEs, M.P.) 
Saving not involving the creation of fresh capital equipment 


It will be agreed that the orthodox argument cited above does not make 
provision for the distribution of more money than is sufficient to balance the 
costs of goods coming on the market. If therefore some of the money distrib- 
uted is saved whether by a private person or by a company there must be 
a deficiency of purchasing power. This fact will not be denied if saving takes 
the form of hoarding money or leaving money unused on deposit at the bank. 
But it applies equally well if we “invest” our savings by buying securities. 
If we purchase the securities from the Banks (not necessarily direct) the 
money paid to The Banks is immediately cancelled and is no longer available 
for buying gods. (On the liability side of The Bank’s accounts, deposit and 
current accounts are reduced by the sum paid and on the assets side invest- 
ments are reduced.) If the investment is effected by buying securities from 
another member of the public and if the second member uses the money he 
has obtained for purchasing goods, then of course this transaction has not 
decreased purchasing power. The second member of the public has, however, 
spent past savings and it is undeniable that the spending of past savings will 


neutralise the effects of present saving. But in normal times the amount of 


present saving largely exceeds the amount of spent past savings. For the 
effects of a lack of money are so serious both to an individual or to a corporation 
that there is a continual urge by the government, insurance companies, and 
other parties to impress on the public the traditional virtues of hard work and 
thrift. In times of deep depression when money is scarce the tendency to 
save may be overcome, although what usually happens is not that past savings 
get spent, but that they are destroyed by the depreciation in value of the 
security in which the saving has been invested. Taken as a whole the net 
Increase in saving particularly in the form of company reserves and the losses 
due to writing off or writing down of share values are big factors in causing 
a deficiency of purchasing power. 

The above argument is not intented to give the impression that it is wrong 
to save. Indeed in a world where money is scarce, the provident man or com- 
pany has a huge advantage over the one who has not saved. All it is intended 
to prove is that under present conditions saving causes a deficiency of purchasing 
power. 


Saving involving the creation of fresh capital equipment 
(The Double Circwt) 


The simplest way to study what occurs in the process of using savings for 
fresh capital expansion is to examine a sequence of operations in detail. 
Suppose a manufacturer whose existing resources are otherwise employed starts 
a business by borrowing say £10,000 from The Banks. He builds a factory 
and in so doing distributes £10,000 to contractors. He must repay The Banks 
the £10,000 and therefore must include it as an overhead cost in the prices of 
the articles which he produces. Now ignoring the fact that the original £10,000 
was distributed at one time and must be collected from the public in the prices 
of articles at another time (which point will be dealt with later) we may 
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say that the public has possession of the money wherewith to meet the overhead 
costs. Suppose the manufacturer’s business prospers and not only is he able 
to collect his necessary overheads, but he is able to accumulate a reserve of 
say £5,000. By so doing he has collected from the public £5,000 more than 
he has distributed. So far this is an example by a business of saving not 
involving the creation of fresh capital equipment. But suppose the manufacturer 
decides to use his £5,000 for expansion. He builds an extension to his factory 
costing £5,000 and in so doing distributes this amount to contractors. Now 
he is all square as regards money distributed to the public. But having built 
a factory at a cost of £5,000 he will, according to normal accounting methods, 
charge in the price of the goods manufactured by the second factory over- 
heads sufficient to bring him in £5,000. These costs have never been distributed 
and therefore sooner or later the costs of his articles will exceed the money in 
purchasers’ hands. The £5,000 has run a double circuit. It was included in 
the price of the original articles in order that the £5,000 reserve should be 
formed and it is also included in the second batch of articles. But it was only 
distributed once when the second factory was built. Or alternatively the matter 
may be looked at from the following point of view. The extension to the factory 
is a new physical increase of wealth but the amount of the money available 
has not increased. Had the manufacturer approached The Banks when he 
wanted to build his extension and borrowed £5,000 he would have distributed 
£5,000 new money to the public. But instead he accumulated a reserve and 
tried to make an existing £5,000 suffice to meet the costs he set up by building 
the extension. ; 

It might be objected that the manufacturer is under no necessity to include 
the cost of the extension in the price of the goods manufactured by this new 
factory. This is perfectly true and the manufacturer could have written down 
the value of his factory extension to nil as soon as it was erected, in which 
ease he need not collect the cost of the extension in the prices of his goods. Such 
a procedure, however, is contrary to accepted accountancy practice, is opposed 
to common sense and is in essence extremely deflationary. It is also contrary 
to the accounting methods which the manufacturer would be forced to use if 
he had built the factory by borrowing from the banks. The full import of this 
latter statement will be appreciated if the factor of competition is considered. 
Suppose a competing manufacturer Y without private resources builds a factory 
in the same way that X did when building his original factory, 1.e., by borrow- 
ing from the banks. He borrows, let us say, £5,000 which he distributes to 
contractors and therefore he is bound to collect the £5,000 in the prices of goods. 
X is not bound to collect, his £5,000 but in practice will try to do so. X and Y 
between them are trying to collect £10,000 from a public which has only 
received Y’s £5,000. X-could, of course, undersell Y, but the more likely thing 
to occur would be for X to collect £2,500 from the public and Y a further 
£2,500. X would thus have been forced to write down the value of his factory 
extension to £2,500 and Y would be £2,500 in debt to the banks, i.e., would 
still be trying to obtain £2,500 from the public in order to get himself out of 


debt. Thus the double circuit has formed an excess of costs over purchasing © 


power which excess might have originally been rendered harmless if the original 
manufacturer had adopted the spartan procedure of writing down his extension 
of capital to zero. But in the hurly-burly of competitive trade some of the 
deficiency is made absolute because some manufacturers are forced into debt 
to the banks, while other manufacturers are compelled to write down their 
capital and to subsidize the public. 

When one is forced to write off capital in this way one is said, in banking 
parlance, to be putting one’s house in order, and this method is one of the 
banks’ traditional means of overcoming a slump. The method it must be 
admitted is of some success in its primary object of reducing the disparity 
between costs and purchsing power, but it is questionable whether the resulting 
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dislocation and stagnation of trade followed by the crop of bankruptcies caused 
by such drastic deflation are not worse than the disease it is intended to cure. 
That such a method should be put forward as the only sound way of overcoming 
an admitted disparity between costs and purchasing power is a result of the 
_ view that it is unsound if not impossible to distribute new purchasing power in 
any other way than through the banking system as loans to producers. 


: THE TIME FACTOR 
e 


In the preceding arguments costs and purchasing power have been con- 
“sidered without relation to the time at which the costs come on the market as 
prices and purchasing power is distributed as wages, salaries and dividends. But 
this question of time is all-important. 

a The disparity in time between costs and purchasing power as regards 
_ sepa 

43 


rate articles may be ‘divided up into three stages. First stage:—Before the 
goods come on the market money distributed is in excess of prices. The pro- 
_ portion of money and the period of time over which it is distributed in advance 
Miepend on the article produced and on the conditions of industry. Thus. if 
human labour is being displaced by machines the amount of money distributed 
when the machines are made may be larger than that distributed at the time 
when the goods themselves are being made. Second stage:—When goods come 
on the market costs exceed money distributed. Third stage:—Later on 
(according to the orthodox theory, i.e., excluding the considerations of saving 
-and the double circuit referred to earlier) the difference between costs and 
purchasing power is made up by dividends. This distribution may not be 
completed until many years after the goods have been sold, and usually at 
least a year will elapse before dividends are declared. Thus even granting 
the orthodox assumption that “some time or other” money distributed may be 
Sufficient to meet the costs of articles produced it could only be pure chance 
if at any given moment the amount of purchasing power in the hands of the 
public were exactly equal to the costs of the articles on the market. 
___ It is sometimes asked how is it that if there is a continually increasing 
difference between costs and purchasing power the economic system has not 
‘broken down completely long ago. The first reason is that the banks apply 
the cure of deflation, i.e., they force companies to write down perfectly good 
assets to book values much below their reasonable real values. The second 
‘reason is that by purchasing securities the banks give the sellers additional 
purchasing power (a point that will be dealt with later in more detail). The 
third reason is the discovery of foreign markets. Goods and their associated 
ce values are exported so that the total of price values in the home market 
ads reduced. The fourth, and a very important reason, is the time factor. For 
the money created by the banks and distributed in advance on those final 
goods which have not yet come on the market may be, and in boom periods 
always is, sufficient to cover with prehaps a handsome margin the funda- 
“mental disparity between costs and purchasing power. But those retailers 
who are fortunate enough to have goods available for sale at such a time 
immediately take advantage of the boom conditions reigning to raise their - 
ti to absorb the superabundance of money, thus causing inflation. Such 
boom conditions can only be temporary because later on when the goods in 
respect of which money has been distributed in advance come on the market 
purchasing power will be deficient unless a new crop of capital goods is put 
‘into course of production and additional money is put into circulation. In 
fact even under the orthodox view of costs and purchasing power it is neces- 
Sary for the continued working of the economic system that there should be 
€nough goods in the first and third stages to balance those in the second 
‘Stage. When the factors of saving and the double circuit are taken into account 
t is clear that fresh capital goods must be produced in geometrical ratio to 
eep the economic system working. 


THE TRADE CYCLE AND THE BANK’S SOURCES OF PROFITS 


Let us now collate the information we have gleaned concerning the 
monetary system and follow out a normal trade cycle from slump to boom — 
and back to slump again. We start from a state of slump, 1.e., a state where 
there is unquestionably a disparity between costs of goods and purchasing | 
power. Traders are unable to sell their goods and they are forced to reduce - 
prices and cut into reserves or capital. A number of them become bankrupt — 
which causes further loss of the public’s capital and in some cases a loss to the 
banks. Asa loss to the banks is a lightening of the public’s indebtedness, 
this all helps in reducing the difference between the public’s effective purchasing 
power and the costs of goods. By itself, however, this forced deflation would 
not be sufficient to turn the tide. But the course of the slump has resulted 
in a reduction of bank loans to industry and of the corresponding deposits, as 
the banks have been unwilling to lend to new borrowers or even to continue 
old loans in the prevailing uncertainty. Hence the banks’ ratio of deposits — 
to cash is reduced. They are able to increase deposits by other means and this 
they can do by purchasing securities. The inducement is an increase in profits. — 
The rate of interest on the securities they buy exceeds the rate they pay on — 
depositors’ accounts formed by their very action in purchasing securities. — 
The banks generally prefer loans to securities because the rate of interest is 
higher but if they cannot grant loans with safety they are glad to turn to 
securities. The purchasing of securities increases the amount of money in © 
the hands or accounts of the public. It is true that only a particular class of © 
the public gains by this extra money, namely the investing public, but in time — 
some of this money percolates through to ordinary trade channels. The extent 
by which money is created by the banks in this way can be gauged by the 
fact to which Mr. Reginald McKenna attested in his speech on the 26th ~ 
January, this year, to the shareholders of the Midland Bank that since Feb- ~ 
ruary, 1932, when the country was in almost the lowest depths of depression, — 
deposits had risen by nearly £300 millions, almost solely on account of pur- ; 
chases of securities initiated by the Bank of England and followed by the — 
banks. There is, of course, a secondary effect of these purchases of securities © 
by the banks, the value of. securities rises. : 

After some time the increase of money in circulation combined with the 
previous deflation and reduced prices is sufficient to make purchasing power ~ 
approximate to the costs of goods on the market. Trade is restored and con- 
fidence is engendered. Manufacturers are prepared to enter cn fresh commit- — 
ments and the banks to finance them. The very action of the Bank of England 
in purchasing securities is an all clear signal to the Trading Banks that it is 
safe to advance loans to industry. After a time the amount of deposits in ~ 
comparison with the banks’ cash approaches the ten to one limit and they 
are forced to sell securities in order that they may continue making loans to 
industry. They will do this readily because the price of securities has been 
forced up by the previous purchases initiated by them and followed by the 
public and the yield obtained on securities is well below that obtainable on 
loans. The sale of securities by the banks will not cause an immediate fall 
in their price because the public (which includes trading companies) is mak- 
ing large profits, putting them to reserves and investing these reserves by 
purchasing securities from the banks. The extent of the boom will depend 
on the ratio between capital goods in course of construction and consumable 
goods which are finding their way on to the market. So long as capital goods 
are produced at an ever expanding rate the boom will continue and may even 
become hectic. But all the time the A+B theorem is at work making for a 
potential increasing disparity between costs and purchasing power. Sooner 
or later the crop of consumable goods emerging on the market exceeds the 
fresh capital goods in course of construction and the underlying deficiency of 
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purchasing power and hidden load of debt become revealed. Manufacturers 
and traders are forced to sell goods at cut prices and to sell securities in order 
to pay off loans. Conditions are not improved by the action of the banks in 
attempting to call in loans whose backing which seemed sound enough in the 


good times is now perilously near the amount of the loan granted. In this 


period of the trade cycle the amount of deposits will decrease because the 
banks while calling in loans to industry will be prevented by the prevailing 
insecurity from making the deficit good by purchasing securities. There is a 
snowball effect—prices of goods and securities fall—loans are called in; pur- 
chasing power is further diminished—more goods and securities are sold at 
cut prices—values fall further, and so on. The slump carries on until as 
indicated above the Bank of England turns the tide by purchasing securities. 

It will be noticed that in addition to the banks’ normal interest profit, 
i.e. the balance of interest received on loans or securities above that paid to 
depositors they have two other large sources of profits. The normal cycle 
of operations involves purchases of securities by the banks at lowest prices 
and sales at their highest. Secondly, during the onslaught of the slump the 
security upon which loans have been granted is in many cases reduced in 
value below the loan itself and this means that the security, it may be a 
farm or a factory or shares in a company, becomes the property of the bank 
itself either directly or through a controlled operating company. At this stage 
the banks will very likely make some book losses. This is reflected in lower 
profits so that in times of depression the banks suffer in monetary profits as 
do other trading concerns and they are forced to draw upon their reserves 
hidden or revealed in order to. maintain dividends. But although they are 
losing in monetary profits they are all the time gaining in physical assets, 
i.e. they become actual possessors of farms, factories, etc., at the price of the 
original loan instead of at the value of the asset as a going concern in times 
of prosperity and this price may be as little as 50 percent of its real value. 
For the most part they do not sell these assets in the slump but they nurse 
them until better times come along. When conditions have improved and 
there is plenty of money about (created by the banks and issued on loan to 
producers of fresh capital equipment) the value of these physical assets 
increases and the banks are able to sell some of these farms, etc., to the public. 
The banks are business concerns and they do not sell for the amount of the 
original loan which acquired the property. They get the best price they can 
and it usually shows a substantial profit. To express the matter shortly 
the banks are always able to get in on the ground floor and get out before 
the bottom falls out. Normal accounting methods and the arbitrary conven- 
tions in which the banks work make it possible for them to initiate periods 
of inflation and deflation in such a manner as to make them appear to be the 
result of natural low. In periods of deflation they become possessed of the 


assets of the nation. In periods of inflation they are able to realize these 


assets at a profit and also to make profits on their holdings of securities. To 
the extent to which these profits are not distributed either as salaries to their 
employees or as dividends to their shareholders the public is mortgaged to 
the banks without having the means to pay off the mortgage. 

It has been stated earlier that purchases of securities by the banks help to 
prevent the breakdown of the economic system. As the public becomes more 
and more indebted to the banks there ensues an increasing deficiency of pur- 
chasing power. Now if the banks purchase securities they create deposits which 
will help to counteract the deficiency. Hence in order to keep things going 
there is a tendency to encourage any scheme for creating securities for the banks 
to buy. The banks themselves will sometimes take up the whole or » large 
portion of a government issue but they also advance money to their customers 
to subscribe for a portion of it. The customer gains since the rate of interest 
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on the issue is greater than that on the loan. The banks gain because the rate 
of interest on the loan is greater than that payable on the deposits resulting from 
the government’s spending the money raised by the issue. It may be that the 
banks do not take up the whole of an issue and thus obtain the full interest 


difference between that borne by the new issue and that granted by the banks to 


their depositors because in this way the fiction is maintained that the issue is 
subscribed out of public savings instead of out of a new creation of money 
by the banks themselves. Now all the securities which come into possession of 
the banks either at first hand, or at second hand via a loan to the nominal owner 
of the security, are a funding of the public’s indebtedness to the banks. Thirty 
per cent of the budget expenditure of the country last year was in respect of 
interest on the nation’s loans and a large proportion of this amount was payable 
directly or indirectly to the banks. Hence the popular idea that high taxation 
is a potent cause of bad trade is quite correct, for the portion of the taxes which 
represents interest to the banks is potential purchasing power of the public 
which will be cancelled when it reaches the banks unless redistributed in the 
form of salaries to bank officials or dividends to bank shareholders. The taxa- 
tion of the public in order to pay interest on past indebtedness to the banks has 
now reached very large dimensions and its seriousness is due to the fact that no 
member of the public is able to escape the burden. That the true nature of this 
evil is not known is apparent by the support which is given to the principle of 
high taxation by many well meaning persons, particularly Socialists on the 
grounds that taxation is merely a passage of money from the hands of one set 
of persons, usually the rich, into those of another set of persons, usually the poor. 
The fact that so large a proportion of taxation simply raises costs without being 
redistributed is not grasped. Furthermore, a completely inadequate picture -of 
the nation’s resources is presented and many projects which are crying out to be 
done and which on physical grounds the country is well able to afford are put 
aside in the belief that the nation cannot bear the cost. 


Distortion between Money and Reality 


The flaws in the financial system have had the effect of divorcing monetary 
policy from physical reality. In some instances the peculiar position has been 
reached that if a course of action is looked at from the financial point of view 
one result appears to hold whereas if it is looked at from the physical point of 
view exactly the opposite appears to hold. Four important examples of this 
distortion of the truth are worth examining here. 

(1) Imports AND Exports, There can be no question that from the stand- 
point of physical wealth a country is richer by its imports and poorer by its 
exports. Yet we have the anomaly that when a country exports more goods 
than it imports it is looked upon as having a “favourable” balance of trade and 
when it does the reverse it is said to have an “unfavourable” balance of trade. 
That this is no mere question of words is indicated by the fact that every 
country in the world, rich or poor, is actively engaged in trying to foist its goods 
on to other markets and to keep out of its own markets the goods of other 


countries. The reason why countries adopt a policy so stupid when real wealth | 


is considered and so impossible to fulfil when the world is taken as a whole is 
that in the course of making goods for export money is distributed to work 
people which helps to make up the existing and growing deficiency of pur- 
chasing power in the exporting country, and the total prices in the home market 
are reduced by the export of the goods made with this money. Hence companies 
which manufacture goods for the export market are looked upon with favour 
even when they are doing such a criminally stupid action as to manufacture 
munitions, armaments and aeroplanes to sell to a country which may use them 
against the country from which they were bought. 
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(2) WrattuH AnD Dest. Nature and science have united to produce the 
potentiality of an increasing real wealth and leisure for every individual. The 
amount of metallic money mined each year does not keep pace with the expan- 
sion of real wealth. Extra money can only be formed by means of bank loans, 
ie. by increasing debt. Hence on the one hand we have a surplus of riches and 
leisure and on the other hand an increase of world debt. As has often been 
pointed out the richest country is the country which has the biggest National 
Debt. 
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APPENDIX “B” 
PRINCIPLES OF FINANCIAL REFORM 
(SuBMITTED By Mr. Jaqugs, M.P., ANp Mr. QuEtcuH, M.P.) 


Extract from “The Case. for Alberta,’ published by the Government of the 
Province of Alberta, 1938 (p. 41-43) 


It is not intended to do more than indicate the basic principles of financial 
reform necessary to rectify the defects summarized above. Once these principles 
are recognized and accepted as the basis for reform, no difficulty will arise 
in regard to their application in a specific manner,— © 


(1) It is fundamental to a democratic social order that the people 
shall determine the results which they desire from their social organiza- 
tions. 

In order to ensure that financial policy shall conform to the will of 
the people, and that proper supervision of the system shall be established, 
a credit authority under the effective control of the government should 
be established for the purpose. 

The administration of the financial system could be left to the banks, 
providing this was subject to policy control by the people, through the 
government and the credit authority. 

(2) The major defect in the financial system arises mainly from the 
manner in which capital goods production is financed, causing a chronic 
and increasing shortage of purchasing power. Reference back to the 
examination of this feature will show that the community is obliged 
to surrender the purchasing power distributed to it in respect of its 
total production in any period. Being in effect charged for its total 
production for the period, it is unable to meet the accumulating costs 
carried forward from the past into current prices of ultimate goods coming 
on the market. 

To rectify this error it will be necessary for the deficient purchasing 
power to be made good. Instead of being called upon to surrender 
purchasing power in respect or its total production for any period, the 
community should have to meet the costs only of its consumption of goods 
in the period. 

However, if the difference between the price values of its total 
production and the price values of its total consumption for the period 
was made good to the community, there may be an excess of purchasing 
power, as the unconsumed production for the period is, in the main, in 
the form of capital goods. 

To achieve a balance between purchasing power and prices of 
ultimate goods on the market, additional purchasing power should be 
made available to the community at the rate at which the costs carried 
forward from past production appear in the prices of ultimate goods in 
the market. 

If, therefore, prices to consumers were adjusted so that selling price 
bore to the retail price as now computed the same ratio as total con- 
sumption bore to total production, retailers being reimbursed for the 
difference by means of financial credits created for the purpose, the 
deficient purchasing power would be issued to the public at the rate which 
was required to ensure a perfect balance between available purchasing 
power and total prices of goods on the market. 
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Moreover, the additional purchasing power would ‘be injected into 
the system by means of compensated prices in a manner which would 
preclude any inflationary results. There would actually be a fall in the 
price level of consumers goods corresponding to the increase in monetary 
supply. 

Pe the specific method of application of this general proposition would 
be dependent upon the requirements of the situation. It is sufficient for 
present purposes to indicate how the fundamental major defect in the 
system can be rectified. Moreover, minor defects mentioned in regard 
to bank interest and the element of profit in respect of which purchasing 
power is not distributed, would automatically be adjusted in the applica- 
tion of the compensated price formula. 

(3) The monetary stringency imposed by an arbitrary restriction of 
the note issue is a denial of the purpose for which the monetary system 
exists—namely, to facilitate the operation of the economic system to 
provide goods and services as, when and where they are required. The 
monetary system should, therefore, merely reflect what is happening in 
the economic sphere. It should not control economic activity, but rather 
be controlled by it. 

(4) Provision for social dividends can be made from the fund of finan-, 
cial credits necessary to make good the general deficiency of purchasing 
power. Dividends expended in the purchase of ultimate commodities 
will automatically increase consumption. The price ratio for calculating 
the compensated price being:— 


total price values of consumption 
- total price values of production 


an increase in consumption due to the issue of dividends will automatically 
result in a smaller discount, thus maintaining accuracy in the general 
adjustment. 

(5) Similarly, instead of reducing the purchasing power of individuals 
by taxation and proceeding to increase purchasing power by the above 
methods—drastic tax reductions can be granted at the expense of smaller 
dividends and a smaller price discount. With this bound up the 
question of debt adjustment in a general scheme to deal with the accumu- 
lated results of the defective financial system. 
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MINUTES OF PROCEEDINGS 
Turspay, May 16, 1939. 


The Standing Committee on Banking and Commerce met at 4 o'clock, 


Members present: Messrs. Clark (York-Sunbury), Cleaver, Coldwell, 


_Deachman, Donnelly, Fraser, Hill, Jaques, Kinley, Kirk, Landeryou, Mac- 
donald (Brantford City), McGeer, Martin, Mayhew, Moore, Quelch, Ray-. 
mond, Ross (Middlesex East), Stevens, Tucker, Taylor (Nanaimo). 


In attendance: Mr. Graham Ford Towers, Governor of the Bank of 


- Canada. 


Mr. Towers filed statements in answer to questions by Mr. Cleaver and 


Mr. McGeer, the said statement being incorporated in this day’s evidence. 


Examination of Mr. Towers was continued. 


At 6 o'clock, p.m., the Committee adjourned until tomorrow, Wednes- 


day, May 17th, at 11.15 p.m. 


R. ARSENAULT, 
Clerk of the Committee 
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MINUTES OF EVIDENCE 


4 House or Commons, 
| Room 277, 
May 16, 1939. 


The Standing Committee on Banking and Commerce met at 4 o'clock. 
The chairman, Mr. W. H. Moore, presided. 


In attendance: Mr. Guanam Forp Towers, Governor of the Bank of 
Canada. 


The CHatrMAN: Order, gentlemen, the governor has a statement to make. 

Mr. Towers: Mr. Chairman, with the permission of the committee, I. 
would like to put on the record replies to questions asked by Mr. Cleaver at 
the last meeting of the committee. I would also like to put on record a brief 
‘memorandum in response to a question from Mr. McGeer showing the Bank 
of Canada cash reserves just prior to March 11, 1935, when the Bank of 
Canada commenced its operations, as well as a table which shows the changes 
which have taken place since and which have affected chartered banks cash 
reserves during the time since March 11, 1935. 


(1) Dominion-provincial Government Deficits 

Comparable and complete figures on the deficits of Dominion and provincial 
governments are not available from the published statistics. During the years 
1930-38 the increase in Dominion-provincial debt. less sinking funds, provides 
a rough indication of the amount of deficits, probably exceeding the actual 
deficit figure by about $200 mm. over the nine-year period. 


INCREASE IN DOMINION-PROVINCIAL DIRECT AND GUARANTEED DEBT 
. LESS SINKING FUNDS 


During Fiscal Years nearest to Calendar Year 
(Millions of Dollars) 


1930 1931 1932 1933 1934 1935 1936 1937 1938 Total 
355 370 225 220 235 305 140 135 185* 2,190 


* Estimate. 


(2) Expansion of Credit by the Bank of Canada 

The increase which Bank of Canada operations have produced in the cash 
reserve of the chartered banks, is shown in the table which has been prepared 
in answer to Mr. McGeer’s question. . 

The changes in the volume of money which have accompanied the expan- 
sion in banks’ cash reserves are shown in the following statement. 


(Millions of Dollars) 
Mar. 31, Dec. 31, Dee. 31, Dec: 31. Dee. 31, Total 


1935 1935 1936 1937 1938 Tnecrease 
Canadian deposits .. 2.034 2,208 2393 2,387 2,498 464 
Currency circulated .. 163 199 220 238 238 75 
13 eee ae 2197 2,407 2,543 2,625 2.736 539 


(3) How much further could the Bank of Canada go to expand credit 
Theoretically, (a) on the basis of gold held as at May 10, 1939, the Bank 
of Canada could expand its note and deposit liabilities by $415 mm. without 
Teducing the gold reserve ratio below 25%. | 
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Apart from a possible increase in publicly held Bank of Canada notes, 
such an increase in note and deposit liabilities would increase banks’ cash 
reserves by a similar amount. 

(b) on the assumption either that the 25% minimum gold reserve ratio 
clause were suspended or that the Bank of Canada bought additional gold, 
there is no definite limit as to how far it could go in expanding banks’ cash 
reserves. | 


CHARTERED BANK CASH RESERVE JUST PRIOR TO MARCH 11, 1935 


Goldicoin BUG DULION Bel We okies. ska. otis eiobem che eta] etn eee renee $ 37.5 mm. 
Dominion Motes. ene eh ia he eis hae op Pa taicathen alte Oh Ste aves ae te $177.8 mm. 
PRED a cea a eirg kloan MOAT hee Beinn a7 Plat atone aaT feet ae ae arte Me $215.3 mm. 


This $215-:3 mm. of chartered bank cash reserves was transferred by the 
chartered banks to the Bank of Canada in exchange for Bank of Canada notes 
and deposits at the Bank of Canada. Involved in the setting up of the Bank 
of Canada there were various transactions affecting the amount of these cash 
reserves. The effect of these transactions and subsequent operations of the 
Bank of Canada on chartered bank cash, are shown in the following table. 


[Mr. Graham Ford Towers.] 
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I should like to add very briefly that it is probably not in general a good — 
thing that a central bank should publicly make any claims in respect to what 
its monetary policy has accomplished or anything of that kind. Of course, giving 
evidence to this committee is a different matter. I have tried, in response to 
requests from the committee, to indicate some of the major effects of the policy 
which has been followed. It is always difficult to define the exact effect because 
the obverse of the medal cannot be seen; but I am inclined to think that had 
there been no expansionery policy followed in Canada that interest rates would 
have been a great deal higher than they are, that governments would have found 
it a good deal more difficult to borrow to finance their deficits or capital expendi- 
tures, and that repatriation of foreign debt, other things being equal, would have ~ 
been considerably more difficult. I think that in fact the repatriation would, ~ 
probably, have taken place, but that the adjustment which would have made it ~ 
possible would have taken the form of a higher exchange value for the Canadian 
dollar, and that rather than a premium on US. funds we might have seen a ~ 
discount on U.S. funds and a premium on the Canadian dollar. To that extent, — 
I should think, although I cannot prove it, the policy which has been followed 
has had an influence on exchange. 

Finally, I would like to add this—and I shall not take more than two 
minutes because I know Mr. McGeer wishes to start— 

Mr. McGeer: Go right ahead. | 

Mr. Towers: —when the MacMillan commission was taking evidence in 
Canada I think various people suggested to them that one of the handicaps which 
a central bank in this country would face would be a difficulty of exercising 
control due to what they felt to be the narrowness of the Canadian money 
market, the lack of the form of money market organization which they have in 4 
London. I never felt that that would be the case—I mean I did not agree with 
that view, even in pre-Bank of Canada days—and I expressed such views to 
some of the people who were working for the commission. I think it has turned 
out to be correct that the central Bank of Canada has not been in any way — 
handicapped due to what some people regarded as the narrowness of our money | 
markets. In fact, as anybody who examines our weekly statements will see, the — 
variation in our total holdings of securities from time to time has been extremely — 
substantial. Considered as a percentage of total assets and applying that per- 
centage for purposes of comparison to, say, the statement of the Bank of England 
or the federal reserve system in the United States, one would thave to see in 
those other two countries fluctuations in their security portfolios which they — 
would consider of enormous magnitude, even to equal those which have taken 
place in Canada. And finally may I say this, that I believe that in no country 
and at no time have there been bank and market responses to central bank 
action and central bank policies, more complete, more full and more in line with : 
anything that a theorist might have anticipated, than have taken place in i 


Canada. I speak only of the past, because it would be foolish to say that that — 
would always: be the case. I do not know, but I expect that it will. But it © 
certainly is the case that so far as monetary policy depends upon the control 
and influence exercised by the central bank, that has worked in Canada more ~ 
accurately than in most countries that I know of, and certainly as fully and as © 
accurately as in any country in the world. 


By Mr. Taylor: 
_ Q. There is not very much past to speak of, is there, Mr. Towers?—A. It 
is true I can only speak of the time since the existence of the Bank of Canada. — 


@. Even so, central banks are modern institutions?—A. Oh, yes. 
[Mr. Graham Ford Towers. ] 
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By Mr. Cleaver: 


.. Q. I wonder, Mr. Towers, if you have answered the two other questions 
which I asked earlier in our meetings in regard to non-competitive revenue 

_ producing works?—A. No, I have not; I have, evidently, slipped on that. 

Q. I will hand them to you again—A. Right. 


By Mr. McGeer: 


Q. Now, Mr. Towers, you are aware, of course, that with the establishment 
_ of the Bank of Canada we did lay down some very drastic new principles as a 
_ matter of policy, and I think that in view of what you have said to-day I would 
_ like to direct your attention to what was contemplated when the establishment 
_ of the Bank of Canada was being considered by the Canadian parliament. For 

example, the Minister of Justice, Hon. Ernest Lapointe, then in opposition, on 

the debate on the Bank of Canada bill on June 21, 1934, is reported at page 
_ 4154 of Hansard as saying:— 


| 
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i Before the members of the committee reach a decision as to which 

| way they will vote on this motion—of course, they have already done so 
—I would suggest to every one a careful reading of the preamble of this 
bill. The preamble states quite definitely what will be the functions of 
the institution which we are creating to-day. Those functions will be 
to:— 


—regulate credit and currency in the best interests of the economic 
life of the nation, to control and protect the external value of the 
national monetary unit and to mitigate by its influence fluctuations 
in the general level of production, trade, prices and employment, so 
far as may be possible within the scope of monetary action, and 
generally to promote the economic and financial welfare of the 
Dominion. 


In other words, we are entrusting the national life of Canada to the 
body of men who will guide, dominate and control these various func- 
tions which are enumerated in the preamble of this bill. Under these 
circumstances I cannot but agree with the views of Sir Thomas White, 
who was at one time a distinguished Minister of Finance in this country, 
who was one of the commissioners appointed by the government to 
study this question of banking and monetary matters in Canada, who 
‘himself stated that he was opposed to the establishment of a central 
bank and reported against the establishment of such a bank, but who 
stated emphatically that if there was to be a central bank it should 
surely be publicly owned, a bank owned by the people of Canada. 


The Minister of Justice further stated at page 4155 as follows:— 


I am free to admit that I would rather have held the opinion that 
this should be a privately-owned institution publicly controlled, before 
I read the bill as it is and heard the discussion and knew all the functions 
that are going to be those of this public institution. Under the cireum- 
stances, the central bank being what it is going to be, I think I should 
be derelict in my duty if I did not support the principle of public owner- 
ship. 


So that if that view is correct it is, in part, through the action of the Bank 

of Canada that the economic life of the nation is influenced for good or for ill.— 
A. So far as the economic life is affected by monetary policy. 

Q. Let me go a little further and quote another distinguished member of 

_ the House of Commons of that day who was recognized as the financial critic 
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in the opposition and the financial critic of the government—I refer to the | 
Hon. Layton Ralston—who at page 4184 of Hansard on June 21, 1934, is — 
quoted as stating:— 


in view of the fact that the committee have refused the amend- 
ment providing for government ownership this amendment is designed 
to endeavour to do the next best thing, and ensure governmental or 
public control. 


Surely, now, that the Liberal party is in power we are entitled to have 
from a Liberal government the next best thing with regard to the ownership of 
that bank and the carrying out of its functions. 

Dealing with those functions, Mr. Ralston said:— 

I submit, Mr. Chairman, that the Prime Minister and whoever 
drafted this legislation, and, with all due deference, some of the commis- 
siloners who made the suggestions which appear as a schedule, have for 
a moment forgotten that after all this is a state function, that the con- 
trol of credit and currency is the biggest and most important public 
utility in the economic activities of the Dominion of Canada. I am not 
one who necessarily champions public ownership at all times and in all 
places, but I say there are certain things which should be under public 

_ ownership, or public control and certainly the very first and most 

important of those is the institution which controls, which guides and 
which directs the whole economic life of the Dominion. 


Now, do you find anything wrong with Mr. Ralston’s statement that the | 
control of credit and currency as a function of the Bank of Canada is the big- — 
gest and most important public utility in the economic activities of the Dom- 
inion?—A. I think it would be wrong for me to make any comment in relation — 
to the character of the legislation which governs the Bank of Canada, and per- 
haps it was not your thought that I should. - 

Q. No. What I was pointing out to you is this, that this parliament has 
set up the Bank of Canada, it has gone to the point of making it a publicly 
owned institution; and the hope of parliament is, as I understand it, that the 
bank will fulfill in the exercise of the powers given to it those duties and respon- 
sibilities which will re-act to the benefit of the Dominion in maintaining the 
circulation of the necessary medium of exchange to assist going concern activity, 
at least in so far as public enterprise is concerned?—A. In so far as the whole | 
economic life of the nation is concerned, I would say; and certainly the desire — 
to accomplish that result must be present, and is present, in the minds of the 
officers and directors of the bank. 

Q. Now, following out that same idea, the then leader of the opposition, 
now the Prime Minister, under whose administration the bank has become a 
publicly owned institution declared, “ A central bank is necessary to determine 
the supply of currency in relation to the domestic, social and industrial require- 
ments of the Canadian people.” 


Later on in the same debate he said: 


As I said the other evening, once a nation parts with its control of 
currency and its credit, it matters not what makes the nations laws; usury 


once in control will wreck any nation. Until the control of currency — 


and credit is restored to government and recognized as its most con- — 
spicuous and sacred responsibility, all talk of the sovereignty of par- 
liament and of democracy is idle and futile. } 


Now, I quote these statements to you because we have here three distinguished — 
representative public men declaring in the House of Commons that the Bank ~ 
of Canada performs first such functions in relation to the economic life of the 

{[Mr. Graham Ford Towers.] 
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country that it must be publicly owned and responsible to parliament; second, 
because its functions make it the biggest and most important public utility in 
the life of the nation; and third, that its power of controlling the use of cur- 
rency and credit as a governmental institution is the most conspicuous and 
sacred responsibility of government and until such time as that control is 
exercised by the institution responsible to parliament and under the control 
of parliament all talk of democracy and the sovereignty of parliament is idle 
and. futile. Now, it is because of these concepts—with which I have no doubt 
you agree as to the importance of the functions of the bank——A. I do. 


Q. That we are here to ascertain just how we can improve the system of 


controlling the issue and circulation of currency and credit; because I think we 


are all agreed that up to now we have not got anything like the results that we 
hoped for. Now, it may be, Mr. Towers, that we are getting all that we can 
get from the Bank of Canada.—A. Through monetary policy. 

Q. Through monetary policy. Well then, if that be so, we have got to 
move to some other policy or to some other program of activity to improve 
general conditions in the Dominion. But I am not sure that we have done all 
we can do through the Bank of Canada as yet.—A. Naturally, I believe that 
so far as monetary policy can influence the economic life of the nation that 
what has been done up to date represents all that could usefully have been 
done. If I did not believe that I would not be here. 

Q. Well now, when you speak of the easy money policy would you just | 
give me a simple statement of what you mean by the easy money policy ?— 
A. I mean a monentary policy which produces a keenness to loan and invest, 
and a willingness to do so at rates which are relatively low. 

Q. Now, when you say a keenness to loan; what do you mean by that?— 
A. A desire to make loans. 

Q. On the part of whom?—A. On the part of the banking system. 

Hs On the part of the merchant banks?—A. On the part of the merchant 
banks 

Q. On the part of the merchant banks; and a desire to invest—does tha’ 
apply to the merchant banks as well?—A. That applies to the merchant banks 
as well. Then, secondly, there is a further result of such a policy, that having 
implemented, so to speak, a desire to loan or invest and in the circumstances 
of the last four years it has been invest rather than loan— 

Q. Yes?—-A. In implementing that desire the banking system increases the 
amount of bank deposits, and you then have such further pressure as the posses- 
sion of these deposits may exercise in the direction of private investment or 
spending. 

Q. Now, you get that result by what function of the Bank of Canada?—A. 
By that function which enables us under existing conditions to control absolutely 
the amount of chartered bank cash reserves. 

Q. But how do you get the result which you call the easy money policy?— 
A. By increasing the amount of chartered banks’ cash reserves through the 
purchase of additional assets for the Bank of Canada. 

Q. That is one way of doing it?—A. Yes. 

Q. Is there any other way of doing it?—-A. The cash reserves of the chart- 
ered banks cannot be increased except by an increase in our assets, under existing 
conditions. 

@. But you normally have under the Bank of Canada Act powers to loan 
the chartered banks Bank of Canada bills or bank cash?—A. We can make loans 
to the chartered banks. Incidentally that increases our assets, so it falls in 
under that all-embracing term. 

Q. Yes, but you have that power under the Act?—A. Yes. 

Q. And in addition to that power you have the power to change the rate of 
interest at which you loan?—A. Yes. 
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@. And in the normal operation of a central bank one of the regulating 
powers to either increase or decrease the merchant banks’ holdings of Bank oi 
Canada bills was to raise or lower the interest rate charged the chaartered banks 
by the Bank of Canada for the cash?—A. Under existing conditions and for a 
number of years that system, shall I call it, has become somewhat out-moded. 

@. Out-moded—in other words so far as that feature of control is con- 
cerned the merchant banks no longer find it necessary to borrow bank cash from 
the Bank of Canada?—-A. We have made it unnecessary for them to do so. Ata 
later stage, if as and when there is ever a boom situation, you would find that 
that function, that power, would probably come into operation again. 7 

@. Might I put it to you this way: in the desire of the Bank of Canada 
to open up development through its easy money policy it has put out so much 
money that it is no longer practical or expedient to charge the merchant banks 
any rate of interest for the cash which they borrow?—A. Oh, not at all; I do 
not think that follows at all, Mr. McGeer. 

Q@. Well, how are you doing it?—A. The banks have a cost in obtaining 
and holding that cash. . 

@. No, but I am talking about the bank rate policy and if I might be 
pardoned I would like to draw your attention to the reason why I am referring 
to it, because it is a matter which came to us in the House of Commons. 


By Mr. Tucker: 


Q. Just following up that point. You say there is a cost in holding that 
money; that is what they pay to depositors in interest?—A. What they pay 
depositors in interest, and such additional charges which they have through the 
larger volume of deposits, the operating charges. 


By Mr. McGeer: 


@. In any event, at the present time there is no bank rate operating, and 
consequently no revenue to the Bank of Canada from that source?—A. No, but 
of course we have the revenue arising from our enlarged holdings of securities. 

@. But you would not lose anything if in addition to that you had revenue 
from the banks?—A. If in addition to that the banks also borrowed from us We, 
would get more. 

Q. How much more? But you have in your desire to get the banks supplied 
with cash operated on your open market policy to the point where they have 
ample cash to carry their deposits, their investments, and a surplus for loans if 
they are satisfactory ?—A. In other words, their cash ratio is ample in relation 
to the present amount of deposits and leaves room for some further expansion. 
Incidentally, I may say that bank borrowings from the central bank are depend- 
ent on the banks taking the initiative. That was the situation under the old 
regime and under the Finance Act. By open market operations the central bank 
takes the initiative, something which was impossible under the old regime. 

(. Well, in any event, there has been a suspension of the operation of charg- 
ing the banks a rate of interest for borrowings?—-A. Suspension, Mr. McGeer? 

@. Well, abandonment, if I might use the term—A. We have taken the 
initiative. 

. But you told me a minute ago that the system was now out-moded?—A. 
Out-moded, by reason of the fact that we have taken the initiative on monetary 
expansion and have increased the banks cash and, incidentally, as I have said 
before, you will find that the same thing has been done in various other 
countries. 

(. Well now, when did your easy money policy commence?—A. On the 
day we opened our doors. 

(. And when has it been changed?—A. There has been an increase in the 
chartered banks’ cash each year since we opened. 

[Mr. Graham Ford Towers. ] 
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Q. Has there been any change in your monetary policy or in your easy 
money policy since 1935?—A. The figures of our bank statement are really 
the most accurate possible reply to that question, and those indicate that each 
year there has been an increase in the chartered banks’ cash reserves, and 
therefore indicate a steady continuance of an easy money policy. 

Q. In 1935, as I take the figures from your statement, the Bank of Can- 
ada cash in issue was $213,000,000. Some of these figures are averages for nine 
months, but I think they are satisfactory for our purpose. In 1935 it was $213,- 
000,000?—A. Yes. 

Q. In 1936, $225,000,000?—A. Yes. 

Q. In 1937, $241,000,000?—A. $240,000,000, I have it here. However— 


{. 1938, $255,000,000, and 1939 at J anuary $271,000,000?—A., Yes. These 
figures are the averages of Wednesdays. $271,000,000 in J anuary is right. Inci- 
dentally, the year-end situation affects bank cash from about September or 
October until about February. That is the period during which the fiscal 
year ends of the banks come around, and one will usually find that the bank 


_ cash holdings and their cash ratios are larger at that time. 


Q. Then we have a very decided drop from January?—A. That is right. 
It is the disappearance of that seasonal, if I may call it “seasonal”, situation. 
So that the proper thing is really to compare any months in the year with the 
same months of the preceding year. 7 

Q. For instance, in November, 1938, it was up to $278,00,000?—A. Yes. 
That is window dressing, Mr. McGeer. 

Q. What do you mean by “window dressing”?—A. Building up cash for 
purposes of the annual statement. I do not suggest that it is a wrong thing to 
do. As a matter of fact, if it is recognized as a testing of a liquid position, if it 
is fully recognized and explained to be that, then it is a perfectly satisfactory 
thing. If it is a suggestion that that year-end cash represents the average for 
the year, then it would be a wrong thing. 


By Mr. Cleaver: 


@. How is that window dressing accomplished?—A. The banks at that 
time, you will find, allow treasury bills which they hold to run off, or they may 
even try to sell some before the maturity date of those bills. 


By Hon. Mr. Stevens: 
Q. Or contract loans?—A. No. 


By Mr. Cleaver: 


Q. It does not have any effect on business, does it?—A. None whatever. 
They allow bills to run off. At that time we greatly increase our holdings in 
those bills with the result really that the banks have more cash and we have 
more bills. At a later date in the year that position is probably reversed again. 


By Mr. McGeer: 

Q. Those figures, I conclude, evidence the fact that since the Bank of Canada 
opened in 1935 up until the present time there has been a consistent easy-money 
policy on the part of the Bank of Canada?—A. That is correct. 

Q. And that there has been no change in that policy in any of those years? 
—A. That is correct. 

Q. So that we have to-day and have had during all those years the same 
policy on the part of the Bank of Canada as it opened with?—A. Yes. 

Q. The result of that open market easy-money policy has been to steadily 
increase bank deposits?—A. Yes. 


ee 
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Q. And the figures indicating that increase are, 
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A. $2,412,000,000. 
Q. 1938, $2,412,000,000, and 1939, $2,485,000,000. 


Mr. Cireaver: What months are you taking? 


Mr. McGerr: These are the averages. I have not got them worked out. 
I am taking a figure which I am suggesting reflects the general policy. 


Mr. Towers: Yes. 


By Mr. McGeer: 


Q. If there is anything wrong with those figures as regards that the governor 
will say so—A. No, they are correct. 

Q. We do not get the same happy result when we come to public current 
loans, do we?—-A. We do not. 

Q. For instance, the result in that regard was, 
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| A. In January, and $801,000,000 in March. Incidentally, that change between 
- 1935 and 1936, that very substantial change, as you may remember, was very 
largely influenced by the liquidation of the wheat carry-over. 


Mr. Lanperyou: Mr. McGeer, that indicates an increase of over $400,000,000 ; 
in bank deposits; are you going to go into the average increase in various 
brackets? 


Mr. McGrrr: Yes. 
Mr. Lanperyov: All right. 


By Mr. McGeer: ' ; 
Q. If you will notice that in 1939 and 1938, that is, the beginning of Janu- 
_ ary, 1939, and the average for 1938, even including the later increase in 1939, 

the public current loan is very substantially below what it was in 1934; that 

is correct, is it not?—A. That is correct. As I say, one of the reasons for that 
change has been the liquidation of the wheat carry-over. One will also find 
a certain clean up of loans in other industries, notably the pulp and paper 
industry. | | 

Q. In so far as the control of the issue of currency and credit in terms 
of domestic needs, in terms of the social, industrial and economic needs of the 
people of Canada, are concerned, if public current loans are any indication 
five years of Bank of Canada operations have not brought us back to as healthy 
a condition as we were in in 1934?—A. You could not take that from the figures, 
no, because the liquidation of unsatisfactory and stagnant loans due to carry- 
overs or accumulations of that kind may mean that the present figure of $801,- 
_ 000,000 of loans represents more going concern activity than the $869,000,000 
_ of 1934. In any event, of course, I think the proper way to judge industrial 
activity is by the figures of physical output rather than of bank loans. 

[Mr. Graham Ford Towers. ] 
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Hon. Mr. Stevens: Mr. McGeer, to me this is tremendously important. 
Suppose we go back, say, to 1926 and make a comparison? For instance, in 
_ 1926, if I recall rightly, there were $883,000,000 in current loans. During the 
last few years they have been less than $800,000,000. 


Mr. McGerr: Yes. 


4 Hon. Mr. Srevens: It strikes me that if we could ascertain the reason 

: for that stagnant condition over a period of thirteen years—although in the 

; intervening period it went up as high as $1,200,000,000—that is the crux of this 

; whole business. Could you explore that? 

4 Mr. McGrrr: What I tried to avoid, and I think Governor Towers will 
agree with me, is that some of the figures during the pre-collapse period on bank 
loans, particularly in 1928 and 1929, reflect more than an unhealthy condition. 

Hon. Mr. Stevens: I agree. 


’ Mr. Towers: The 1928 and 1929 figures do, yes. 


By Mr. McGeer: 


Q. I took the figure of 1934. Having gone from 1929 to 1934, I thought 
we would have by that time pretty well cleared up the unstable speculative 
loans and, to some extent, the bad debt loans. I think by 1934 we had gone 
pretty well through the period of what I might term bank loan liquidation — 
A. No, there was a fair amount left even in 1934. As I say, there was the heavy 
_ wheat loan to the government; at least, under government guarantee, and there 
_ was probably still a fair volume of loans on securities to individuals coming 
in this category of current public loans. The great rise in the stock markets 
_ which took place, commencing ‘April of 1935 and running through until 1936 
and 1937, probably produced further liquidation of loans of that character. 

: tion. Mr. Stevens: My figure for 1926 was wrong. The correct figure is 
~ $983 ,000,000. 


by Mr. McGeer: 
@. Then it went up to $1,200,000,000 in 1929 and then fell off steadily to 
the low figure of 1934?—A. 1936—$699,000,000. 
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By Mr. Tucker: 

€. 1926 is regarded as the normal year for the purpose of figuring, is it 
not?—A. Yes. 

Hon. Mr. Stevens: Pardon me, Mr. McGeer, for interjecting here. In 
1926 we had in current commercial loans $983,000,000. That is thirteen years 

_ ago. , Phere has been a lot of expansion of one kind and another in Canada 
since then, in spite of the depression, leaving out the abnormal] bulge in 1929, 
and yet in 1938, in December, the figure was $731,000,000. There must be some 
explanation for that which we have not secured. 

Mr. McGrrr: Mr. Stevens, the idea I had—and I think the figures I am 
using are sufficient to get the same field under observation—is the same as you 
have in mind without having the interfering factors of what you might call 
speculative periods or unstable advances. I think the point you have in mind 

will come into the picture just as clearly with the figures I am using which are 
not probably as expressive as the larger figures but which really tell the same 

story on a less controversial basis, if I might so suggest. 

Mr. Lanperyou: I think if we knew to which industries the money was 

_ advanced it might help us. 

Mr. McGerr: I think that would be a very interesting field of exploration, 
but I doubt very much that without some very exhaustive research work we 
could get anything but guesses from any of the statistics that I know are 

_ available.. 


1 
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Mr. Lanveryou: Do you not think that information should be made avail- 
able to us? } 

Mr. McGeer: I think we could come to that. What I wanted to continue — 
with, Mr. Towers, was this-— | 


By Mr. Tucker: 

Q. When you speak about the wheat loan being replaced—A. Being liqui- 
dated. 
Q. Liquidated. Would there not be offsetting loans to the mining indus- 
try, so that so far as the country in general is concerned there has been actually — 
a decrease since even 1934?—-A. No; bank loans to the mining industry have 
never been large. They are relatively negligible. 

Q. Have you the figures of loans to different industries?—A. Yes; in 
recent years, sometimes bulked together in general categories of manufacturing 
and soon. That is a report which is furnished to the government by the banks — 
on October 31 of each year and published by the government. 

Q. Where is it published?—A. It is in the Gazette and also issued as a 
report by. the Department of Finance. 


By Mr. Landeryou: 
Q. Mr. Towers, could you give us any information as to what industries 

the bulk of these loans were made? If you have any information on that, I © 
think it would be very valuable—A. This is the report that I have mentioned, 

as of October 31, 1938. It shows:— . 
Millions of 


dollars 
Farmers’ loans, cattle loans, fruit raisers, @0C 2.5... 6. nee 56 
Loans to grain dealers, grain exporters and seed merchants. . 91-7 
aber sAericuULLUrAl TOANS thre [ek ae elig ceee wale etna istete 4 etree uae 148-5 
Pinaneial loans in: various. categories’) ...0 $e. ak eiee 249-8 
That is, call loans, loans to individuals against securities and so 
forth. 
Merchandising, wholesale ‘and retail... Woo .2 we ee oe ee 133-7 
Manufacturers of and dealers in lumber, pulpwood and 
mPOC UO TNEREOL | ire Ve so Se ee ee ge eee 75°2 
Orne cman aeluning 7 ie lab) Bu sans Bue cary ie cr faa eo cea a 138-4 
BUT Terni Pui ke A Tae, ee te Be COR ge aM eae, co me oe 8-9 


Incidentally, of course, that not only includes gold but coal, base 
metals and so forth. 


VaR RIEN CEN yale I nde Ruliaee ee Lia tara EM dg nd DOERR ty a Sleek Mra Re ree 8-9 
Public utilities, including transportation companies.......... 24-9 
Loans to building contractors and others for building purposes 39-2 
Municipal governments and school districts.............. 114:5 
Beovwincial) Sey ernments. 3 ).uWsa enc Meee bin, Clay nee ye ia eee 22-8 


Those with certain sundry loans sum up to a total at that time of 
one billion and 58 millions. 


Q. What year was that?—A. October 31, 1938. % 
Q. Have you a comparison there between that year and the depth of the © 
depression—1926?—-A. No. These figures commence on October 21, 1934, so — 
I have here those five years; but they were not compiled by the banks prior ‘ 
to that time. I have here estimates which we have made ourselves. I cannot — 
guarantee their accuracy, but I think they come fairly close to being right. © 
Those estimates start with 1927. 
[Mr. Graham Ford Towers.] 
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__Q. I think if you would put them on the record as an appendix, that would 
be the better way of doing it. We could have them put into the report rather 
_ than have Mr. Towers read them now. Then Mr. McGeer could go on with 
' his line of questioning—A. Yes, we will put those in. I shall have to put at 
the top that it is an estimate, as I am not at all sure of the accuracy; but I 
_ believe it is substantially correct. 

Q. Thank you. I should like to have that. 

The CHairMAn: All right. Mr. Mayhew has a question. 


By Mr. Tucker: 


Q. Up to 1934 you are speaking of. Then subsequent to that time it is 
_ accurate?—A. Subsequent to that time it is accurate. 
Ps The CHarrMAN: Go ahead, Mr. Mayhew. 


By Mr. Mayhew: 


Q. Mr. Towers, is it not a fact that at a time like the present when business 
_ generally is on the decline, it requires less money to carry on that. business 
_ both because the turnover is smaller and because prices are lower?—A. That 
» is true. 

7 Q. Even if your turnover in volume was as great, your price structure 
being less, your loans are going to be automatically less as well. Is that not 
- part of the answer?—A. That is part of the answer. 

Hon. Mr. Srrvens: It does not answer the comparison with 1926. 

Mr. Towers: On the basis of difference in prices, it means that loans are 
more or less the same as they were then. Nevertheless, I consider they are too 
low. 

Hon. Mr. Stevens: Absolutely. 


: Mr. Towers: But due to business conditions. Incidentally, as these figures 
_ show, on the pick-up which was taking place in 1936 and during most of 1937, 
i quite a rapid upward movement in bank loans took place at that time. 
i 
4 
< 


By Mr. Deachman: 
Q. In 1987?—A. In 1937. 


¥ By Mr. McGeer: 

; Q. Mr. Towers, let us go on with my examination. Taking again the 

\ years 1934 and 1938, the increase in the merchant banks’ holdings of dominion 

_ and provincial government securities was $459 million?—A. Between 1934 and 

_ 1938? I dare say that is correct. Those figures sound correct to me. 

a: Q. I am taking that from your own figures.—A, Yes. 

: Q. And the increase in your bank deposits was $483 millions; so that prac- 
tically all of the increase in the bank deposits was reflected in purchases of 

peeovernment securities?—A. Yes. ) 

¥: Mr. Tucker: More than all of it, was it not? 

: Mr. McGerrr: Oh, no. 

3 Mr. Towers: Very close. 


* Mr. McGuer: As a matter of fact, there is $114 million of other investments 
_ there; but, roughly speaking, that is correct. 
. 


By Mr. McGeer: 


Q. During that period your increase in active circulation of Bank of 
‘Canada notes held by the chartered banks was how much?—A. The increase in 
active circulation in the hands of the public? 

QQ. Yes—A. Of our notes alone? 
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Q. Yes. It was $57 million, I take it?—A. In 1935, the average, we will 
say, was $49 million; in December, 1938, $115 million. The difference there is — 
about $67 million. 

Q. $67 million?—A. Yes. . 


By Hon. Mr. Stevens: | 

Q. That is actually in the hands of the public?—A. Actually in the hands 

of the public. That is not an awfully good comparison, because I have taken © 

an average figure in 1935. I really should compare it with the average for — 
1938. 


By Mr. Tucker: 

Q. Why is that called an active note circulation? What it means is that 
it is the amount in the hands of the public, does it not?—A. Yes. “Active” is 
a term which is used as a matter of convenience. It is active in the sense of 
being in people’s pockets rather than lying in a till in a bank. | 

Mr. McGeerr: It is their pocket exchange money, presumably. 


By Mr. Tucker: 

Q. In other words, if a period of hoarding started that would be increased 
and it would not be active at all?—A. Yes. 

Mr. McGeer: But there are no signs of hoarding. 

Mr. Tucker: Hoarding may be the cause of that increase. It is possible. ~ 

Mr. Towers: I see no signs whatever of it. | 


By Mr. Tucker: | ’ 
Q. How would you tell?—A. I think you could smell it. : 
Q. I do not see how you could possibly tell—A. Well, for example, take — 
the experience of all bank managers across Canada. Take for example the © 
experience of members of the House of Commons and the Senate who see great — 
numbers of people across the country. If there was in fact a tendency on the © 
part of the people to hoard, I think we would hear something about it. 
Q. Why would people need that much more money to do their business?— — 
A. What I have given there is the sum total of the increase in our active circula- 
tion. The active circulation of chartered bank notes has decreased during that — 
period, so that the increase in total active note circulation in the hands of the 
public between 1934 and 1938 is $42 million. ' a 
Q. Have you any reason to believe that the people are using that much © 
more money to do business?—A. If you compare the volume of business in — 
1934 and 1938, I think you will find that there is good reason for that per- — 
centage increase in the note circulation. I will not say it exactly agrees. ‘ 


By Mr. Kinley: 4 

Q. Mr. Towers, is the financing of the automobile industry carried out — 
with all Canadian money ?—A. I think part of it would be United States money. — 
How much I do not know. | ds 
Q. Do many exporters in Canada do their banking business in the United 3 
States?—A. No. u 
Q. Some do.—A. Some wheat business is financed through New York. § 

Q. Some lumber business is done through Boston, is it not?—A. It used to 

be. I did not know that anything very much was done there now. % 
Q. The financing of the automobile business is a big item?—A. I think a_ 
good portion, a large portion of that, is provided by Canadian bank loans. But 
it may be that, in ‘the case of some of the financing corporations identified with — 
large companies, a certain amount of capital may be provided from the States. 
I cannot speak accurately as to that. 

‘ [Mr. Graham Ford Towers.] 
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ie By Mr. McGeer: 7 
Q. Coming back to our proposition again, let me put this question to you. 


_ The result of the increase in bank cash with its result in the increase in’ bank 
_ deposits has been in the main confined to an expansion through the purchase of 
_ government securities by the merchant banks?—A. Yes. 


Q. Since the Bank of Canada opened, we have increased Bank of Canada 


notes held by the chartered banks by, roughly, $42 million. That happens to 


be the same figure that you have given.—A. That is the total of their cash 

reserves, both notes and deposits. 
Q. Yes; which was enough to purchase with increased bank deposits the 

amount of government securities which have been purchased by the banks?—A. 


Approximately, yes. 


Q. On a basis of an expansion of Bank of Canada cash of ten to one?— 
A. Yes, | ‘ 
Q. So the result is that the Bank of Canada has supplied the cash, and 


_ Canadian banking practice permits the expansion of that cash into bank deposits 


that the banks have used to purchase their increased holdings of governmental 


_ securities?—A. Having in mind that the ratio on which they operate—that is, 


the ratio of cash to deposits—is about 10 per cent, it does follow that an increase 
of $10 million in their cash will enable them to add $100 million to their assets 
and to their liabilities. | 

(. Then is this not a fair assumption or is it not a sound conclusion: under 
this easy-money policy the Bank of Canada supplies cash to the merchant banks 


_ free, in so far as any interest charge is concerned or cost for the actual money ?— 


A. No, that is not the case. We buy additional securities. We obtain the earn- 
ings on those securities. As a result of our purchase; the deposits in the banks 
will increase, if we purchase from an individual. 

Q. Yes?—A. On those increased deposits the chartered bank or banks will 


_ have to pay interest, and they will have to pay the cost of servicing those 
deposits. , 


Q. Yes. I would say that is another branch of the matter, if I might be 


permitted to intervene. But what I am saying is——A. But it is the case that 
_ that additional cash has not come to the chartered banks free of cost. 


Q. No. But, in any event, so far as anything that the chartered banks pay 


~ to the Bank of Canada direct is concerned, it is free of cost?—-A. The only way 
in which they would pay anything to us direct would be if they borrowed, 


vod 


Q. Yes, but they do not borrow?—A. They do not borrow by reason of the 


fact that we have pursued an easy-money policy, taking the initiative, and have 


made it absurd for them to think of borrowing. 


Q. Of course; because you have made it possible for them to get money 


in the form of Bank of Canada bills?—A. We have not only made it possible 


for them to do that. In fact, we have forced it on them. 

Q. You have forced it on them?—A. Yes; at a cost to them. 

Q. But they do not pay any interest for it?—A. Yes, they do. 

Q. I mean, to the Bank of Canada?—A. No; because we get our interest 
from the earnings on the securities which we buy. 


By Mr. Quelch: 
Q. What if the chartered banks buy securities direct from the Bank of 


_Canada?—A. If they do? 


policy. 


Q. Yes.—A. That would mean contraction. We have not been following that 


By Mr. McGeer: 
Q. No. What I am getting at is this. The Bank of Canada purchases 


‘Securities or gold in the open market?—A. Yes. 
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Q. Not from the banks?—A. Not necessarily. 

(. And those from whom you purchase receive Bank of Canada cash ?— 
A. Yes. ) 

@. And in the process of banking practice they deposit that cash with the — 
merchant banks?—A. Yes. | 

@. And it is in that way that the banks secure their legal tender cash — 
reserves upon which they can expand their deposits?—A. There is one other — 
way in which they can secure it. | 

Q. I am now dealing with this particular instance of purchasing of securi- — 
ties—A. We may purchase securities direct from the bank. 

Q. You have not been doing that?—-A. Of the securities which we bought 
it may be indirectly, some of them come from the banks. 

@. The banks have been accumulating, not selling?—-A. If in some cases 
the banks have sold some securities which reach us, that has been a temporary 
affair; they have later gone out and bought some more. 

@. That would be merely to balance their inter-bank balances, or to meet — 
obligations?——-A. That might well have been the practice. 

. Or to sustain their position of liquidity?—A. Yes. 

Q. But I take it as a general matter, the banks have been sufficiently — 
liquid to accumulate as a multi-bank system these securities more or less — 
proportionate to their banking activities?—-A. Proportionate to their increased — 
cash, yes. 

Q. And, for instance, the large banks would buy more and the small banks © 
buy less?—A. Yes. 

@. But taking it by and large would it not be right to say the banks © 
have generally together as a system been accumulating this type of invest- 
ment during the last five years?—A. Yes. 

Q. Now, then, there is a cost to banks over and above the cost of getting — 
Bank of Canada bills; that is the cost of financing their increased deposits. 5 
A. The interest costs and operating costs, you mean by that? 7 

Q. But this is a cost which goes with an increase in deposits?—A. Yes. 


@. And that has been generally reduced during the last few years?—A. | 
Yes, necessarily so, I expect. 4 


Q. I take it from this statement that the Bank of Canada has supplied the © 
cash free to the banks subject to whatever cost may be incurred by the banks ~ 
for that increase of their deposits by purchasing securities?—A. But the cost © 
to the banks is there in the initial increase in deposits which arises from an ~ 
increase in cash. 


By Mr. Landeryou: 


Q. If there was no increase in their deposits would there be any cost to the 
banks for that additional cash?—-A. They can only get additional cash in one © 
of two ways, either by our buying an asset, say a government security, through 
an individual or a company selling it to us, and then depositing the cash with — 
the chartered bank. That means an increase in deposits with its attendant cost 
of interest and servicing. The alternative way would be if we bought a gov- — 
ernment security direct from a bank. In that case the bank sells us the earn- ~ 
ing asset and we earn the money on it and they have the cash. { 

_Q. What I am trying to get at is the cost to the bank for the use of the 
currency. They do not have to pay for the currency itself; it goes into the 
bank free. As far as the banks are concerned they do not have to pay ana 
thing for it except the cost of operating general banking business?—A. ; 
that is not the case. I have tried to say that again and again. If the came F 
mittee will permit me, may I repeat it once more? Pee 

[Mr. Graham Ford Towers. | 
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q By Mr. McGeer: | 
' Q. If I may be permitted, what Mr. Landeryou is talking about is not the 
depositors cash. He is talking about the deposit which is expanded on the 
deposit of cash. It is quite true when you take a deposit to a bank, of say 
$1,000, the bank will get that $1,000. That is a deposit; and if it is put in 
the savings account it carries with the charge of interest and the servicing 
charge; but that would be comparatively small as compared with the deposit 
which is increased on the expansion of bank deposits of 10 to 1 on that 
reserve of cash. What Mr. Landeryou, I think, is trying to suggest to the 
governor, is that if there were no increases of banking deposits on the cash 
reserves deposited with the bank, there would be no cost.—A. Yes, there would. 
: @. The cost would be merely limited to the cost of financing and main- 
taining and servicing the actual deposit of cash—A. Well, that is a cost. In 
other words— 
Q. The cost there would be much smaller than the other?—A. No. 
Q. Well, proportionately much smaller?—A. No, I think proportionately 
the same, though perhaps I may be misunderstanding you. If the individual 
that you mentioned deposits $1,000 in cash in a chartered bank, even when the 
additional cash results in no action of an expansionary kind, the bank’s 
deposits will have gone up $1,000, no more. Its cash will be up $1,000. On 
the cash asset it will earn nothing, but on the $1,000 deposit, if it is in the 
savings account, it will have to pay 14 per cent interest and such proportion 
of the overhead as applies to a $1,000 deposit. | 
By Mr. Landeryou: 

_ @. It only pays 14 per cent because it determines it should be 14 per 
cent; it is not arbitrary?—A. It is not arbitrary, but I think that it is the 
| ee bank’s duty to pay as much to the savings depositors as the banks 
can afford. 

Q. The Bank of Canada pays nothing for this cash?—A. The Bank of 
Canada, you will find, owns probably a security, a government security, on 
which we get whatever the interest rate would be. 

Q. If you purchase gold?—A. Ah, well—to the extent that we hold gold, 
that is a non-earning asset. We should only hold the amount which it is 
deemed in the public interest to hold, having in mind future possibilities. 

Q. It depends on how this money is issued, whether it would be costless 
or cost us something?—A. No, it makes no difference to the chartered banks 
what form our assets take, the cost is always the same to them, namely, the 
interest on the deposit and the cost of servicing. 
| Q. But no cost to the Bank of Canada. They do not have to pay anything 
to the Bank of Canada for the money?—A. There is no relationship ofthat 
kind; they do not ask for it; they do not say anything about it. We take the 
action from start to finish. ‘ 


By Mr. Kinley: 

Q. They deliver a bond for it?—A. If we buy a security from them— 

Q. Somebody has to deliver it to you and the service on the bond and 
interest comes in there?—A. If we buy a government security we get the 
‘earnings; if we buy gold, if somebody— 

Q. If somebody puts it in the bank, that is somebody else’s money?— 
A. That is right. ss 


By Mr. Landeryou: 
~ Q. Have you taken account of the increased cash reserves of the banks 
by the purchasing of gold or securities? Who pays the actual cost of printing 
that money?—A. As a matter of fact, you will find that it takes the form of 
additions to the chartered banks’ deposits with us rather than the form of 
eenied notes. 
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Q. Still, who pays the cost of it?—A. Who pays the cost of operating the 

deposits? . 
@. No; when you increase the cash reserves of the commercial banks— 

A. Yes. 

Q. Who pays for the cost of printing?—A. There is no cost of printing. 

Q. Just a simple deposit?—A. Yes. 

Q. You carry that cost. And what interest do they pay for that deposit?— 
A. We do not pay any interest. . 

Q. What interest do the commercial banks pay on the deposit?—A. It is 
a deposit of the commercial banks with us. If anyone paid interest it would 


be the Bank of Canada who paid; but we do not pay any interest. By law 


we are not allowed to. 


By Mr. Cleaver: 

Q. The suggestion has been put out, I think, pretty strongly, and I think 
it should be cleared up, that by this expansion policy the banks have received 
ten times addition free of charge. Now, from what I have heard from the 
evidence, I would say it would be much more accurate to say that all that 
happens is that the volume of banking business has increased ten times by this 
expansionist policy and not that the banks receive ten times the amount of 


money or credit interest-free, but that their banking business has increased by 


their customers’ operations ten times. 

Mr. McGezgr: Well, I would not agree with that at all. I think you 
are quite wrong, and I think if— | 

Mr. Curaver: If I am wrong I should like it to be demonstrated to me. 

Mr. McGerrer: What you are talking about is one thing and I am dealing 
with another matter altogether. I have not come to that phase yet. I was 
dealing with the factual situation that during the 5-year period of this expansion- 
ist program, bank deposits have increased so much. 

Mr. CLeaver: Yes. 


Mr. McGrer: The bank holdings of public securities have increased just 
about the same figure and what I put to the governor was something different. 
I say I am not dealing with commercial] loans at the moment; I am dealing with 
the increased public securities held by the banks. What I put to the governor 
was a plain question, and it was this: Is it not a fact that in the main the 
result of the easy money policy has been to increase the merchant bank hold- 
ings of public securities? And the answer to that was “ yes.” | 

Mr. CiEaver: That has been brought about by the general public deposit- 


ing this money in their accounts, in their separate accounts. Hach time the ~ 


bank deducted 10 per cent for reserves and consequently there is a continuity — 


of successful deposits until the whole 100 per cent is used up in reserves. That 


brings about a tenfold expansion, but I say it is not handing the banks directly : 


$450,000,000 or $460,000,000. 


Mr. McGrer: I think you are a little ahead of your story. When the — 
government sells to the banks the security, it has a deposit which it checks out ~ 
and it is in that process of the government paying out that money for materials — 


or services that the deposit is transferred to others who have earned it. 
Mr. Cuzaver: That is quite true. 


Mr. McGerr: But I am dealing not with the ultimate proposition of the 
resulting increase in the volume of business through government spending, but — 
I am dealing with the first step, namely that of the method of transferring ~ 


public securities from government to the merchant banks. 
Mr. Cieaver: Yes. Now let us take one block of $10,000,000, we have 

the securities, and follow it through. 
[Mr. Graham Ford Towers. ] 
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Mr. McGrerr: I think you will follow what I have here, and you will see. 
| Mr. Towrrs: As a matter of fact, I think if you had a commercial banker 
_ before you, he would say one of the most striking results of the policy was the 
_ tremendous decrease in the gross earnings of the banks. 

. Mr. McGeer: We will come to that. 

The CHAtkMAN: Order, order please. 


Mr. Lanperyou: The rate is less, but then on the holdings of these seouri- 


_ ties they have a steady income and they are not losing any money on the 
_ transaction. 


i The Cuamman: One at a time, please. Suppose we allow Mr. McGeer 
_ to continue? 

Mr. McGrrr: You see the trouble is when we get through with this record 
we will have it in such a completely jumbled state nobody will be able to ever 
" interpret it. What I am trying to do is demonstrate, if I can, the method which 
_ we are resorting to for financing public enterprises. 

Mr. Towers: The alternative, of course, would be to borrow the amount 
_ which the people have in their savings deposits and to a certain extent that is 
going on at the present time. If that method had to be relied on during all 
_ this period of years, I would say that the financing would have been very diffi- 
_ cult, and of course a great deal more expensive. But the policy which has 
_ been followed undoubtedly involves substantial sacrifice ; there is no question 
- of that. | 

4 By Mr. McGeer: lye 

: Q. I agree with that—A. Whether it has been fair or not will be for other 
- people to say. 

Py Q. Ana I think some of us are very much concerned about what future 
_ sacrifices are going to be involved unless we can improve the system. That is. 
my concern.—A. Improve the system of production? 

. (J. Improve the system of public finance. We are not dealing with, and I 
‘do not want to get into, the realm of non-monetary factors here because I 
think that this is essentially an investigation of what we can do through the 
_ Bank of Canada, and not what might be done by governmental policy in other 
 directions?—A. Yes. 

hs Q. You see what we thought we had in 1935—at least what I thought we 
_had—was a new programme in public finance that was going to relieve to some 
extent the problem on governmental finance?—-A. It has, of course. 

r. Q. Yes. Well, now, of course I will just take the expenditures of the 
Dominion Government during the years 1934, 1935 and 1936 and three com- 
parable years when the new policy should be well in weigh, namely, 1938 and 
1939-— 

Hon. Mr. Stevens: 1937? 


By Mr. McGeer: 

j Q. 1938, 1939 and 1940. We have the estimates now. Now in 1934 it 
Was $350-8 millions?—A. Ah, yes. 

_ Q. The expenditures of the government of Canada?—A. The ordinary 
expenditures? 

Q. Yes. 1935, $357 million; 1936, $370 million, or a total of $1,077,000,000. 
dn 1938 it was $510 million; 1989, $497 million; 1940, 488 million, or a total of 

1,495,000,000.—A. I think that those figures are, perhaps, not quite right. 
@. Would you check them?—A. In the first instance, in 1934, 1985 and 
1936, you are referring to ordinary expenditures not including unemployment, 
gricultural relief and C.N.R. deficits or certain other things. So far as I can 
e, in the later years you are referring to revenues. 
-79084—33 
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Q. I may have made a mistake on that. Would you mind giving me the 
figures for 1935 of ordinary expenditures including total expenditures?—A. Per- 
haps total expenditures would be best: in 1934, $455 million; 1935, $476 million; 
1936, $507 million. That figure, I might mention, does not include a charge for 
wheat losses made in that year. 1937, $511 million; 1938, $531 million; 1939, 
preliminary, $528 million; 1940, estimate, $579 million. 

Q. That gives two totals of—well it does not make the ultimate result very 
much different. You have an increase in the last three years of expenditures of 
government of $200 million—A. In the last three years as compared with—? — 

Q. 1934 to 1936, I make it $1,438,000,000; 1938 to 1940 it is $1,638,000,000. 
-—-A. Yes. 

Q. So, we have an increase in the expenditure of $200 million.—A. Yes. 

Q. Or an average of 60 odd million a year on increased burden of taxation? 
—A. How much of that figure in expenditure is represented—what I am getting” 
at is the effect of the deficit in the earlier years as compared with the deficit 
in later years—the best way would, perhaps, be to take the revenue figures for 
those years. | 

Mr. Krntey: Take the revenue out of the Post Office Department. There 
are a lot of revenue producing departments. : 

Mr. Towers: Yes. I will give the revenue in those two groups in a moment. 

Mr. Jaques: Could I clear up one particular point raised by Mr. Cleaver? 

The Cuamman: Just wait until Mr. Towers has made this calculation. 


Mr. Towers: These are the revenue figures for years 1934 to 1936 inclusive, 
$1,054,000,000; for the years 1938-1940 inclusive, $1,496,000,000, or an increase 
of $242 million—excuse me, I am wrong, an increase of $442 million. | 


By Mr. McGeer: 
Q. And the bulk of that increase came from income tax and sales tax?— 
A. Yes. . . | 
Q. And not from the revenue producing public. services?—A. No. | 
Q. So that what we have got, in actual expenditures, during the three 
years when the Bank of Canada was in full swing and in the three years when) 
it was starting—we have got an increase in public spending of $200 million and 
an increase in public revenues of $442 million?—A. Yes. | 
Q. Definitely indicating that the cost of government has substantially 
increased rather than declined?—A. That the government 3s spending more. 
That is what the figures show. : | 
Q. Well, the cost of government—that is true?—A. Yes. | 
Q. So that in that regard the Bank of Canada has not been of much assist- 
ance to the dominion?—A. The Bank of Canada, of course, does not make up 
the annual budget. © | | 
Q. Now, the next point, Mr. Towers, I would like to draw your attention 
to——A. Perhaps I should point out this: apart from the increase in the rate: 
of sales tax, the increased revenues from both income and sales tax do naturally 
reflect a higher income, a greater volume of activity in the country as a whole. © 
Q. And also you would agree there were other factors in it contributing to 
the increase in the volume of business in Canada quite apart from the Bank of 
Canada activities?—A. Gracious, I make no claims in regard to the Bank of 
Canada activities. : 
Q. For instance, I can draw three things to mind: one, the Roosevelt price 
of gold which has had a tremendous effect on stimulating not only gold mining 
-activitity but mining activity generally in Canada. Although we followed that 
price of gold, that price was fixed by the Roosevelt administration; you would 
agree with that, would you not?—A. Yes. ! 
Q. And that has had a tremendous influence in improving general conditions 
in Canada as well as mining conditions?—A. Yes. | . 
[Mr. Graham Ford Towers. ] 
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Q. Because gold securities and the other securities of mining affected by 
the increase in price of gold have permeated throughout the whole credit struc- 
“ture of, we will say, Toronto and to some extent Ontario and to some extent 
_the Dominion of Canada?—A. I do not quite follow the implication there, but 
certainly I would agree that the development of gold mining and the profits 
| earned were a material influence—very. 

Vd @. And gold securities with rising productions have been good securities 
in the credit structure?—A. They have made profits for people. They do not 
“enter into the credit structure to any extent. 

i Q. Ii I have got gold mining stock I can get credit from the bank?—A. Yes; 
it seems that people do not want it to any extent, so the amount of loans is small. 
| Q. The other factor is that the inflationary program of the Roosevelt 
_administration has established a market for Canadian pulp and paper.—A. The! 
prosperity of Canada, of course, is materially affected by the prosperity of the | 
“United States, which is one of the reasons why conditions here were somewhat | 
better in 1937 than when the United States had their—shall I call it—collapse. 
There was a tremendously rapid decline in activity about the end of that year. 
j Q. We followed it?—A. Yes, we followed it. : 
‘: Q. But we got the benefit of the inflationary program of the Roosevelt 
“administration which did set up until the break came in 1937, advancing con- 
‘ditions there?—A. Whatever the reason for the improvement in the United 
“states, we benefited from the improvement. 

' Q. And in addition to that, our tourist trade figures from the United States 
‘ose as that inflationary spending program of the United States government 
carried on?—A. They rose during certain of those years, yes. 

: Q. And it is due to our gold sales and our tourist trade returns that we 
are showing a favourable balance of trade and, in turn, consistent favourable 
“balance on international payments?—A. I would not like to earmark any two 
‘things in our total exports as the ones which are responsible for the final favour- 
able balance. 

5 Q. Nevertheless, those two items do lump out. in the total result.—A. Those 
two items are important factors. 


By Mr. Kinley: 
Q. With the United States principally?—A. Yes. 


By Mr. McGeer: 


Q. To come. back to the issue of Bank of Canada bills, there has been a 
‘decline in the issue of merchant bank bills, has there not?—A. Yes. 

—  Q. That, as you know, was heralded as a great restriction on the merchant 
banks’ powers at the time it was put in force. Probably you are not conversant 
With the political life of the country?—A. I must say I am not. 

_  Q. In any event, I can tell you as one who has been interested for a number 
of years that that was sounded out as a great reform; but we dropped the issue 
f free money on the part of the merchant banks?—A. It was not quite free. 

Q. Not quite free, but almost free—A. 1 per cent tax. 

Q. One per cent. In any event, I would like to have the privilege of issuing 
hem at 1 per cent. From 1935 at $126 million to 1939 at $90 million—A. Yes. 
Q. In fact, it had dropped less than it was necessary for the banks to drop 
t on that 5 per cent per year, hadn’t.it—dropped more?—A. Dropped more. 

Q. In other words, the merchant banks for some reason or other found it 
ecessary to utilize their privilege of printing their own merchant bank bills 
S their own money?—A. They have to keep a certain margin to make sure that 
they don’t go over the edge, so to speak. 

Q. Through that period of time, Mr. Towers, the increase in the issue of 
ank of Canada bills was greater in volume than the merchant banks’ bills 
eclined?—A. Yes. 
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policy the merchant banks had more cash in hand than they would have had > 


had they been allowed to issue their own currency and there had been no issue ~ 


: 4s 
| 


Q. So that the result was that in the operation of the Bank of Canada 


of Bank of Canada bills?—A. But their own currency never constituted cash, — 
so far as they were concerned. I thought we were speaking of cash circulation — 


in the hands of the public. 


Q. They increased more than the merchant bank bills declined?—A. Yes, — 
but what happened there is, as you know, that instead of people holding char- | 


tered bank notes they held ours. 


Q. Yes. As a matter of fact, for the purposes of general exchange, till | 
money and pocket money purposes, the Bank of Canada issued more money « 
between 1935 and 1939 than was taken out of circulation by the decrease in — 


the merchant banks’ issue under the restrictions that were imposed in the 
Bank Act of 1934?—A. That is right; and, of course, as you know, the amount 


which is in the hands of the public depends on the demand which the public 
makes to the chartered banks. That is not something which either the Bank 


of Canada or the chartered banks determine, the public determines that. 


Q. All I am suggesting to you is that the merchant banks have not suffered 


any as a result of the loss of their right to issue their own money ?—A. Well, | 


it depends on whether they make any earnings on that note issue right. If : 
they do, then their earnings are less because the amount which they have in- 
issue is less. As a matter of fact, right now the note issuing power is probably — 


not a profitable one. 


Q. Because of the fact that the Bank of Canada does it cheaper?—A. No, i 
it is because of their note issues, banks pay one per cent tax, and it also costs | 
them money for printing and distribution. At the present level of interest 


rates it is not a very profitable operation. 


By Mr. Kinley: 


Q. Is that one per cent cost of printing included in the two per cent cost that 


you gave?—-A. No. That three per cent cost that I mentioned was two per cent 


general overhead and operating cost and one per cent for interest. I looked on 


the note issue situation as something quite separate. # 


Q. Is it a big item in their economy; the interest on loan notes?—A. Well, 
the tax is one per cent; what the cost of printing and shipping it out to the. 


various branches is I am not quite sure, but it is something of the order of 


three-quarters of one per cent perhaps. 
Hon. Mr. Stevens: That much? 
Mr. Towers: Yes. 
Hon. Mr. Stevens: Oh, I don’t think so. 
Mr. Towers: I would think so—five-eighths at the best. 
Hon. Mr. Srevens: That is rather surprising. 
Mr. Towers: It costs us that, about five-eighths. 


By Mr. Kinley: 


Q. Would you not think the tax on bank notes was an item ‘in cost? —As 
Absolutely. 

Q. Why didn’t you include it in your three per cent when you said theill 
cost of doing business was roughly three per cent?—-A. Well, my estimates were: 
of a very general character and I really could not tell you whether in the 
amount I excluded one per cent tax on their notes in circulation of whether 
just lumped that into their general cost. But just considering the note issuing 
authority as a thing by itself, and applying only the cost that arises from that 
operation, I should say the cost was about one and five-eighths or one and three- 
quarters, without including any general charge for overhead. 

[Mr. Graham Ford Towers.] 
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| Q. Would you like to amend that. cost for doing business for the banks and 
include all their costs?—A. I haven’t got any figures to show. I am just making 
@ guess. 


By Mr. McGeer: 


Q. Now, Mr. Towers, I want to deal with some problems of inflation: I 
think you told us before it is very difficult to tell when inflationary conditions 
_ were commencing or what would actually produce inflation. I am going to give 
_ you the figures of the increase in the Canadian bank deposits :— 


Year Amount 


Increase of 1934 over 1933, 25 million 
Increase of 1985 over 1934, 138 million 
Increase of 1936 over 1935, 141 million 
Increase of 1937 over 1936, 137 million 
Increase of 1938 over 1937, 67 million 


_ Or a total of 508 millions of dollars between 1934 and 1938, or an average of 

$101,600,000 a year. Now, that expansion of bank deposit money in Canada 

_ did not indicate any inflationary condition, did it?—-A. Under the circumstances 

_ under which it took place, that is the business circumstances, it has not pro- 
- duced any inflation. 


Q. As a matter of fact, notwithstanding that expansion of bank deposit 
money a deflationary condition still exists in the Dominion of Canada?—A. 
_ Probably a little less so than in 1934, but if you mean continuing low level of 
prices, yes. 


Q. Now, in a recent statement of the Midland bank they gave, I think, 


some standards of signs of inflation. This is the latest issue of the Midland 
bank monthly review, April and May, 1939, and it says:— 


So. far, however, there are no signs of inflation, present or imme- 
diately pending: Prices, whether of raw materials or finished goods, are 
not rising, nor is there evidence of any widespread pressure on supplies; 
no shortage of labour has appeared, except perhaps in a few highly 
specialized branches the demand for which has greatly increased; more- 
over, as we have shown, the balance of payments, a deterioration of 
which is an inescapable accompaniment of inflation, has become stronger 
in the past half year. 


Would you say similar conditions to those obtain in Canada?—A. Yes. 

Q. That is, we have no sign of prices rising for raw materials or finished 
goods, or pressure on supplies; no shortage of labour has appeared and our 
balances on commitments are still in a healthy condition?—A. Yes. 

Q. So that with the increase of 500 million of bank deposit money we have 
not had any inflationary result?—A. No. We have not. The circumstances 
of the time have not encouraged it. 

Q. All right, now— —A. The potentialities of inflation under appropriate 
circumstances have increased. That is something for the future to determine. 
Q. Well, we are a long ways from getting our prices up or from getting our 
labour markets balanced?—A. That is right. 

Q. And we have still got a long ways to go?—A. That is right. ; 

J @. And certainly we could engage in a considerable volume of public 

expenditure yet before inflationary conditions are likely to develop, could we 

~not?—A. With reference to the volume of public expenditure, of course, the 
‘Monetary effect of that will naturally be determined by the why in which the 
expenditure is financed. 
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Q. England is now facing probably one of the most serious public expendi- 
ture obligations that country has ever faced in peace times, is it not?—A. I 
believe so. 

Q. Yet authorities are indicating that the expenditure by borrowing is 
going to improve rather than destroy or disrupt business in the old country?— 
A. At certain costs. 1 think that they are already commencing to think of the 
necessity by taxation or other measures—naturally I am not speaking for the 
United Kingdom government, I am talking about the people in England—of 
reducing consumption by the people in order to leave more things free for the 
armament effort. I think they also realize that because of this armament 


effort it is likely that they will be living on some of their foreign capital assets. : 


Q. Let me quote to you, if I may, just to follow this up—— 


Cby Mer Quelch: 
Q. Will they not be increasing consumption? 


By Mr. McGeer: 
Q. I should like to put this on the record, if I may. 
This is a statement made by Reginald McKenna, on February 11, 1939. 
Do you know of any. man who is more conversant with public and banking 
finance than Reginald McKenna in England to-day?—A. I think it would be 
wrong for me to express any opinions favourable or unfavourable in respect 
to any names. 


(. He was the British war time Chancellor of the Exchequer?—A. For 


some time, yes. 


@. He went through the experience of modifying, changing and expanding — 


the monetary system to finance the last war?—A. Yes. 

Q. And since that time has been engaged in merchant banking in Eng- 
land?—A. Certainly his experience has been great and wide. 

Q. In the two great fields of finance, namely, public finance and that of 
private finance in the merchant banking system?—A. Yes. 


(). In the light of experience his opinion ought to be worth something?— — 


A. Certainly. 
Q. This is what he says with reference to the very thing you dealt with 
a moment ago: 


The problem of the proper use to be made of the nation’s savings 
presents at the moment no difficulties fos us; it is solved by the fact 
that the government has come into the market as a borrower on a 
large scale. The great additional expenditure on armaments has to be 
met, and the question of ways and means is gravely exercising the minds 


of all engaged in commerce and industry, no less than the mind of the — 
Chancellor of the Exchequer. We shall agree that the method we want. 
to see adopted 1s the one which in the long run will be best for the 
country. I remember that, when in 1915 it was my lot to go to the © 


Exchequer, one of my first duties was to receive_a very important 
deputation of bankers and merchants of the city of London who came to 
press upon me the need for an increase of taxation. I was fully in 
accord with their opinion, and in the autumn of that year introduced a 
second budget increasing taxation heavily. I mention this to show that 


the spirit of sacrifice is not wanting in our people when an emergency © 


clearly confronts them. The willingness to do the right thing is not in 


question; the problem is how to raise the requisite resources without _ 


injury to our total national production. 


The choice lies between additional taxation, borrowing, or something 
of each. «If labour to-day were in full employment I should, for my 
part, unhesitatingly lay the emphasis on taxation. But when there is @ 
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very considerable unemployment, questions arise which may lead to a 
different conclusion. New taxation disturbs industry for the time being 
by reducing the demand for goods of widespread consumption, or iat any 
‘rate by creating a belief that there will be such a reduction in the near 
future. Orders are withheld and employment is consequently diminished. 
In a condition of full employment the labour so displaced might readily 
be absorbed, but when we have already nearly two million people unem- 
ployed we must be careful not to add to their number. The additional 
expenditure by the government ought if possible to be so directed as 
to bring into productive activity men and women who are now out of 
employment. Taxation will not help in this respect; borrowing, on the 
other hand, under existing conditions will stimulate employment, and as 
the demand for labour grows industrialists will be forced ultimately to 
draw from the pool of unemployed. The limit to this policy is obviously 
reached when all labour employable iat a profit at the current rate of 
wages is fully engaged, but we are a long way from that condition at 
the present time. 


A. Since he wrote that, of course, the Chancellor of the Exchequer has 
' announced his budget, and as I recall it the increases in taxation were rela- 
tively moderate; therefore they are going to finance most of the increased 
expenditure by. borrowing. 3 
Q. As a matter of fact, since that statement was written the expendi- 
tures on armaments have been increased enormously?—A. The plans have 
probably been stepped up still further, as you say. 
Q. So that we have the considered opinion of Reginald McKenna, in 
_ February of 1939, being followed by the Chancellor of the British Exchequer 
in May of 1939, and that policy is a policy of borrowing to provide the 
_ means of public expenditure to increase employment in Great Britain?— 
_ A. To provide armaments. | 
4 Q. In the production of armaments to increase the volume of employ- 
ment there?—A. It will have that effect, undoubtedly. 
: Mr. Kinuey: The country must be wealthy enough to stand it. It 
- depends on the country’s wealth. | 


: Mr. McGerr: This country, proportionately, is wealthier, in my opinion, 
than England. 

: Mr. Kinuey: Oh, well. 

i Mr. McGrrr: Those are facts that we can ascertain. 

i 


By Mr. Jaques: 


Q. Is not that increased taxation necessary to repay the banks which 
‘ are financing the rearmament program.—A. The banks are not financing the 
rearmament program, the citizens of the country are. 
. Q. I do not think they were before—A. If you can prove to me that 
they were not Mr. Jaques, I will take it back. 

Q. Where were the savings before?—A. The savings accumulate each 
year, do they not? 
Q. What in?—A. In a surplus of goods over those which are consumed, 
\ not money. 
Sy. 
‘ 
: 
a 


Q. They accumulate in securities and— —A. No; the annual production. 


By Mr. McGeer: . 
Q. In April and May, 1939, the Midland Bank has this to say about 
financing these loans and maintaining an easy-money policy. They seem 
to challenge the continuation of an easy-money policy in Great Britain —A. 
You mean they are against it? 
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Q. No, they say it should be continued—A. Yes. 

@. As a means of aiding the government to get the funds-necessary for 
financing this armament program at the lowest possible interest rate—A. In 
other words, they recommend that England should do what we have been 
doing for about ten years. 


By Mr. Kinley: 
Q. Since 1930, at least?—-A. Yes. 


By Mr. Jaques: 


Q. Did they finance the war through savings?—A. Yes. 

Q. As to two-fifths; three-fifths?—A. I beg your pardon? 

Q. As to two-fifths; as to three-fifths, by bank expansion of credit?— 
A. That involved the use of the people’s savings through changing the value 
of the currency, speaking now of the effect on individuals. So far as the 
country as a whole was concerned, as you can readily realize, the entire 
costs of the war, except those which were borrowed from abroad, were pro- 
vided from the actual production of the country. Nothing else is possible. 
You cannot borrow in 1918 the shells of 1940. | 

Q. That is true. The point is that without the creation of credit in the 
first place the shells never would have come into existence.—A. That was one 
means of taxing the people in a certain way. | 

Q. That was practically the whole means—A. It was one means of securing 
it from individuals. Speaking of the country as a whole, of course, the costs 
of the war, except for borrowings from abroad, were paid from the production 
of the country. 

(. You mean the real costs. I am speaking of the financing costs—A. The 
question of distribution of the burden amongst the people is another thing. 


Mr. Lanperyovu: ’ Expansion of credit is what he is trying to get at. 


By Mr. Jaques: 


Q. The financing of the war and of these enormous armaments is done by 
the bank expansion of credit. I do not think there is any argument about that. 
A. No. During the war there was a considerable expansion of credit which did 
produce inflation. This is a question of a certain method of financing, the 
importance of which is its effect of distributing the cost among the people. At 
the present time—I should not say at the present time, but I should say for 
Some years past, there has been no particularly large expansion of credit in 
England. Whether or not there will be, as a result of this greater armament 
financing I do not know. That is a point, as a matter of fact, which will come 
into what Mr. McGeer has to say. ; 

@. The deposits increased three times over during the war. 


By Mr. Landeryou: 


Q. Having regard to financing the war as far as Canada is concerned, was 
it financed by using the savings of the people that were in existence in the year 
1914?—A. That is not the way you get along. You use the annual production. 
To the extent that those savings were represented by farms, by plant and 
machinery, yes; in that sense you do use the past savings represented by those 
physical assets which enable you to produce a larger amount than you otherwise 
would be able to produce. 

Q. Let us take a specific expenditure on the part of the government. When 
they purchased shoes, we will say, for the soldiers that went overseas, did they 
borrow the savings of the people to make those purchases or how did they do 
it?—A. Yes; in general. 

[Mr. Graham Ford Towers.] 
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By Mr. Quelch: 

_ _Q. What happened was that there was a large expansion of bank credit 
which resulted in a large expansion of deposits. Expansion of credit came first. 
—A. The expansion of bank credit came, as I recall it, without having the figures 
before me, fairly early. The impact of the war on our industrial and economic 
life came very soon after the commencement of the war. The increased volume 
of production resulted in an ability to save and to provide the supplies of 
materials necessary for the prosecution of the war. 


By Mr. Landeryou: 


Q. How did the increase in bank deposits come around? In 1914 there 
was one billion, two or three hundred million—I forget the total amount now. 
But there was an increase of nearly 100 per cent in bank deposits from 1914 to 
1918 or 1919?—A. Yes. 

Q. How did that increase come around in the savings of the people?—A. I 
would have to look at the figures to see where the main expansion took place, 
whether it was in banking investments ‘or bank loans. I have forgotten. You 
can assume, however, that it was the sum total of those two. 


Mr. McGeer: A combination of both. 


iq 


By Mr. Landeryou: 
Q. A combination of both; a combination of investments in covernment 
securities and loans?—A. Yes. 
(. But mostly government securities. 
Mr. McGrrr: In any event, if we can get on with this, I should like to do ~ 
so. It is getting close to six o’clock. 
: - The CuarrmMan: Order, order. Let Mr. McGeer finish. 


By Mr. McGeer: 3 


Q. Apparently in the mind of McKenna there is going to be no difficulty 
in financing the defence program of Great Britain to-day?—-A. I should not 
think there would be. 

Q. You would not think there would be?—A. No. 

Q. But he is a little perturbed as to whether or not they are going to change 
from an easy-money policy and start a more costly money policy. You are 
aware of that situation?—A. I have not read that statement there. 

Q. I should be glad to draw it to your attention—-A. But I have heard 
about it. 

Mr. Krnury: Whether they should borrow or pay cash. 

, Mr. McGzsr: No; that is not the point I am dealing with. If you will 
‘just listen— 
Mr. Kintey: I am listening. 


‘ Mr. McGeer: I do not want to be controversial. I am merely dealing 
_ with the facts as McKenna puts them forward, not as I present them. 


i 
; Mr. Kinutey: Whether they should borrow the money or tax the people. 


Mr. McGrrr: That is not the point I am dealing with at the moment, 
because we have already— 


; 7 Mr. Krnuey: They are both orthodox, as you say. 


Mr. McGerr: I think we did deal with that a moment ago when I asked 
the governor if the policy advocated by McKenna, in the light of the unem- 
ployment conditions which existed in England, would not be taxation but 
borrowing; and as he said, that was the policy advocated by McKenna, and is 
the policy being put into effect in the main by the chancellor of the British 
exchequer in the present budget. 
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Mr. Kinury: A little of both. 

Mr. McGerrr: Some of both, but mostly borrowing. 

Mr. Krnuey: If the country can stand it, all right. 

Mr. McGerer: All right. Here is McKenna’s statement:— 


The exhaustion of the supply of possible good reasons for a restrictive 
monetary policy leaves us with only a bad one. The conclusion is 
inescapable that policy has been allowed to be dragged at the heels of 
spontaneous events. These events have followed the line that long ago 
became traditional in times of unsettlement—an increasing emphasis by 
individuals, financial institutions and business undertakings generally 
upon the virtue of liquidity; a presumption, perhaps not fully justified, 
that if war comes it must infallibly be accompanied by much higher 
interest rates; a consequent rise in rates of interest on the money market 
and a fall in values of investments, which may be more “precautionary,” 
or nominal, than the result of actual sales. So far as can be seen, the 
authorities have done little to counteract this course of events, notwith- 
standing the great, direct and immediate interest the government has in 
maintaining strong conditions in the gilt-edged market and a low level of 
interest rates for all kinds of borrowing to which it is likely to resort. On 
the contrary, the more or less passive attitude adopted until February has 
been followed, inexplicably, by steps in the contrary direction of 
deflation. ; 


Then he goes on to say:— 


It may indeed be hoped, since it is so difficult to “rationalize” this 
action following inaction, that it will prove to have been nothing more 
than another temporary aberration from the course of wisdom and self- 
interest. To make this interpretation convincing, the immediate and 
basic necessity is a full restoration of the cash basis for the banking 
system. This would make it possible, first, for the banks to take up a 
share of the expanding volume of treasury bills, and would tend towards 
a resumption of the low rates of discount, thereon, which in past years 
have been so helpful to the government’s finances. 


By Mr. McGeer: 


@. Do you agree that this is the policy that you are following in Canada? 
—A. You mean that the policy is easy? 

Q. You said a moment ago that McKenna was advocating that the British 
government do what you had been doing here for the last five years?—A. I 
assumed that he was going to. In other words, he is suggesting an increase in 
the cash base, which has been taking place pretty steadily in Canada as we 
mentioned not long ago. i . 

Q. If that is persisted in, and if treasury bills are issued and cash is 


supplied to the banks, the banks can finance government borrowings at low — 


rates of interest and can influence that rate?—A. That is the case. 

Q. That is the case?—A. Yes. 

Q. Then would you tell me why——A. May I say this: In England during 
the last four years more or less, the banks’ security portfolios have not been 
increasing. I am a little uncertain about my time there. I will check that up in 
a moment. So that England has not for quite some years been following the 
policy that we have. 

Q. I see. That is, you say that your proportionate increase of securities 
held by the banks is larger?—A. Than England? 

Q. Than the securities held by the British banks.—A. Yes. 

[Mr. Graham Ford Towers.] 
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Q. How much higher?—A. I have just got a graph here which does not lend 
itself to explanation. I notice that in 1934, in December, the securities held by 
the commercial banks in the United Kingdom were £594,000,000; that at the 
latest figure here of February, 1939, they were £617,000,000, an increase of 
£23,000,000 or about 4 per cent. | 


Q. There are other investments of savings, like the post office savings 
bank?—A. Yes. 

@. And several other forms of accumulated savings?—A. Yes. 3 

@. Which are not included in that figure in the Old Country, are there 
not?—A. That is right. 

Q. So that if we got the total of the investors of accumulated savings in 
England we would have nearer to the figure relative to our own?—-A. T hat is 
correct. Of course, you must remember one major difference. The English 
budget has been balanced for a period of years, ours has not. 

Q. With drastic taxation—A. In England? 

Q. In England—A. That is right. 

Q. Much more drastic than ours. 

Mr. Kinuey: And by borrowing. 


Mr. Towrrs: And their budget has been balanced without really any 
particular occasion to borrow new money, as a matter of fact, until this arma- 
ment program came on. 


Mr. Krnuey: That is what I meant. 


By Mr. McGeer: 


Q. Now, as a matter of fact the policy in England to-day is such that they 
are converting this defence crisis into a re-armament program which involves 
large expenditures of public money, which, in turn, is looked upon as the means 
of rehabilitating employment and business generally in England?—A. I would 
put it this way, that they are forced into the re-armament program and they © 
do expect that the effects on business will be thus and so. 


Mr. Kinury: By the people putting their savings back into the pool. 


By Mr. McGeer: 


Q. So we come to the present, and so far as war is concerned, to defend the 
integrity of the nation there will be no difficulty in raising the means of financing 
whatever those requirements may be?—A. The limit of the possibilities depends 
on men and materials. 

Q. Men and materials, and where you have an abundance of men and 
materials you have no difficulty, under our present banking system, in putting 
. forth the medium of exchange that is necessary to put the men and materials to 
work in the defence of the realm.—A. ‘That is right. 

Q. Well, then, why is it, where we have a problem of internal deterioration, 
that we cannot use the same technique to put men and materials together to 
improve the general wealth of the dominion and the employment of the unem- 
ployed in the dominion in what are just as essential in my opinion as the defence 
works, namely peace time developments?—A. That is certainly not a question 
which should be answered extemporanedusly, and as you know, we have tried 
to express whatever views we could in regard to the possibilities and limitations’ 
of such proposals in various sections of the record. 

Q. Well, in any event, you will agree with me on this, that so long as the 
investment of public funds is confined to something that improves the economic 
life of the nation, that that will not of itself produce inflationary conditions?— 
A. Yes, I agree with that, but I shall make one further qualification, that the 
investments thus made shall be at least as productive as some alternative uses 
to which the money would otherwise have been put— 
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Q. Let me put this to you: Do you know of anything less likely to produce 
itself than an investment in armaments?—A. Less likely? I think I would agree 
with that. There are other things. which are completely useless, as armaments 
are, except in the event of war. 

And as a matter of fact, from a reproductive point of view, the only virtue 
in an armament program—that is looking at it not from the defence point 
of view but from the economic point of view—is distribution of wages and 
moneys for the materials which are involved in the development.—A. you say 
the main effect— 


Q. I say the only real virtue, looking at it from an economic point of view, 
is in the distribution of wages and the moneys that are used for the purchase 
of the materials which are involved in the development.—A. One could wish 
that circumstances were such that they might have been spent on something 
else. 


Q. Now, you know W. A. Shaw?—A. I seem to recall the name. 


Q. He has a passage on the effect of the increase of money on prices, and 
what he suggests—I am quoting from his book “Currency, Credit and the Ex- 
changes”, by William A. Shaw. He is the editor of “Calendar of Treasury Books 
and Papers”. He disputes the fact that the issue of money in England caused a 
rise in prices and says this— —A. During what period? 

Q. 1914 to 1926. This is what he says: 


During the period here treated of, 1914-26, there were only three 
countries in the world which employed monetary systems which were 
automatically self-expanding and self-contracting. Those countries were 
Great Britain, the United States and Egypt, and in these three countries 
it will be found that the movement of prices was practically indentical and 
represented the influence or the results of world war conditions, and, 
further, that the increase of prices preceded and was therefore responsible 
for the increase in the currency, not the reverse. 


Then later on he says: 


In plainest terms, therefore, the quantity theory of money and the pur- 
chasing power parity theory are both simple statements of a condition 
of things which prevails only where the currency is manipulated or con- 
trolled; neither of them has any applicability whatever to the present cur- 
rency system of Great Britain, and hardly applicability to that of the 
United States, by reason of the element of elasticity in the currency of the 
States. This accounts for the almost complete disregard which all Ameri- 
can economists have for the quantity theory. 


A. He makes statements, but he does not give reasons. I can, of course, get our 
research department to produce eight or nine authors who take the opposite 
view. 3 

Q. Would not you agree that this was a possibility, that both the increase | 
in prices and the increase in the volume of currency resulting during the war — 
period were two conditions which developed as a result of war conditions, and that _ 
they were not of themselves responsible for the other?—A. For the inflation. 


Q. Yes——A. No; I think they were responsible for the inflation. One might : 
say that under war conditions countries which are in a hurry and in a fix, do not — 
choose carefully their method of financing. : 


Q. As a matter of fact, in all war periods we have ever had a distinct condi- 
tion such as McKenna is fearful of now in which the opportunity to exploit the 
price level has been taken advantage of —A. And it has been assisted by govern- 
ments through their methods of financing. 

{Mr. Graham Ford Towers. ] 


Ps. 
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Mr. McGrgr: And one of the most vicious instances of that aid by govern- 
_ ment in the exploitation of prices, was in the issue of 54 per cent tax-free bonds ° 
during the last war. You will agree with that? 


The Cuairman: Gentlemen, it is 6 o’clock. 
; 
; 
| 
+ 


Mr. Towers: I was not in Canada at that time. — 


By Mr. McGeer: 


Q. Would you not agree with this, that we have a much better control over 
_ our monetary system today and that in the event of an emergency or war we are 
going to be able to finance at a much lower rate of interest than we did in the 

_ past’?—A. I would hope so. 

Q. Don’t you think you have that control?—-A. It must, perhaps, in a case 
like that, extend right through the picture. 

Q. Of course, what I fear is this: I fear the armament bill that has been 
passed in this house in which we have fixed a rate of interest at 3 per cent, is 
going to be a disastrous cost to this country for any armament program of any 
size because of that fact, and what I am suggesting to you, and I should like 
to go back to it a little later on, is this: McKenna suggests that through the 
proper exercise of control of currency and credit, the rate of interest could be 
kept at a much lower rate. Do you agree with that?—A. I should think it 
_ probably could. What I meant there by questioning your control was this: 

you must not only concentrate on the rate of interest on government bonds i/ 
_ you want to impose the cost of the war as fairly as possible, you must go right 

through the picture and ask the people, or force the people to make sacrifices, 
_ all through the piece, not only in respect of interest rates on government bonds. 
_ That is the answer there. 

Q. You quite agree that it is undemocratic in a time of national danger 
for only one group to be sacrificing everything and for another group to be’ 
making money at the same time?—A. That is just what I have said. 

Q. I think that through the Bank of Canada, if we exercise— 

Mr. Tucker: Mr. Chairman, before we go I wish to say that we might 
_ carry on for many days along the line upon which we are proceeding now, but 
I am wondering if we could not begin to consider and discuss a report to be 
_ presented to the house. 

The Cuairman: There are a number of men who wish to examine the 
governor before we come to our report. We can hardly wash them out. 
Mr. Tucker: They should have come in before this. 
The CuarrmMan: They have asked to come in but they have not had an 
_ opportunity. 
| Mr. Lanperyou: We cannot shut them out because some of them have 
not had an opportunity. 
Mr. Tucker: If we are going to take the attitude that Mr. McGeer will 
carry on along these lines and if we are not going to start considering our 
report until a lot of people ask a lot more questions we will never get a report 
Into the house. Parliament is not going to sit indefinitely. 
The Cuarrman: There were two gentlemen who gave up in order that 
Mr. McGeer could proceed to-day. 


| Mr. Tucker: I think if those gentlemen wanted to ask questions they 
should have held to their right to ask them. For my part I think we should 
endeavour to get a recommendation before parliament. 
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The committee adjourned to meet on Wednesday, May 17, at 11.15 a.m. 
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MINUTES OF PROCEEDINGS 


Wepnespay, May 17, 1939. 


The Standing Committee on Banking and Commerce met at 11.15 a.m., the 
Chairman, Mr. Moore, presiding. 


7 Members present: Messrs. Baker, Clark (York-Sunbury), Cleaver, Cold- 
well, Deachman, Donnelly, J aques, Kinley, Landeryou, Leduc, Macdonald 
_ (Brantford. City), McGeer, McPhee, Moore, Quelch, Ross (Middlesex-East), 
' Ross (St. Paul’s), Stevens, Taylor (Nanaimo), Vien, Ward. 
In attendance: Mr. Graham Ford Towers, Governor of the Bank of Canada. 
Examination of Mr. Towers was continued. 
During the course of the proceedings, Mr. Kinley submitted a One Dollar 


[Prosperity Certificate issued by the Government of the Province of Alberta, 
dated August 5, 1936. | 


Ordered that a copy of the said certificate be incorporated in the evidence. 


At 1 o’clock the Committee adjourned until 4 p.m. 


AFTERNOON SITTING | 
The Committee resumed at 4 o’clock. 
Members present: Messrs. Baker, Clark (York-Sunbury), Cleaver, Cold- 


well, Deachman, Howard, Jaques, Kinley, Landeryou, Leduc, Moore, Quelch 
Ross (St. Paul’s), Stevens. 


) 


After further examination of Mr. Towers, the Committee adjourned at 
6 o'clock p.m., to the call of the Chair. 


R. ARSENAULT, 
Clerk of the Committee. 
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MINUTES OF EVIDENCE 


House or Commons, Room 277, 
May 17, 1939. 


The Standing Committee on Banking and Commerce met at 11 a.m. The 
Chairman, Mr. W. H. Moore, presided. 


The CuatirMAN: We have a quorum now, gentlemen. 


In attendance: Mr. Granam Forp Towrrs, Governor of the Bank of 
Canada. | 

Mr. Lanperyou: Mr. Towers, have you answered the question I asked you 
some time ago? I was unable to attend two or three meetings of the committee 
because I was in the house. 

Mr. Towers: Was that the question where you said: “I should like to 
know what effect that has had upon the prices secured by primary pro- 
marcers 2022 

Mr. Lanpreryov: Yes, and on employment and the general well-being of the 
country. 

Mr. Towers: Yes. In reply to that question I do not think I can add any- 
thing to what is already on the record. The general effect of the internal policy 
of “easy money” is quite apparent. Purchasing of securities by banks has been 
an important factor in the decline of high grade interest rates to record low 
levels. Because of the low level of yields on securities, banks have desired 
to expand commercial loans, which are their most lucrative earning assets, 
ensuring loan accommodation for sound borrowers. Finally the result has been | 
to give Canadians some $564,000,000 of additional money to use as they see. 
fit. Monetary policy has been only one of many factors influencing specific 
items such as prices and wages, and it is impossible for me to estimate the effect 
due to monetary policy. 

Mr. Criraver: While we are waiting, I wonder if Mr. Towers would explain 
once again for me— 

The CHatrMAN: If you stand up, Mr. Cleaver, you will be properly reported. 
I am afraid you won’t be if you sit down. 


By Mr. Cleaver: 
Q. Would you explain once again the expansion which takes place when 
the Bank of Canada purchases securities? Jus take one concrete purchase and 
follow it through to its final conclusion—A. Yes. The Bank of Canada pur- 


chases $1,000,000 of a certain issue of government securities, shall we say. 


It purchases that amount from Smith & Company in Toronto, Smith & Com- 
pany being investment dealers acting for some individual who wants to sell 


- these securities. The individual who sells the securities receives our cheque on 


re 


ourselves—I pass by the question as to whether the dealers cash our cheque and 
give him their own; that does not matter. The individual receives then a 
Bank of Canada cheque which he deposits in his account with a commercial 
bank. At that point, other things being equal, the deposits of the commercial 
bank go up $1,000,000, and they having cashed the cheque or deposited it 
with us to the credit of their account their cash reserves go up $1,000,000. There 
is then a rise in their deposits of $1,000,000 on the liability side of their balance 
sheet and a rise in their assets of $1,000,000, represented by an increase in their 


balance with us. That means, of course, that at that stage their ratio of cash to 
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deposits will have increased, and it means that if they so desire and if they can. 


manage to do so, they can made additional loans and investments, enlarging 
their deposits in the process of doing so until the ratio of cash comes down 
again to the earlier figure, not by any change in the amount of the cash but by 
an increase in the amount of their deposit abilities. 

Q. Now, would you further elaborate on how they can purchase securities? 


The CuHatrman: Will you speak a little louder, pleace? 


By Mr. Cleaver: 
Q. Would you elaborate on how they can purchase securities to the extent 
of ten times that new deposit?—A. Ten times? 


Mr. Vien: Do they purchase securities? I think the question as put is 
erroneous. ‘They do not purchase securities for ten times a deposit, but they 
can create deposits for ten times their securities. 

Mr. Towers: Well, not quite. 

Mr. Vien: No? ) 

Mr. Towrrs: They have $1,000,000 additional cash through the process 
which I have just mentioned. 7 

Mr. Creaver: If it is confined to the purchase of securities, would they 
not simply purchase $1,000,000— 

‘Mr. Vien: Just a minute. We do not hear anything. 

The Cuarrman: We cannot hear, Mr. Cleaver. 


Mr. Vien: We have not heard the question so we will not understand the 
answer. 


Mr. Cieaver: Mr. McGeer is here now and I shall be glad to finish my 
question later. 


Mr. Vien: I would suggest that the question should be finished now for 
the record. : 


By Mr. Cleaver: 


@. I shall repeat my question for the other members of the committee. My 
question was this: If as to this $1,000,000 transaction we are discussing, the 
bank on receiving a deposit of $1,000,000 should decide simply to purchase 
securities, no loans being available to them, would they not purchase simply 
$1,000,000 worth of securities and let it go at that, and that ends the incident? 
—A. No, unless they were going to allow their cash ratio to ‘remain higher 
than it had been before. Perhaps an illustration based on figures would be 
the easiest, and I will mention— 

Q. May I indicate just one more question? If they invest the entire million 
dollars in securities they must pay cash for these securities?—A. Yes, that 
is absolutely correct so far as the individual bank is concerned. 

@. I should like to confine it to one individual bank and one individual 
group of transactions, so as to clarify the matter as far as possible in my own 
mind—A. Yes. In the case of the individual bank which had received through 
a client an additional deposit of say $1,000,000 through that client depositing 
a cheque on the Bank of Canada, the individual bank’s deposits would have 
gone up $1,000,000 and its cash would have gone up $1,000,000. If they then 
turned around and purchased some securities, and purchased them from some- 
one who was a client of another bank— 


Q. Let us keep to the one bank’s transactions, if we may—A. That I am 


doing. 
Q. On that transaction the $1,000,000 is received and deposited in one 

individual bank. The bank sets aside 10 per cent of that as its proper reserve 

fund, and buys $900,000 worth of securities ——A. Yes. 
[Mr. Graham Ford Towers.] 
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___Q. Now, so far as that bank is concerned, the transaction is closed, is it 
-not?—A. Assuming that the securities which it has purchased have come from 
spate who is a client of another bank, so that the bank loses the $900,000 
in cash. 

| Q. So far as that one bank is concerned the question is closed?—A. It is 
through, yes. | 

| Mr. McGeerr: No. 


By Mr. Cleaver: 


Q. That is, the $900,000 worth of securities which the bank purchased on 
that transaction obviously have been purchased from someone holding these 
securities?—A. Yes. 

@. And in order to clarify the matter we are assuming that the party 
holding these securities is not a customer of the Royal Bank?—A. Yes. 

Q. That party, first of all, being a customer of the Bank of Montreal, 
receives $900,000 in cash.—A. Yes. 

Q. And he in turn deposits $900,000 with the Bank of Montreal?—A. Yes. 

Q. And the Bank of Montreal take off 10 per cent— —A. Yes. 

Q. —for reserves, and they re-invest $810,000?—A. Yes. 

Q. In securities; and the transaction keeps on rotating through the bank- 
ing system until the 10 per cent reserves have entirely exhausted the fund?— 
A. Yes. 

Mr. Krnuey: He must go to the clearing house. 

Mr. McGerr: That is not so. 

Mr. Towers: That is exactly the case. 


Mr. Kinutey: He must put it in the clearing house on that transaction and 
protect it with legals. 


Mr. McGrer: This assumption of Mr. Cleaver’s is on a premise— 


Mr. Vien: Mr. Chairman, could we request Mr. Towers to give the com- 
_ mittee, uninterrupted, a statement in that regard? 


Mr. Towers: That process recited by Mr. Cleaver is exactly the process 
that takes place until finally, in so far as the banking system as a whole is 
concerned, you will find that as a result of that addition of $1,000,000 cash 
to the reserves of the system, some $9,000,000 additional securities might well 
in the end be held by the system, and that the deposits have increased by 
~ $10,000,000. 
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hi By Mr. Cleaver: 
; Q. I simply asked that question to explode what to my mind is a fallacy. 
I refer to the statement that the bank immediately on receiving the cash 
_ expands its credit facilities ten times. 


Mr, Lanprryou: That is exactly what they do. 
The CHarRMAN: Order. 


| Mr. Towers: That is what I have recited in this process; over a period 
_ as it moves through one bank to another and then gradualy the reserve ratio 
falls again to the 10 per cent figure, or whatever it might be. 


7% By Mr. Landeryou: 


“ Q. But Mr. Cleaver tried to refute the statement that is made, that the 
_ banks expand on their cash reserves—A. I do not think he does. 
4 Q. That is what Mr. Cleaver said. 


Mr. Crraver: I say it is the customers who expand, not the banks. 
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By Mr. Landeryou: 

Q. Is it the customer who expands, or is it the bank?—A. The banks — 
cannot expand unless they find someone who is willing to sell securities, or 
someone who is willing to borrow money. 


By Mr. McGeer: 


Q. With the deposit of $1,000,000 cash the banking system as a whole, 
under present banking practice, is empowered to increase bank deposits on ~ 
a basis of ten to one for the purpose of making loans. We are talking about the © 
banking practice, not the legal minimum. What I said was banking practice. — 
The banks are empowered under banking practice and under our laws to — 
expand the bank deposit money which is used for the purchase of securities — 
and making loans, by nine times that is, one to ten——A. And that is the result © 
of the various transactions to which Mr. Cleaver was referring. . 

Q. What I think Mr. Cleaver has overlooked in his analysis is that one © 
bank gets a deposit of one million, and then he operates that through the — 
system as though at the same time no other bank got $1,000,000; but where 
you are operating under existing bank practices the whole theory of expanding 
on a basis of 10 to 1 is on the assumption that the banks will together move ~ 
on an expansionist or contractionist policy and by going together they balance © 
out on their clearing transactions to keep that level within the limit that can ~ 
be sustained by a 10 per cent reserve of cash?—A. That is correct, but I also — 
think that is the procedure outlined by Mr. Cleaver. 

Q. Of course, but there are other banks doing the same thing at the same ~ 
time?—A. In fact the detail of it is more accurate on the basis which Mr. — 
Cleaver mentioned because it is likely that in our open market operations the 
purchase of $1,000,000 may be confined to one bank or perhaps to two. Then — 
it is distributed in that way. ; 


Mr. DrEacHMaAN: Mr. Chairman, this committee now is following the usual — 
course which we have developed in the last few days. It starts with an exam- — 
ination by somebody and develops into an examination by Mr. McGeer. Now, 7 
we have listened to Mr. McGeer’s contentions repeatedly, time and time again. — 
He has assumed the right to arrogate to himself ‘a monopoly of the examination. — 
I am going to ask, Mr. Chairman, that you as chairman of this committee ~ 
will see that the privileges which have been extended to Mr. McGeer, far ~ 
beyond the normal limit, shall be extended to the other members of the com- — 
mittee so that we may have the pleasure of hearing some of,them. It may — 
afford us the pleasure of hearing examinations other than those conducted * 
‘by Mr. McGeer. % 

We have also had this difficulty; that we have waited time and time again, ~ 
as we might wait for the coming of the Royal Family, for Mr. McGeer to start — 
his examination. That was the case this morning. We were ready to start — 
at 11.15 and we waited five minutes for Mr. McGeer. Five minutes is not — 
much, but it has gone on so often that I ask you for a ruling. a 

Mr. Ciuaver: I must apologize to Mr. McGeer because I did not intend © 
to encroach upon his time. 

The CHatrman: I have talked to Mr. McGeer and Mr. McGeer says hee 
can complete his examination within half an hour. I suggest that we allow 
Mr. McGeer the half hour to complete his examination. 

Mr. DracHMaAN: Is that final? 


The CHAIRMAN: Proceed, Mr. McGeer. Let us not waste any time. | 
Proceed. 
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By Mr. McGeer: 

Q. Mr. Towers, in connection with the statement which you filed yesterday 
—have you a copy ‘of it before you?—A. The figures, yes, I have. 
[Mr. Graham Ford Towers.] 
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Q. Apparently it starts on March 11, 1935, to December 31, 1935, and 
I take it that the changes indicated there are the changes from that date?— 
A. Changes between those two dates. In the right hand columns you find the 
_ changes between March 11, 1935, and December 31, 1938, covering the 
total changes during that whole period. 

* Q. During that time are those the increases in the amount of cash made 
¢ available to the merchant banks?—A. The left hand column shows changes in 
our position which would have the effect of increasing bank cash. The right 
hand column shows those changes which would have the effect of decreasing 
cash. Finally, at the bottom, it shows the net result. 

@. Have you included in this statement the total amount of cash held as 
of March 11, 1935?—A. That was on the preceding statement which I gave 
you but which I had to take back to give to the reporter. | 

Q. Take the item, Dominion and Provincial Securities. The first change 
_ there indicated is 35-6 millions?—A. Yes. If you are satisfied to do so perhaps 
the best thing would be just to take the last two columns which indicate the 
- total changes to date, instead of year by year. 

@. Does his 35-6 millions in the column December 31, 1935, indicate the 
- purchase of securities by the bank?—-A. No, that indicates a sale. 


Q. Then the next column of 46 millions; what does that indicate?— 
>. A. That indicates a purchase. 

: Q. And 13 millions indicates a purchase?—A. Yes. 

iF . And 11 millions indicates a purchase?—-A. Yes, and then finally the 


: net result from March 11, 1935, to December 31, 1938, 35-6 millions indicates 
* a purchase. 

; Q. Now, that was Bank of Canada cash put into circulation by the pur- 
chase of securities?—A. Yes. 

@. Those securities were purchased in the open market, not from the 
banks?—A. They were purchased from all possible sources. Some might have 
come from banks, some from the open market. 

Q. Then the total amount of that cash, apparently, found its way into the 
possession of the merchant banks?—A. The column on the left indicates all 
the things which would tend to increase bank cash. For example, the increase 
in the gold coin and bullion. Perhaps I should remind the committee there 
that the major portion of that increase in gold coin and bullion arises from 
the re-valuation of gold which took place about July, 1935. 

@. In any event, 28-4 millions of sterling and United States dollars are 
held by the Bank of Canada?—A. Yes. 

@. That does not increase the merchant banks’ cash?—A. Yes; any increase 
in our assets will tend to increase their cash. If we buy foreign exchange, what 
we get are United States dollars or sterling which we hold in bank accounts 
abroad. What we give are cheques.on the Bank of Canada in the same way 
as we would give cheques for any other purchase, thereby increasing, other 
things being equal, the chartered banks’ cash reserves in Canada. 

@. When you take the active note circulation the changes in cash there 
are 76 million?—A. Yes. In putting that in the column headed, ‘‘ Changes which 
would have the effect of decreasing bank cash,” it is because an increase in the 
amount of notes in the hands of the public, the amount of our notes in the 
hands of the public, would, other things being equal, decrease the cash reserves 
of the chartered banks. 

@. Can you tell me how the figures in the last column are related to the 
chartered bank cash held by merchant banks, notes in tills, ete.?—A. Yes. 

Q. You have a total figure as at January, of 271 million?—A. Well, this 
~ comes to December, 1938. The figure shown in the summary is 257 million. 
= Q. $257,000,000 in what year?—A. December, 1938. 

f Q- I have $264,000,000 for that year?—A. Oh, yes; you are referring to 
the statement which shows the average on Wednesdays. 
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Q. Yes——A. If you look at the statement of the chartered banks them- 
selves, which is on another page of that summary and which shows the amount 
of cash held on the 31st of the month, you will see that that is $257,000,000. 
Speaking from memory, that statement which I put on the record yesterday 
showing the amount of the chartered banks’ cash just prior to the opening of the 
- Bank of Canada, indicated that they had then $215,000,000. Add $42,000,000 
to that, as shown in the last column of this other statement, and you arrive at 
the figure of $257,000,000. 

@. I see. In any event, by that process the banks receive cash without 
borrowing from the Bank of Canada?—A. Yes. 

Q. In addition to that cash the banks have, in the event of an emergency 
or in the event of an opportunity to expand their loans, the privilege of borrow- 
ing from the Bank of Canada as provided by the Bank of Canada Act?— 
A. In the event of an emergency, yes, that is correct. You were also saying 
in the event of an opportunity to expand loans. If it was a temporary expansion, 
a matter of a few months, shall we say, then borrowing would be appropriate. 
I would not think that semi-permanent borrowing would be appropriate. I think 
borrowing should be of a temporary character. 

@. What is the amount of the assets in the possession of the merchant banks 
to-day which would be considered as good security for Bank of Canada loans? 
—A. JI have not got such a figure as that, Mr. McGeer. The amount they hold 
is so large, so much beyond anything that would be hkely to be required, that 
we have never asked them to compile figures showing exactly how much would 
be eligible. 

Q. But there are assets there for the expansion of bank deposits on Bank 
of Canada loans to the extent of several billions of dollars?—-A. Undoubtedly ; 
at least, in all probability in the event of an emergency, but that borrowing 
should be regarded as a temporary matter.. In other words, if the business of 
the country was expanding to an extent which made a. considerable increase in 
loans by the chartered banks desirable, I think the proper way to deal with 
that might be for us to expand the cash reserves of the chartered banks by the 
same methods as we have used in the last few years, and not to rely on that 
expansion being produced by borrowing, because under the circumstances the 
borrowing would have to be of a rather permanent character which would not 
be desirable. 


Q. Mr. Towers, the monetary system under which we are operating reflects 
something of the improvements in monetary management and control that have 
been established in Great Britain?—A. Yes. 


Q. As a matter of fact, we have followed in large measure the general 
program of making or of setting up a system under which a very substantial 
increase in domestic currency can be made available through the banking system 
under the changes that have been made?—A. Yes. 


@. One of the outstanding changes in the system is that we have been able 
in a measure to eliminate the restrictions of the pre-war gold standard and 
even the post-war international exchange gold standard and to divorce domestic 
currency control and management from the influences of international exchange 
variations?—A. Yes. 


Q. You would no doubt agree with McKenna who, in a statement published 
on February 11, 1939, in the Monetary Times, says:— 


The great achievement of monetary progress since 1931 is the dis- — 
covery that our domestic business can be protected against extraneous 
developments with which it has nothing to do and for which it is not 
responsible, and that we can expand or contract credit according to 
internal needs. To this extent at least we have become masters in our 
own house. 

[Mr. Graham Ford Towers.] 
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he said there “protect our domestic business from extraneous developments,” 
_ or some such words. I think he had in mind protecting the domestic money 
markets from monetary movements of a non-business character, inward or 
_ outward flights of capital, and things of that kind. He did not, of course, mean 
to suggest that actually business in Great Britain was not materially affected by 
_ business developments elsewhere. 
@. No, but what he does say is that they have set up a management of 
_ internal currency there which can be carried on independent of international 
_ influences.—A. Yes. 
f Q. Both resulting from currency exchange changes and trade changes — 
A. Not trade changes, no; he would not suggest that. What he really means, 
getting down to brass tacks, is that. the domestic money market in the United 
Kingdom does not need to be materially affected by substantial inward or out- 
ward movements of capital to the extent of the resources of the exchange fund. 
Q. Well, as I understand the figures of England’s internal and external 
_ trade, England runs about 60 to 40. Canada runs from 15 to 17 and 85 to 83.— 
A. I do not quite understand those figures. 
. I mean our total volume of international trade as contrasted with our 
volume of internal trade. Our international trade is about 15 to 17 per cent 
of our total—A. I thought it was about one-third. 


The CuHairMan: In some years it varies. 


: 

By Mr. McGeer: 

f Q. I was taking it on the average—A. I think it is about one-third. 

‘a Q. How do you measure it?—A. For example, export trade is thought to 

: contribute about one-third to the total national income. 

‘ Q. Here?—A. Yes. 

; Q. And in England how much?—A. My recollection is that England is 
something less than half that, but I am only speaking from memory; I would 

- have to look that up. 

; Q. Our international situation is not as extensive as Great Britain’s?— 

_ A. On trade it is more so. 

4 Q. It is more so?—A. Yes, much more so. 

The Cuatrman: More highly specialized. 


i Mr. Towers: As I say, I think our national income depends to the tune of 
_ about one-third on exports, whereas in Great Britain, speaking still from 
| 
2 


‘ 


memory, their dependence is less than 16 per cent. 


By Mr. McGeer: 


Q. Could you give me a statement of these figures on the basis of your 
_ compilations?—A. Yes. 


By Mr. Vien: 


* Q. By “national income” do you mean the government income?—A. No; 
the country. | 
Q. The nation?—A. Yes. 


, By Mr. McGeer: 

Q. You filed another statement on page 559 of the net repatriation of Cana- 
dian government bonds, dominion and provincial direct and guaranteed and 
municipal issues. Could we have that broken down as to the nationals 
provincials and municipals?—A. Yes. 

—Q. Could you give us a statement on that?—A. Yes. 


) 
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Q. It does not appear to me that that statement is very clear. For instance, — 
the plus sign denotes net inflow of capital; the minus sign indicates a net 
repatriation of Canadian bonds?—A. Yes. ‘ 

Q. Just what does that mean?—A. The outflow of Canadian money. How- — 
ever, we might make those statements covering the breakdown a little clearer — 
in that respect. . | j 

Q. Yes. For instance, under 1927-37 you have plus 261-0 What does — 
that actually means?—A. That means an inflow of capital. In other words, ; 
an increase in the foreign holdings of those particular bonds during the ten ~ 
years. ; 
Q. Would that indicate that our foreign debt has decreased that much? — 
—A. No, on the ten year period it would indicate that foreign ownership ~ 
of dominion, provincial, direct and guaranteed issues and municipal issues has ~ 
increased by that amount. ‘ 

Q. To-day, over a ten-year period—A. While the repatriation, as you © 
can see, has been quite substantial in 1934, 1935, 1936 and 1937 there were — 
earlier years when a very heavy reverse movement was taking place, particu- — 
larly in 1930, ; 

Q. Now, could you give me a statement of the increase in the foreign © 
- debt from 1928 to 1932?—A. The totals of those five columns there? | 

Q. Yes; break it into the five year periods and also give it by years and © 
also by the export of gold during that period—A. Yes. ) 

Mr. Lanperyou: That is just federal; not provincial and municipal. 

Mr. McGrsr: A breakdown in the national, provincial and municipal, 
showing the amount of the balance each year and showing the amount of gold — 
exported each year. : 

Mr. CiEAveR: On what page? | 

Mr. McGerr: Page 559, on the question of whether or not we are improv- ~ 
ing our situation with regard to that. 


By Mr. McGeer: ’ 

Q. Well, now, Mr. Towers, I asked you the other day if you would check — 
over a suggestion I made with reference to Canadian defence expenditures and — 
British defence expenditures, and I think I suggested a number of factors of © 
population, national income, national wealth, external trade etc., and which, — 
measuring our defence expenditures? I suggested should be, on the basis that — 
England is spending something over one-half billion dollars a ‘year——A. I did — 
not realize that that was left as a question. I have not prepared any figures © 
on that. Have you got that on the record? 2 
Q. No, I will find that and give it to you later. \@ 

Mr. Lanperyou: You said “ should be on the basis”; do you mean should ~ 

be or could be spent on national defence? , 
Mr. McGerer: Could be or should be, whichever you like. 


¥ 


#. 


By Mr. McGeer: - 

Q. Now, for instance, when we talk of controlling the issue of currency and — 
eredit within a nation in terms of public need, one of the things that stands © 
out pre-eminently in that regard is the defence of the nation—A. I should © 
have thought that public need in that respect meant public need for a medium ~ 
of exchange. :: 
Q. Yes, and.a medium of exchange needs to finance a defence program — 

I say is one of the pre-eminent things—A. I think the need for a medium 
of exchange is just what that means—a medium of exchange, and that thell 
needs for various forms of expenditures are needs of another character; they — 
are needs for the employment of certain of the resources of the country— 
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men and materials and so forth—in these various things; and those needs may 

_ be supplied by taxation or by borrowing. That need may be quite distinct 

_ from the need for a certain volume of medium of exchange. 

oe Q. But, in any event, one of the powers that is supposed to be available 

| _ to governments through the establishment of the central bank system, such 

b" _as the Bank of Canada, is the control of the rate of interest?—A. The influence 

_ over the rate of interest. 

i Q. Yes, the influence over the rate of interest—A. Yes. 

: Q. Do you suggest the Bank of Canada, working in conjunction with the 
government, cannot control the rate of interest at which public borrowings 
will be made?—A. I think that depends on the action of the investing public 
and of the banks, that those actions will be influenced by central bank policy, 
but that control in the sense of saying to the public, “you must buy dominion 
bonds at such and such a figure” is not in the legislation. 

Q. But do you not think that Mr. McKenna suggests and Mr, Chamberlain 
has stated that under their policy in England the government, working in con- 
junction with the Bank of England, can control the rate of interest?—A. They 
can strongly influence it. 

(). Can we in Canada?—A. We can as much as they can, yes. 

Q. And if we maintain an effective Bank of Canada policy, governmental 

_ borrowings can be at a rate of interest definitely influenced by the Bank of 

_ Canada?—A. Definitely influenced, yes. If you have a situation in the 

_ country where capital development is going on on a very substantial scale 

and you find that private corporations and others are offering to pay X per 

- cent interest on bond issues or preferred issues or common stock issues and 

_ that people are more inclined to buy those, I do not see how you could, under 

_ those circumstances, except through the exercise of force, make people buy 

government bonds at half the going rate. 
| Q. Well, now, what Mr. McKenna suggests in his statement of May, 1939, 
at page 406 is:— 


To make this interpretation convincing, the immediate and basic 
necessity is the full restoration of the cash basis for the banking system. 


And he states that that should be done by the issue of cash and the issue 
- of treasury bills?—A. And he believes that that would have an influence 
- on interest rates to make them lower. 

@. What he says following is this:— 


This would make it possible, first, for the banks to take up a share 
of the expanding volume of treasury bills and would tend towards a 
resumption of the low rates of discount thereon, which, in past years, © 
have been so helpful to the government’s finances. 

Finally the authorities, by both statement and action, should leave 
the markets and the community generally in no doubt whatsoever that 
official intention consists in the determination to resume and maintain 
the former cheap money policy. Everything is to be gained, by the 
government itself, by a policy of re-expansion, so far as can be seen from 
a study of current economic and financial conditions, nothing is to be lost 
thereby. Ordered and restrained re-expansion is not to be regarded as a 
desperate expedient to meet some obscure emergency, but as a sound and 
sensible and plainly comprehensible course by which the government can 
best serve its own immediate financial interests, as well as the interests 
of business, which is the source of all capital and revenue. 


a Now, I think that is a positive statement by Mr. McKenna?—A. Yes, he 
said there “will tend towards the resumption of the lower rates.” 
Q. Yes.—A. Yes. 


—— 
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Q. Both for government and for business?—A. Yes. . 

. And he says that our money policy can be maintained by the bank which — 
will be a tremendous aid in government financing?—A. Yes, he does suggest that. — 
He does not suggest that under any conceivable circumstances it is possible — 
definitely to fix arate. To do that you really have to have a totalitarian economy 
because you have to be able to tell private people how much they shall borrow 
and at what rate. 

Q. Yes, but you do not mean to suggest that Reginald McKenna is advocating 
here the establishment of a totalitarian economy for England?—A. No, I do not. 
That is why he used the words “tend towards” and influence, etc. 

(. Now, can we in the Dominion of Canada, through the powers of our 
bank and the governments, influence the rate of interest on financing a defence 
program?—A. The record of the last five years indicates that central bank 
policy can have a great influence on rates. 

Q. In the light of that policy, what would you suggest should be the rate 
of interest on which we could finance public expenditures on a defence pro- 
gram?—aA. I could not make any suggestion along those lines, Mr. McGeer. 

Q. Have you any idea as to what the range would be?—A. No, because I 
do not know the circumstances of the next year or the year after—I am not 
a -prophet. 

Q. We have been borrowing from the merchant bank system for as low 
as 15 per cent?—A. The banks have been buying government securities short- 
term, at those rates and lower, yes. 

Q. Well, why should we have to pay more than that in a time of national 
emergency, when the credit strength of the country is being employed to defend 
the integrity of the nation?—A. One should not rely for one’s entire financing 
in a case like that on an expansion of the medium of exchange, because I 
assume that that would not necessarily be in the best interests of the country. 
In other words, the supply of the medium of exchange should be determined 
in the best interests of the country irrespective of the total spending require- 
ments of governments at any given time, : ; 


Q. Yes?—A. If one did not do that, then you might come back to the 
point where all spending requirements were covered by the issue of additional 
currency, with the effects which we have referred to previously during these 
meetings. ' 


Q. But if we wished to do that under our present system we could do it? 
—A. Oh, unquestionably. 

Q. And we would save very greatly in the cost of financing defence as 
far as the government expenditures were concerned?—A. At the cost of the 
people, of course. : 


Q. I am talking about the government now.—A. I cannot divorce govern- ; 
ment from people. 


Q. We will take up the people later. We would save, as far as the gov- _ 
ernment is concerned?—-A. Not if the situation became so disrupted that business _ 
was badly affected. In that case governmental revenues would be affected. ; 


Q. Well, now, in the first instance we would save on expenditures by the _ 
government, but we might produce an inflationary condition through : the 
increase of the volume of currency in issue that would be disastrous in its 
results on the whole economy?—A. Yes. 


Q. But under our system we can create and put into circulation all the | 
money that the government decides to spend at any one time, or over a period 
of years?—A. Yes. 


Q. That is true. The government has unlimited powers of taxation— 
that is, the federal government.—A. In theory; in practice, of course, it must — 
be restrained by various considerations. 

[Mr. Graham Ford Towers.] 
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__ Q. What is necessary to maintain reasonable going concern activity; but 
I put this proposition to you: while a government has power to issue unlimited 
_ amounts of money there never need be a depression for want of the medium of 
_ exchange in the economy of the nation?—A. No. , 
Q. While a government has unlimited powers of taxation and can withdraw 
_ from circulation any amount that they wish or see fit to withdraw, there 
_ should never be any cause for inflationary conditions as a result of too much 
medium of exchange remaining in circulation?—A. Well, a government would 
not want to create a situation where an inflationary movement got under way 
because of certain actions which it had taken and then say, well, we can 
cure that by imposing particularly heavy taxation. Then is has created two 
disruptive movements, one on the way up and one on the way down. ‘The 
imposition of heavy taxation suddenly has a very disturbing effect: The SOV 
ernment, I think, considering itself as the sum total of the people, will want 
to maintain the greatest degree of stability possible. 
| Q. Yes, and if the government maintains the issue of the volume in 
- circulation and balances it reasonably discreetly by withdrawing from circula- 
» tion any excess that is unnecessary to maintain going concern activity, or 
any excess that might tend to cause inflationary conditions, then the govern- 
ment working with the Bank of Canada and the merchant bank system, could 
- maintain avoidance from deflationary depressed conditions or inflationary 
_ boom conditions?—A. Yes; in other words, the government should not Xe) 
_ further in respect to urging an increase in the medium of exchange than prudent 
and reasonable common sense indicated would be desirable, 


By Mr. Deachman: 


Q. May I ask you a question there, if Mr. McCeer will pardon me one 
_ second? Do you recall the time when Mr. Roosevelt said prices of farm 
_ products and materials were getting too high?—A. In the early months of 
_ 1987, yes. 


i @. And the result was a rather sharp crash in prices?—A. It came very 
_ shortly after these remarks; I do not suggest— 
4 Q. I am not suggesting there is a relationship—A. No. 


4 Q. But there is a possibility then, if the government were to start to impose 
_ excessively heavy taxation the same result might follow; or if you were to 
_ turn the bank policy sharply in reverse, a similar thing would follow?— 
mA, It might, 

z Q. Quite probably?—A. Of course, having said—and this I believe to be 
‘ the case—that domestic monetary policy will not have a major influence on the 


_ prices of primary products in Canada, except to the extent that it results 
in a depreciation of our exchange, it also follows that if a boom situation 
_ has developed the high prices of primary products here will depend to quite an 
_ extent on the level of exchange. At the moment the policy is sharply reversed 
_ you will probably find that the exchange value of the dollar increases very 
_ materially, and then the result you mention will take place. 
| Q. The result would be, so far as the nation is concerned, if you changed 
your policy, a depression of the consumers income, and therefore a lack of 
‘purchasing power?—A. That is right. 


By Mr. Vien: 


cs Q. Why is it more damaging to our- general economy to issue $100,000,000 
_ of bank notes—Bank of Canada notes—than to issue $100,000,000 of dominion 

government bonds?—A. If that issue of bonds is not financed by expansion of 
_ bank deposits you are then asking for the savings of the people; whereas by 
increasing the currency you are simply increasing the amount of the medium 
of exchange. 
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Q. Which will take its form by being deposited in banks to the credit 
of the depositors?—A. Yes. . 

Q. I am trying to find the real cause of the difference in our general 
economy between those two processes. I need $100,000,000 for government 
financing. In one case I issue $100,000,000 of interest bearing bonds and in 
the other case I issue $100,000,000 of Bank of Canada notes.—A. Yes. 

Q. To buy what I require. I need guns; I need munitions; I need this, 
that and the other thing. I buy these commodities with Bank of Canada notes 
instead of financing through the sale of $100,000,000 of bonds.—A. I think 
that the fundamental situation there is a distinction between real savings and 
those which are referred to in terms of money. I mean savings that are bank 
deposits. 


By Mr. Cleaver: 
Q. Is it not true— 
Mr. Vien: Just a minute. I should like to finish this. 


Mr. Towers: For example, I think in certain of Mr. Landeryou’s remarks 
yesterday, that point really came in. If we think of savings as represented 
by saving deposits, I think we have an absolutely wrong conception. Savings 
are, in fact, equipment which we have in the country, they improved farms, 
the factories, machinery, the stock of goods on hand, and so forth. They are 
not simply saving deposits. I wonder if I might just elaborate on that by saying 
that an individual saves by consuming less than he produces. He may do so 
merely in order to defer his consumption or he may do so with. the purpose of 
adding to his productive equipment. Now, the same is true of a nation as a 
whole. Its saving in any year is measured by the surplus of goods produced 
over those consumed, including in consumption, allowance for the wearing out 
of capital goods. 

The annual savings of a given individual often take the form of an increase 
in his bank deposits, i.e., he keeps his savings in the form of a claim to goods 
and services in general rather than in the form of spesific goods which he holds 
for future consumption or operates for the purpose of producing future goods. 
This merely means that other people act as his agent in the holding of con- 
sumption goods or the utilization of capital goods. The increase in deposits 
does not measure the savings but merely reflects transfers in the ownership 
of the specific goods which are saved. 

Speaking in terms of the country as a whole we can only think of its annual 
savings in terms of real goods and services. The total amount of a country’s 
bank deposits does not necessarily indicate the amount of its accumulated 
savings. It merely shows the amount of liquid claims owned by one portion of 
the community as opposed to various types of debts owed to the banks by other 
parts of the community. Annual changes in total bank deposits do no more than 
give some indication of the way in which the community’s annual savings are 
being administered or utilized. 

Perhaps a simple example will suffice to show that changes in total bank 


deposits have no necessary connection with real national savings. An individual — 


with $10,000,000 worth of securities might decide to sell them to a bank. This 
would increase total bank deposits by $10,000,000 but of course does not neces- 
sarily represent savings in the real sense on the part of the community as a whole 
or even the individual. 


By Mr. Landeryou: 


Q. Mr. Towers, what I should like to have is an answer to this question, and — 
it is very similar to the question that was asked by Colonel Vien. The govern- — 


ment has purchased credit from the banks to the extent of over $400,000,000 in 


. the past two years by simply turning over their bonds to them and that resulted— 
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_A. Not exactly turning over their bonds to them. The banks have bought these 
bonds whenever and wherever they could because it was considered desirable 

during that period to expand the volume of the medium of exchange. 

Q. Now, instead of expanding the bank deposits in that manner, had the 

government financed by directly issuing that sum of over $400,000,000 in the form 

of currency, what would have been the difference?—-A. The difference would have 

been that the bank’s cash would have increased by over $400,000,000 and then 
we would come to that process of expansion which follows an increase in cash. - 


By Mr. McGeer: 


: Q. On the basis of ten to one?—A. Yes. Mr. Tucker in earlier meetings 

- suggested the government could have had the economy of issuing currency in the 

- form that you mention, and that any subsequent expansionary result could have 

been* avoided by increasing the legal minimum cash ratio of the banks. As we 

- pointed out, and it is on the record of earlier proceedings, that procedure would 

- in effect be a tax on bank deposits. 

? . Well, no more so than under the present system. That raises the conten- 

tion in the argument that we should issue it rather than borrow it. It costs the 

_ people, if we borrow it, more than if we issue it?—A. I do not see that. 

1 Q. Let me take a simple illustration. Let us proceed with $1,000. If we take 

_ a $1,000 bond which the government hands to the bank, the bank issues $1,000 

credit to the government in the form of a bookkeeping entry by simply using 

their fountain pen. There is then $1,000 increase in the total deposits of the 
people of Canada. The bank has an asset in the form of $1,000. Is that correct?— 

_ A. You mean in the form of a government bond. 

F Q. $1,000 government bond—A. Yes. 

| Q. They have there a revenue producing asset.—A. Yes. 

Q. Which carries a rate anywhere from 1 to 5 per cent?—A. No, not 5 per 

» cent. 

2 Q. What are the highest rates paid on any of the $1,400,000,000 of bonds 

_ that they have at the present time? What is the highest rate that is being paid ~ 
on any of those bonds?—A. I cannot recall; I think 44 per cent. 

r Q. Then we will just say 4 per cent. It might be nearer 4 per cent.—A. Well, 
I do not think so, because if the banks had bought any of those in recent years 
they would have paid a substantial premium for them. 

: (). Let us say 3 per cent.—A. If one is speaking of the securities which they 
bought during the last few years, you will have to go, I should say, to an average 

_of something less than 2 per cent. 

*s Q. No matter what the rate of interest is, they have a revenue producing 

~asset?—A. Yes. 

: (). They have also, as you suggest, a liability in the form of this deposit ?— 
A. Yes. 

Q. But that deposit must be taxed, whatever the rate of interest is, to give 
the interest to the bank, whenever the tnterest falls due on the bond.—A. No. 

Q. Where is the government going to get that 2 per cent or 3 per cent or 

4 per cent to pay the bank interest on that bond? A. From all the citizens of 
the country. 

$ Q. From all the citizens of the country?—A. Yes. 

@. It can only come from them if there is money in existence. What it 
means is the government has to find the tax somewhere to pay the interest on 
_ this bond, and because of that there is a reduction in the total amount of deposits 
in the hands of the people—A. Coming from all the people. 

Q. Yes?—A. Not just the depositor. 
Q. Not just the depositor; and as the goverment gets this money your taxa- 

n goes on to the bank, and the bank is entitled to use that for general operating 
enses. Is that not right?—A. And they have to pay interest on the deposits. 


= 
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Q. If the government was to pay off that bond or redeem that bond, they | 
would have to tax all the people to pay that $1,000; is not that right? —A. That 
is true, to repay the people. 
Q. To repay the bank. The bank has the bond. Not to repay the people. 
The bank holds the bond of $1,000. If the government wants to redeem that 
$1,000 from the bank they must tax the people the $1,000, lowering the amount 
of bank deposits they have-——A. You are assuming there that in that event the 
. bank assets in the form of government bonds and their liabilities in the form of 
deposits will be going down at a substantial rate, even although the cash holdings 
of the banks did not change. You are assuming there a condition of extreme > 
deflation. I do not assume that any such process can go on under the conditions 
that you mention; but we have gone over this exact feature before in extenso 
at least once. Al 
The Cuatirman: Mr. McGeer was to complete, and he has another two or 
three minutes, then Mr. Kinley is to follow. There is a certain amount of justice 
in the protest that some members are occupying too much time and other members — 
are not given an opportunity. I do not want to intervene, Mr. Landeryou, when — 
you asked the question, but I do think that the question should not be continued 
at great length. 
Mr. LANpbEerRyYou: I was just going to complete— 
The CHairRMAN: Everybody is going to complete. Please let us go on. 7 
Mr, Lanperyou: In the 12th report Mr. Towers is reported as saying that. 
banks cannot create assets for themselves. That is the statement appearing in ~ ) 
the record. 


The CHAIRMAN: We have gone over that over and over again. 
Mr. Lanperyou: I do not agree with it. : 
Mr. Towsrs: On the previous point— F 
Mr. McGererr: We have got the evidence on the record. : 


Mr. Towers: On the previous point you mentioned, that is that question of : 
the issue of currency for financial purposes, it appears:on pages 89 and following, . 
95 and following, 197 and following. 


The CHAIRMAN: Go on, Mr. McGeer. 3 
By Mr. McGeer: | : 

Q. Mr. Towers, when my trend of thought was broken by Colonel Vien I 
was coming to the point that Colonel Vien mentioned. What 1 want to suggest 
to you is this; that if we could issue’ currency and meet public obligations with-_ 
out the payment of interest and avoid inflationary conditions, we would be able 
to effect a saving in the cost of the financing of public enterprise?—A. Not to ney 
public as a whole; not to the country as a whole. 

Q. If we could avoid inflationary conditions?—A. No. 

Q. Where would the expenditure to the public lie?—A. You have an er 


j 
; 


free loan from the public in that case. 

Q. Supposing instead of having an interest-free loan we increased the volume 
of currency in circulation by the issue of currency ?—-A. That is what I mean. 

Q. Why do you say that when the government issues currency it gets an 
interest-free loan from the public?—A. Because under the circumstances that you — 
mention the public would be holding that currency idle. If it were not holding” 
it idle you would have inflation. Holding it idle, they are certain under the cir-— 
cumstances to be unable to get any interest on it and, therefore, the effect of what 
you have just stated, in simple terms, is an interest- free loan to the government. 

Q. So that you conclude all public financing must be done by paying 
interest?—-A. Except to the extent that due to the provision of a medium of 
exchange sufficient for the requirements of the country, but not more than 

[Mr. Graham Ford Towers.] 
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sufficient, the government in that sense, or the Bank of Canada which, in turn, 
pays its profits to the government, will have the earnings resulting from such 
operations. 
Q. All right. The Bank of Canada holds at the present time $164,000,000 
of dominion, provincial short and long-term securities?__A. Yes. 
Q. Whatever interest is paid by the government on those securities is paid 
_ to the Bank of Canada?—A. Yes, 
; @. And the profits of the Bank of Canada go in the main to the govern- 
F ment?—A. Yes, | 2 
Q. So that in the instance of this $164,000,000 of securities, the goverment, 
by its ownership of the Bank of Canada, does not pay any interest for which 
it does not get the benefit itself?—A. That is right. 
Q. Then what is there to stop that amount of $164,000,000 being increased 
~ to $500,000,000? 
; Mr. Cieaver: 10 for 1 expansion. 
9 Mr. McGesr: No, no, let him answer. 
j The CHairman: Mr. McGeer only has a few seconds left. 
Mr. McGrrr: Mr. Chairman, I object to this talk of a few seconds. 


The CHatrman: Mr. McGeer, we have given you thirty-five minutes 
and you asked for thirty. These other members must be heard. | 
: Mr. McGesrr: All right, we will deal with that when we come to it. The 
_ majority of this committee are going to rule the operations of this committee. 

The Cuairman: Then we shall rule. We will take a vote. 

Mr, McGerr: I have been in this committee and on another governmental 
_ committee in which I have undertaken a real amount of work. 

The Cuatrman: Yes. 


Mr. McGrrr: I have been here part of the time and I have never objected 
to any member intervening with questions. 


Mr. Lanprryou: That is right. 


Mr. McGrnrr: I have tried to the best of my ability to make a contribution 

to the work of this committee and I want to say this, that no more important 
function has been undertaken in four years than the consideration of the finances 

of this country. 

Mr. LanpEryou: Hear, hear. 


Mr. McGrrr: And this committee has done more to elucidate some of the 
basic problems of financing in Canada than in my opinion has been done in 
_ twenty-five years. If a governmental committee is going to take the attitude 
that this thing has got to be shelved, and wiped out and not a complete investiga- 
tion made, then there is going to be something to say about that. This is not 
the only place where members of the committee can talk. Now, I have taken the 
insults from Mr. Deachman personally directed at myself in what I think is 
_ an extraordinary way. As a member of parliament I have some rights here. 
The CHAIRMAN: Yes. 

Mr. McGerer: Even though I come from the west to a parliament dominated 
by easterners, I want. to say this, that we in the west— 

P Mr. Vien: Mr. Chairman, I rise to a point of order. I am sure that it is 
“not within the order of our reference to determine whether the east or the west ~ 
dominates, and I am sure that Mr. McGeer is not seriously contending that. 
The CHarrman: No, but, Mr, McGeer, may I just make this statement? 
Mr. McGerr: Yes. 

The CuamrmMan: Two gentlemen gave way to you. 


Mr. McGeerr: Willingly. 
792592} 
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The CuarrMan: Willingly. And there are at least six members who want 
to elucidate some matters in connection with this inquiry. I would say off- 
hand that you have occupied at least one-quarter or one-fifth of the time of 
this committee which consists of fifty members, and some of them who are 
monetary experts wish to be heard. 

Mr. McGeer: Quite true. 


The CuarrmMan: The session is coming to a close some time this month 
and it seems to me that they ought to be given an opportunity to be heard. 
The arrangement was made that you should have one-half hour this morning, 
at your own suggestion. It was not my suggestion; you mentioned thirty 
minutes. By actual count now you have had thirty- five minutes. 

Mr. McGuerr: I have actually had twenty-four minutes by my count. 

The Cuarrman: My count is thirty-five minutes. I suggest you finish. 

Mr. McGerrer: You must take some time out for interruptions. 

The Cuatrman: I took time out. I have my stop watch out. Mr. McGeer, 
I suggest you complete your inquiry within the half hour, half past eleven. 

Mr. LAnperyov: It is unfortunate that the session is coming to a close. 
I believe Mr. McGeer has a lot of valuable information. 


Mr. DracHMAN: Carried. 
Mr. McGeerr: There is no sign of this session coming to a close. 


Mr. LanpEryou: I do not see why we should not allow every member all 
the time he wants. 


By Mr. McGeer: 


Q. Now, Mr. Towers, in that process of discounting bonds by the Bank of 
Canada we do avoid the payment of interest?—A. Except to the Boat that 
a portion of it is taken up in the operating expenses. 


Q. I should like to suggest this to you. McKenna’s statement was that a 
great achievement in the monetary reform program had taken place since 1931, 
and I take it that one result has been to segregate in a measure domestic cur- 
rency from international exchange? That is what he states in that article— 
A. That should be very carefully considered, of course. 


Q. I am taking his statement—A. Yes. Well, the thought which hes 
behind that statement is really this: Over a period of years there was a great 
inflow of capital into England, that is, an inflow of money from other countries. 
It took the form of a great increase in the gold holdings of England. Instead 
of that increase in gold holdings affecting the cash situation of the English 
banks and the whole monetary situation of the country, it was offset or sterilized 
by the operations of the stabilization fund. Conversely, when the outward 
movement set in some little while ago, gold was supplied in large measure from 
the gold holdings of the stabilization fund. In spite of that, of course, sterling, 
as we know, declined, taking an average figure, from around the $4.95 level 
in New York to $4.68. They have not divorced themselves from extraneous 
develepments in any way, shape or form, but they have got machinery by 

which they can within certain limits offset the internal effect of ereat move- 
ments of capital into and out of England. That is the sum total of the story. 
That is what Mr. McKenna meant to say; that and nothing more. 


@. Do you agree with this statement: ‘“‘ The great achievement of monetary 
progress since 1931 is the discovery that our domestic business can be protected 
against extraneous developments with which it has nothing to do and for which — 
it is not responsible, and that we can expand or contract credit according to 
internal needs. To this extent at least we have become masters in our own 
house.” Do you agree with that statement?—A. I agree in so far as it refers © 

[Mr. Graham Ford Towers. ] 3 
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to internal monetary matters, but that statement of his, in which he refers to 


divorcing business from external developments, is, I consider, badly worded, 
and I do not. believe he could have meant it in that sense. | 

Q. I will put one final question to you. Do you think the time has not 
come when, in addition to divorcing internal from international exchange as far 
as it can be done, w should come to a consideration of divorcing public finance 
from private finance?—A. I do not know what that means, Mr. McGeer. 

Q. What I suggest to you is that we should set up the Bank of Canada 
as a real bank of the Dominion of Canada; that we should set up a branch Bank 
of Canada in each one of the provinces that would become the bank of the 
provincial, municipal and local governments; that those banks should function 
as the public banks, for the maintenance of public accounts, public finance and 
public banking; that the merchant banking system should operate as the bank- 
ing system of private business and that the two’should be treated on a separate 
basis. To do that we should create a power of the Bank of Canada to issue 
money that would not be a reserve of cash for mechant banks on which to issue 
bank deposits, that is, in addition to the reserve bank cash which is also issued; 
that by developing that kind of a system we would be able to maintain a power 
to equate through public expenditure the volume of currency needed to sustain 
a rational rate of progress——A. That means the setting up of a second cur- 
rency. The second currency will be just as liable to depreciation as the first 
one, if it is issued in excess of the requirements of the country for a medium of 
exchange. Underlying most thoughts which are expressed on this subject, is 
the thought that money is wealth, and unless and until one can agree that 
money is needed, as a medium of exchange there will never be possible an agree- 
ment on anything else. 

@. Well, when we come to the question of whether or not we are getting 
too much money in circulation— 

Mr. DeacuMan: Mr. Chairman, the time is up and I am going to ask for 
your ruling. 

Mr. McGerr: I do not expect anything from Mr. Deachman but bad 


- manners. 


Mr. Dracuman: Not so long as you monopolize and arrogate to yourself 
a superior intelligence which you neither by the grace of God nor culture possess. 


Mr. McGerr: I certainly would learn nothing from you. 


The CuHatrMANn: Please, gentlemen, order. I think your time is up, Mr. 
McGeer. 


Mr. McGeerr: I just want to finish this one question. 

The CuHarrMAN: Is this the second question? Oh. well, finish it and let 
us get on. 

Mr. McGerr: We are getting on and we are doing very well. 

The CHARMAN: Well, I doubt that. 

Mr. McGerrr: I know you do not think much of it but some of us do. 

The CuHarrMan: I object to that statement. 

Mr. McGerr: There are other— 

The CuHarrman: Will you allow me to continue? I have given you every 
opportunity I could consistent with the rights of the other members to be heard. 
Mr. DracHMaAN: And more. 

Mr. McGerrr: And you have only one member objecting. 
The Cuatrman: Oh, I beg your pardon. 

Mr. McGerrr: When I make a statement— 

The CHAIRMAN: Will you please listen to me? 


SAR oe Nigra ak RS Fah 2S aS a 
er ) STANDING COMMITTEE - 


Mr. McGesr: It is all right but— : 


The CuamrmaAn: Will you listen to me, please. There are five or six mem- — 
bers who wish to take part in this discussion and they cannot take part in it 
as long as you monopolize the investigation. 


Mr. McGerr: I am not monopolizing the investigation, and I object to that. - 
The Cuarrman: I note the objection. 


Mr. CotpwELL: We are anxious to hear what Mr. McGeer has to say. I 
am one of those who wish to hear him. However, in spite of what we would 
like to hear from Mr. McGeer there are other members who have attended this 
committee again and again to present their views, and they should be given 
their opportunity, and then Mr. McGeer could come on at some other time. | 

Mr. McGerr: I merely want to finish the question. 


Mr. Cotpwetu: We want the others to appear before this committee. 


By Mr. McGeer: 


Q. Mr. Towers, if I might put this to you: in the avoidance of inflationary 
results from the issue of currency you may suppose these three signs: “So far, 3 
however, there are no signs of inflation, present or immediately pending: prices, _ 
whether of raw materials or finished goods, are not rising, nor is there evidence 
of any widespread pressure on supplies; no shortage of labour has appeared, 
except perhaps . . .” in a few instances. Now, does not he indicate there 
the signs of inflation that.are apparent to any government upon which a govern- 
ment can act to either decrease its issues of currency, to withdraw them by 
taxation, or to withhold the expansion until progress catches up?—A.. Yes, 
he does, 

Q. Now, do you see anything inherently impossible in meeting, through 
the cessation of currency or through the withdrawal of currency by taxation, 
inflationary conditions which were arising from public expenditure of national 
currency?—A. I am assuming there that the situation won’t have gone far 
enough so that it is too late to stop without creating a disorganized situation. 

Q. Yes; but those are the signs that warn you against that, and if you 
take advantage of those signs there need be no inflationary condition resulting 
from excessive expenditure of national currency.—A. Take warning from them 
early, yes. a 

Q. And you could avoid inflation—that is, avoid the disastrous conse- ~ 
quences of inflation from national spending of national currency ?—A. I think 
SO. 

Q. So there is no reason why we should not employ national currency to 
finance defence internal emergency needs, is there?——A. It depends upon the | 
amount. a 

Q. But if you take advantage of those signs which will appear we need 
not be afraid of being unable to meet the situation?—A. If one announced the | 


intention of doing that on a large scale I think you would have signs the next — 
day. 


: 
j 
: 
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Q. Yes, but you could stop the issue—A. Before it ever took place, and . 
the result would be that you would upset the people and, in fact, have done ~ 
nothing else. 4 


Q. Very well. 
The Cuarrman: Mr. Kinley. 


Mr. Kinitny: Mr. Chairman, before I direct any questions by way of — 
examination to the Governor of the Bank of Canada, I desire to make a few — 
observations with regard to impressions I have received as a member of this ; 
committee, and also as a result of my experience in the practical business world. | 
You have said that some of the members are monetary experts; I am not a 


monetary expert; I am simply a practical business man who represents the 
[Mr. Graham Ford Towers.] Ae : 
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people of his constituency. I am sure that those of us who heard Mr. Clark, 
_ the only member from the maritime provinces who has spoken on this com- 
mittee, and those who have heard Mr. Taylor and Mr. McGeer will realize 
_ that there is a great difference of opinion with regard to monetary matters in 
this country, and that it seems to be a geographical difference. And the question 
immediately arises: Why should that be? Mr. McGeer says that this country 
is being dominated by the east. Well, if that is so, so far as the maritime 
_ provinces are concerned we have not dominated it by talk, because the time of 
_ this committee has not been invaded to any great extent by people from the 
- maritime provinces. 
Mr. Lanprryou: He means the central provinces. 


Mr. Kinury: In so far as the people of Nova Scotia are concerned, they 
_ have opinions with regard to banking because they have a background and a 
_ history. There was a time in Nova Scotia when every town of importance had 
a bank, the result of an economy which existed for a long time. Nova Scotia 
_ owed her preeminence in the industrial world to wooden ships, and the wooden 
_ ships built in Nova Scotia were the finest and the best transportation mediums 
on the ocean that existed in the world at that time. Perhaps the ships of the 
_ New England states—ships built at Boston and such other ports as New Bed- 
_ ford were equally good—but the economy in Nova Scotia was then nearly a 
_ perfect economy. Ships were built in the shipyards by the artisans of Nova 
Scotia, men who were ship builders, and those ships were sailed to all parts of 
_ the world by Nova Scotians. They brought back to Nova Scotia a great deal 
_ of wealth, resulting in the creation of many local banks that were most success- 

ful for a time and which was, perhaps, to a degree responsible for the birth of 
the larger banking system of Canada. May I refer to the town of Yarmouth, 
N.S., which at one time had more tonnage on the ocean per capita than any 
other place in the world. That was true to a lesser degree, perhaps, to other 
points in Nova Scotia—Pictou, for example—Liverpool and other ports built 
their ships and sailed them. The shipmaster was a banker, because he had to 
do his own banking in the foreign ports of the world, and at home the people 
who were interested in shipping formed their own banks. I am told that in 
Yarmouth at one time that one family, after their ships had arrived, had 
$900,000 in the house and they did not know what to do with it. At another 
time there was a raid on a bank in Yarmouth and one of the directors was 
telephoned that there was a raid on the bank and he had $250,000 in his house, 
and he carried the money in a suitcase through the back door of the bank while 
_the customers carried the money out the front door. So you will see that in as 
_far as Nova Scotia is concerned we have opinions—we have set opinions that 
have come to us from experience in the banking world, and we can look back to 
days of prosperity. Those days were the best when banking was, to use an 
expressive term, in flower in the province of Nova Scotia. 

b With the passing of wooden ships and the introduction of steam those busi- 
nesses began to decline with the result that the banks in Nova Scotia—the 
‘smaller banks failed with considerable disaster to our economy. In the city 
of Halifax and in some other places they survived and became either a part 
of the national banks of Canada or extended themselves into Canadian banks. 
For instance, I think the Royal Bank had its background in the Merchants 
Bank of Halifax. The Bank of Nova Scotia still exists, although it is a Cana- 
dian concern to-day and can hardly be called a Nova Scotia bank. 

Now, many people in Nova Scotia blame our troubles on confederation, 
and they say that we had good times before the days of confederation and that 
‘since confederation Nova Scotia has steadily gone back. I do not attribute 
our troubles altogether to confederation; I attribute our troubles to a large 
extent to the passing of the wooden ship—the march of progress. Nova Scotia 
ell back, as it were, because of the change in the transportation of the world 


eS Le ee ee a eS eee 


ie v . , '? he a. | ee ee A ~~ 
4 r i, . AS ee Vir 
, i ¢ - as ove 


672 STANDING COMMITTEE 


into iron ships and big companies and steam; for that reason Nova Scotia 
has not enjoyed so prosperous a day since. Of course, export trade has some- 
thing to do with it. The export trade, and also the trade of many countries 
of the world, was carried by Nova Scotians, and in those days they realized 
their ambitions and they had the strength of people who are of the sea and who 
naturally became prosperous because of their efficiency in those days. 

We are told that we in the east are orthodox in regard to banking and with 
regard to money matters; and from Mr. Clark’s speech I would say that Mr. 
Clark is fairly orthodox. He comes from Fredericton in the province of New 
Brunswick and represents, perhaps, in quite an orthodox way the opinion 
of many people in the maritime provinces. I looked up the meaning of the 
word “orthodox” in the dictionary and I see that the meaning is given as, sound 
in opinion and doctrine. If that is what the word means,.I have to be orthodox; 
if it means to be stupid and to stick to old things, I am not orthodox. I am 
always looking for something new. Therefore, I have come to this committee 
to meet our friends from western Canada who are the preachers of this new 
doctrine with regard to money especially, and with a thought or a hope, perhaps, 
the truth could be arrived at. Perhaps, we are a little too set in our ways 
and, perhaps, they are a little too radical. I have found that most of the dis- 
cussion coming from members who are preaching monetary reform rather circles 
around getting money free—debt free money or something like that. One mem- 
ber even. went so far as to say it was unchristian to charge interest on money. 
I do not know where one would find out whether it is christian or not except 


_ through the philosophy of that book which teaches that doctrine, and I find in 


Matthew, chap. 25, verse 14 in connection with the parable of the talents the 
following: “For the kingdom of heaven is as a man travelling into a far country, 
who called his own servants, and delivered unto them his goods.” 

And then in verse 27 in dealing with the servant who buried his talents in 
the earth, I find the following:— 


Thou oughtest therefore to have put my money to the exchangers, 
and then at my coming I should have received mine own with usury. 


_ Now, that word “usury” is a word we do not like at the present time; but 
it occurs to me that “usury” in those days simply meant interest. 


The CHairMAN: It does now. 


Mr. Kinuny: However, I found in Webster’s dictionary in the library that 
“usury” is defined as an unconscionable or exorbitant rate or amount of interest; 
interest in excess of the legal rate; charges to the borrower for the use of money. 
In so far as usury means that I am against usury, and in the constituency 
I represent our people are so sound in mind that they abhor a high rate of 
interest. They are always looking for a low rate of interest, of wages of 
money; and you will find no people more anxious to reduce the wages of money — 
because of that very stability, than the people I represent. 4 

My friends say that the banks in this country have in some way treated — 
money as a mystery about which the people knew very little. Well, it is true — 
that the average man—I do not say this in any uncomplimentary way, because — 
we have learned a lot since we have come here with regard to money matters, — 
and I think this committee has been splendid—but I find that in the schools in — 
Nova Scotia in grades 11 and 12 in books on civics and economics that bank- — 
ing is thoroughly explained in a most simple and good way, and that the young — 
people in this country are getting a splendid idea of the way the banking system — 
in this country works. I find—and I do not say this in any uncomplimentary 
way—that the men who preach the doctrine of radicalism with regard to money 
are not those with practical experience but are rather those men who think in — 
the abstract, men who express theories; but as a practical business man I have 

[Mr. Graham Ford Towers.] 
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_ found that when our directors sit around the table and try to design some new 


product, or when one of our workmen comes in with a new idea, or we say 
that it sounds good, let us see how it works out, we may spend some money 
for the purpose of improving our product or having a new one, but in many 
cases we find that it does not work out at all. Practical experience, to my mind, 
is the thing that tells the tale, and while our theories may sound good and while 
they may be plausible, practical life is altogether different. In this regard, I 
have listened to our friends of the Social Credit party, and I can say that 
nobody can listen to them without being impressed with the earnestness and the 
moderation with which they express their thoughts here; but I am shy of it, in 
the first place, because I think monetary policy should be uniform throughout 
the whole country. If there is one thing that should be uniform it is the 
monetary policy. The same yardstick which applies in Nova Scotia should 
apply in British Columbia; and I think that under the British North America 
Act we can very well say that it is a wise part of the Act where it says that 
banking and commerce should be a matter of concern for the whole nation and 
under the control of the federal parliament. I do remember some practical 
things that have been brought forward in connection with the social credit 
theory, and apart from the social credit theory from what Mr. McGeer has 
said. His is not so much an attack on the banking system of this country as 
it is a feeling that we could flirt with it more and do things with it that perhaps 
might do the country some good. On the other hand, the social credit people 
do bring forward a theory, that is difficult to understand. I think it is a sug- 
gestion that we could monetize each year the production of the country and in 
that way carry on in a much easier way than we do to-day. 

I have not found many business men, men who have dealt with finance and 
men who have dealt with manufacturing in this country who think there is any 
easy way to succeed. I am still old fashioned enough to think that the way to 
‘succeed is to work and save; a degree of individualism—and there is a great 
deal of rugged individualism in Canada—and the way for the individual to 
succeed is to work and save. | 

Then I do recall that in the election propaganda or promises of the Social 
Credit party at its inception they were promised $20 a month dividend to 
every citizen of the province. It is possible to give $20 a month dividend to every 
citizen of the province; there is nothing fundamentally wrong with it if you 
tax the people; if you make the people who earn over $20 a month pay the bill 
you can give everybody in the country $20 a month, but somebody will have 


to pay the bill. 


With regard to debt free money, I have here one of those prosperity cer- 
tificates which was an adventure in the field of currency, as I remember. It 


_ was the one that we in the east took notice of, and which rather attracted our 


x, 


5 


attention. So, it is an adventure in currency, and I have here one of those bills. 
It is headed “The Government of the Province of Alberta”; underneath 
“ Prosperity Certificate” and then follows “ Date of Issue” “ August 5, 1936.” 
Then follow the words:— 


The provincial treasurer will pay to the bearer the sum of one dollar 
on the expiration of two years from date of issue hereof upon presenta- 
tion hereof provided there are then attached to the backs hereof one 
hundred and four one cent certificate stamps. 


Now, there is nothing fundamentally wrong with that if you give it to 


: the people. I do not think there is anything wrong with it because they would 


be paying interest on the money and paying the principal back in two years. 
But you do not give it to them. This was offered to the people for services. In 


__ the first place, the man had to work for the money, and after he gave a day’s 


work he might be given this currency. It is not debt free money, because the 
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longer you keep it the more it costs you.’ On the back of it is ruled out certain. 
spaces for each week. In each week you must put a stamp in the block. In 
this certificate I hold in my hand just two 1 cent stamps appear. This certificate 
was issued August 5, 1936. In order to get clear of it it would cost me $1.02, 
and now I would receive $1 for it. To my mind that is loaning money at a 
very high rate of interest. You talk about free interest and Christian interest. 
That is 50 per cent a year interest on the money. 


Mr. Lanperyou: No; I must object to that. It is not that interest. The 
rate of interest is 2 per cent a year. How many stamps are there on it? 


Mr. Kinuey: A hundred and four in two years. 


Mr. Lanperyou: My friend does not comprehend the facts that relate to 
the issue of that certificate. From the statement that he is making it seems to 
me that he does not comprehend it. If it would be in order, I should like to 
correct that statement. | 


Mr. Krnury: Go ahead. 
Mr. Lanpreryou: There are 52 spaces on the back, are there not? 
Mr. Kinury: 104 one cent certificate stamps. 


Mr. Lanperyou: On Wednesday each week a 1 cent stamp is affixed to one 
of these spaces on the back of the certificate. 


Mr. Kinuey: Yes. 


Mr. Lanpreryou: At the end of the year there would be 52 stamps there. 
When it is completed there would be 52 stamps on it. 


Mr. Kinury: 104. 


Mr. Lanperyou: $1.04, yes, that is correct. The man who has it filled with 
stamps goes to the government and recovers a dollar for the bill, and the gov- 
ernment is not paying 50 per cent interest on the bill at all. 


Mr. Kinury: The government is not paying anything. 


Mr. Lanperyou: The government has to redeem that bill and give $1 for 
the $1.04 they receive. 


Mr. Cotpweiu: After $1.04 worth of stamps have been put on it. 


Mr. Lanprryov: Let me give a simple illustration. If the government was 
to spend $1,000 for a stretch of highway they would have either to tax the people 
to secure the $1,000 to start with or they would have to go to the banks or to 
private individuals and borrow the $1,000 by the sale of securities, and they 
would use that $1,000 to pave the highway. The highway would cost the people 
$1,000 either in the form of taxes in the first place or taxes in the future to 
redeem the bonds upon which the highway was financed. Now in this case the — 
government took 1,000 pieces of paper that were called prosperity certificates, and 
it was issued to those who built the highway. It is just the same. The $1,000 — 
could have been borrowed by taxes from the people. Instead of doing that 
they simply issued $1,000 worth of prosperity certificates, pieces of paper, to the 
people. The last person who held the certificates, after the stamps were all 
affixed, would want $1 each for them. The government had to secure, through 
this tax system of 1 cent a week, $1.04, so that when the $1 prosperity certificate 
was up for redemption the government would have a dollar to pay the holder, © 
but they had received $1.04. Thus $1 would be given to the man who 
held the prosperity certificate when all of the stamps were attached. All the 
government retains is the 4 cents to pay for the cost of printing the money. It | 
was cheaper in the final analysis for the government to finance its public works — 
in that way than to borrow from the banks or other people. Then, there is | 
another feature. 3 Z 

[Mr. Graham Ford Towers.] 
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_ My friend said this is “hot money.” It was designed to increase the 

velocity of circulation. People spent that money and business was improved to 

that extent. There is nothing remarkable about it. Nobody lost anything by 

it, and it was a cheap method of financing. 

Mr. CoLpweE u: It is a tax of 1 cent a week on a dollar. 

Mr. Krnuey: Perhaps I can explain it better if I compare it with a Royal 

' Bank of Canada bill which I happen to have here. Now, a man in Nova 

+ Scotia works a day— 


4 The CHarrMAN: Or Alberta. 
} Mr. Krintry: Or Alberta, and he gets a bill. When he gets that bill at 
night— 


‘ Mr. Jaques: Somebody borrows it at 5 or 8 per cent interest. | 

Mr. Kinizy: When he gets that bill at night he gets debt-free money. — 

Mr. Jaques: Somebody borrows it. 

: Mr. Kinury: But, more than that, he can put it in the bank at the end of 

the year and get 14 per cent interest. At the end of the year he will have his $5 

_ which was issued by the Royal Bank and 15 per cent on the $5 that the bank 

pays. 

Mr. Jaques: Somebody somewhere has had to pay 5 per cent or 8 per cent 
- interest or— | 

| The Cuarrman: Let Mr. Kinley finish. Please Mr. Jaques, let Mr. Kinley 

’ finish his statement. Everybody is going to have an opportunity. 

Mr. Kinuxry: This is a promise to pay by a bank of this country and the 

other is a promise to pay signed by Mr. Alberhart, premier of Alberta. Mr. 

Aberhart’s promise to pay says at the end of two years if you paid $1.04 on the 

_ back of this promise, I will redeem it, but mind you, you must work for it before 

_ you get it. The other bill says, at the end of your work you will get this bill, 
_ and if you put it in the bank I will give you 14+ per cent interest besides. 

Mr. Lanprryovu: 14 per cent. | 

Mr, Kinuny: Thanks, 14. 

The Cuairman: It is 1 o’clock, gentlemen. 

¥ Mr. Krnury: This is the one effort of the Social Credit that I know about 

in the field of currency, and it is so far away from what you theorize on that— 

4 The CuarrMan: Mr. Jaques wishes to make a statement. 

4 Mr. Jaques: In the first place, those prosperity certificates are not and 

' and were never intended to be anything like social credit. 

Mr. Cieaver: Were they issued by social crediters? 

i Mr. Jaqums: The idea was Gessel’s, the German economist, who has the 
_ idea which is held by our own Minister of Finance that it is the velocity of cir- 

' culation which increases the prosperity of the country; that there are two 

_ benefits, the first is that the money is redeemed by putting stamps on, and the 

_ second that it does increase the velocity of the circulation. 

Mr. Cieaver: I take it that Gessel’s theory has been exploded. 

Mr. Jaqurs: It is not social credit. 

The CHArrRMAN: Order, please, gentlemen. 

Mr. Jaques: But, Mr. Kinley, it is not a fair comparison to take a bank 
bill and say that there is a bill which a man can put in the bank and that he 

_has it for nothing. That money never came from a bank; no money ever did, 

except at interest, and when you pay that loan back you pay not only the dollar 

but five cents as well. 

Mr. Kinuey: Mr. Chairman, would it be possible to have a photostatic 

copy made of this prosperity certificate and incorporate it in the record? 

_ The Cuarrman: Yes. We shall adjourn until 4 o’clock this afternoon. 
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AFTERNOON SESSION 


The Committee resumed at 4.00 P.M. 


In attendance: Mr. Grauam Forp Towrrs, Governor of the Bank of 
- Canada. 


The CuatrMan: Proceed, Mr. Kinley. 


| Mr. Kinny: Mr. Chairman, before we adjourned I was talking of theory 
_ as opposed to practice and the value of the theory was how it worked out 
. in practical experience. In this committee we have heard a lot about theory, 
_ and especially from those who have advanced views on banking and monetary 
matters. It is rather an involved theory. As one who has had to do with 
practical things all my life—that is in dealing with the substance and the 
finding of money at the end of the fortnight to pay the payroll and struggling 
_ along so as to be able to satisfy people who have demands on your business 
_ —I have had an experience which makes me think there is no easy way in this 
life to succeed. 
é Now, I was dealing with the theory of our social credit friends, and 
I said that while their theory was largely proclaimed in Canada and here 
in this committee by men who are in earnest and men who put forward with 
_ moderation their views, as practical people I think we should look upon the 
things they have actually done, if they have achieved anything—we should 
_ look upon those achievements and judge them. I produced this prosperity 
certificate. In dealing with it I think we should strip the argument of all the 
drapery and get down to the facts, because this is rather a habeas corpus; 
shall I say, it is producing the body. As in a coroner’s inquest, there is the 
body, now let us examine the body. And this is a prosperity certificate. 
Hon. Mr. Stevens: You are not suggesting it is a corpse, are you? 


: Mr. Kintey: Well, it is the body anyway; it is the evidence; it is concrete, 
definite. This prosperity certificate, as I take it, was isued by the government 
of Alberta because it is signed by William Aberhart, premier, and by the 
provincial treasure; and it says: “The provincial treasurer will pay to the 
_ bearer the sum of one dollar on the expiration of two years from date of issue 
hereof upon presentation hereof provided there are then attached to the back 
hereof one hundred and four 1 cent certificate stamps.” Now, that is issued 
for services rendered. I understood they were paying their school teachers 
and civil servants with them. 
Mr. Lanperyou: No; mostly for road work. 
; Mr. Kinuey: A man would do a day’s labour and get that certificate. 
4 Mr. LANpEryovu: And then it went into general circulation. 


Mr. Kintry: He wanted to put it into general circulation, and he had to 
work for it in the first place, and he got it for services rendered. 

Mr. LANDERYOU: Yes. 

Mr. Krnuey: In the first place, if he put it away and saved it for two 
_ years it would be no good to him, because he would have to pay $1.04 on it 
_ before he could have it redeemed. 
Mr. Lanpreryou: It would be no good to him. 
‘ Mr. Krntey: If he spends it and it gets into general circulation the people 
who have worked must pay the government $1.04 in stamps for the redemption 
f that $1 certificate at the end of two years. It is really issuing money—- 
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not interest bearing money that will bring interest to you, but money on which 
you must pay interest; a cent a week, and it goes up the longer you hold it. 
Now, I would like to get down to a definite example. Suppose I am work- 
man in the province of Alberta—and Mr. Landeryou says I am working on 
the roads—and suppose that at night the foreman comes to me and he says: 
“I have two kinds of money. Here is a bank bill, a Dominion government 
bill, a Royal Bank bill ’”—I had a $5 bill this morning but I spent it since— 
I cannot: find it-— 

Mr. JAqures: Perhaps somebody borrowed it. 

Mr. Krnury: I hope he pays the interest on it. 

Mr. Jaqugs: He certainly will. 


Mr. Kintey: Suppose I am a workman in the province of Alberta, and the 
foreman comes and he says: “Here are two kinds of money ; here is a prosperity 
certificate on which you must pay a cent a week in order to keep it good, and 
here is a bank bill which I will give to you and which is debt free and on 
which, if you loan it to your friends, you are entitled to ask interest for the 
loan, and if you give it to him for two years he will pay you 5 per cent a year, 
and in two years you will get 10 per cent on that bill, whereas in regard to the 
other bill in two years it will be worth nothing.” That is the position. I am 
not complaining of this. If the Social Credit party had adopted this idea: 
for instance, we will give this to the people, hand it out to the people, $20 a 
month, and say to the people, “now, this is an advance to you, we give you 
this as an advance, and every week it is going to cost you a cent, and at the 
end of two years it will cost. you $1.04,” there would have been more virtue 
in it. However, the man has to work for it. It is hot money. And this is 
the first adventure in the field of monetary circulation. 

Mr. Lanperyou: Are you familiar with the fact that it was the unemployed | 
people who were put to work with that? 


Mr. Kinuey: Hold on now. Just a moment. This is your first adventure — 
in the monetary field. Now, I hear what you people say about money without — 
interest, debt free money, and I find that your first practical action is this, — 
and I say that I cannot bring them together or make them harmonize. | 

Mr. LanpEryou: Was not that debt free money? 


Mr. Kinny: This achievement or this activity or this attempt to circulate — 
money, and the theory that you are preaching before this committee does not | 
jibe, it does not make sense. I remember once when we were discussing banks ~ 
in the house that, I think it was Mr. Jaques, was speaking of that rather 
attractive game called poker, and he said that if you played poker long enough 
the banker would get all the money. 


Mr. Jaques: I do not think that is right. 


Mr. Kinury: I think that is what you said. If you look at Hansard of a ~ 
former year you will find it; you said that if you played poker long enough the 


banker would get all the money. Was that not what you said? I think that is 
what you said. Now that is not true. I have played some poker in my youth 
and I have found it a very attractive game, but when you start to play poker 
you sit around a table and you choose one of the most worthy and methodical ; 
of your party and ask him to be banker, and the banker performs a service. 

Mr. JAqurs: He is not paid in that case. 

Mr. Howarp: At least he has some interest. 

Mr. Jaques: Unless he took his percentage out of the pot. | 

Mr. Kiniry: I want to get down to things that people will understand. 
These involved arguments about finance people do not understand, but many do 
understand poker. 

[Mr. Graham Ford Towers.] 


“—, 


| 
i 
7 
‘ 
! 
a 


* — 


i 
a 


>” FF. al — » Td beet / 2% “See Part 7 ey 
(ESR E AS Ss Sie oad i gs Oa ce aa a EN a EOE 


BANKING AND COMMERCE 679 


Mr. Lanperyovu: There are not many understand it. 


Mr. Kinitzey: Now, Mr. Jaques made that statement—I remember I took 
_ it down—that if you played poker long enough the banker would get all the 
ti money. My experience is that the kitty gets all the money if you play poker 
© long enough, and the kitty represents entertainment and the extravagance of 
_ the players, because they take money out of the pot and they bring in refresh- 
_ ments and they pay for the room and all that sort of thing, whereas the banker 
_ performs a splendid service and he is the most reliable person in the party. 
_ He must make good at the end of the game every chip that is in the hands of the 
players. 

fe Hon. Mr. Stevens: Would you use an illustration we can all understand? 


By Mr. Krnuey: I will use one we can all understand. Mr. Jaques, I think, 
_ spoke of debt free money. Debt free money reminds me of the man who keeps 
_ a country store. I want to say that some day someone should put up a 
- monument in this country to the country store keeper. He is fast fading away, 
- but he was the man in the farming community who was equipped to take and 
_ who did take for a generation or more the products of the farmer and market 
_ them, and by barter and exchange he did perform a great service in the rural 
_ parts. The rural storekeeper did something that I think was of great value, 
and whatever may be said about the efficiency of these co-operative stores 
" communities, if they combat the chain store and create a local patriotism that 
_ will bring back into the communities or keep in the communities the business 
_ of that community, they will perform a service. 

ie The Cuairman: Mr. Kinley, we must not wander too far afield. 


2 Mr, Kinuey: I was going to give the story. We hear talk of debt free 
~ money, and it reminds me of the man who keeps the country store. There are 
people who think that because the government owns a bank they can go to that 
- bank and get all the money they want and that there is no reason why there 
- should not be an ample supply. Let us suppose that this man in the country 
store has an extravagant wife and family who say that because papa owns the 
_ store they can go into the store and take everything they want, and let us 
_ suppose that they go there and carry away goods, and they dress themselves up, 
and they take everything they want. Usually after a time the sheriff steps in 
and takes charge. And they do not know what is happening, when the trouble 
is that they invaded their trust. While the father did own the store, his goods 
had value, and the storekeeper needed them as he must meet his obligations, 
and his family were invading the very thing which was his asset in order to carry 

_ on his business. 

Mr. Jaques: They are giving no service in return. 

Mr. Kintry: I do not see what that has to do with it. Returning to this 
4 prosperity certificate, so called, I suppose the Social Credit party accept this as 
_ part of their activities; they do not disown it. 
Mr. Lanperyou: No, that took place, and it worked satisfactorily in the 
province of Alberta and fulfilled its purpose. 
$ Mr. Howarp: Do you think it would be a good thing to pay the indemni- 
ties of these fellows in the house? 

Mr. Lanperyou: Yes, they would spend the money instead of saving it up 
for their old age. We have opened up treasury branches now and we are using 
a different medium of exchange. 

7 Hon. Mr. Stevens: I think it is fair to say that it has been definitely used. ° 
b Mr. LanpERyou: Yes. 
% Mr. Krntey: It is like this: if I earn that dollar to-day in Alberta I have 
_ to earn another good dollar and put stamps on the first dollar to redeem it. I 
ave to earn two dollars to get one. 
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Mr. Lanperyou: Oh, no. 

Mr. Krnuey: And, furthermore, if I keep that dollar for a year I have 
to put 52 cents in stamps on it and, therefore, it is 52 per cent money. We hear . 
talk about usury and 3 per cent and 4 per cent, but this is something like 52 per 
cent. Therefore, I say that theory and practice do not work together in this— 
they do not always work out. That is, there are so many theories that are 
exploded in the realm of practical endeavour. I have never been taught that 
something could be got for nothing; unless somebody had to pay. 

Mr. Jaques: You can get nothing for something. 

Mr. Krnutey: Well, sometimes. Somebody las to pay. 

Mr. Jaques: Of course. 

Mr. Kintey: I do not believe that dilution gives strength. There may be 
times when inflation—that is dilution is advisable for purposes—I do think, 
perhaps, it creates some redistribution of wealth as between the classes—but I 
never knew that by diluting anything you could get strength. For instance, 
let us suppose that the chairman said: Let us have a drink of whiskey. Some 
men do have a drink of whiskey. 

Hon. Mr. Srevens: Let us talk of something that we know of. 

Mr. Kinury: You say: That is not enough, we will want more than that; 
and he says, bring in the water pitcher and fill it up. Now, he has a bigger drink 
but no more whiskey. The same example would hold true in connection with 
the farmer and his milk. If the farmer waters his milk he has more substance 
but he has no more milk. 

Mr. Lanperyou: He has more bulk. 

Mr. Kinuey: Yes, but he has no more milk, and it is a criminal thing for 
him to do. If he does that he can be put in jail. However, one will water the 
money and the other will water the milk, and I cannot see that there 1s much 
difference. 

Mr. Lanperyou: How about deflation? 

Mr. Krntey: In the east there is a rugged individualism in my county— 
Mr. Lanperyou: Is there any ragged individualism down there? 

Mr. Krnuny: Perhaps. 

Mr. Jaques: Suppose the milkman restricts his production when he raises 
prices, that is the same as restricting money when you raise interest rates. That 
is done every day. That is what they call sound money. It is kept scarce to 
keep up interest rates. 

Mr. Krtntey: Well, we will come to that in a little while. 

The CuarrmMan: Mr. Jaques, may I suggest that Mr. Kinley did not inter-_ 
rupt you very much. 

Mr. Kinuey: Oh, no, I do not mind. 

The Cuatrman: I think we should proceed as rapidly as possible, because ~ 
there are several others who want to follow Mr. Kinley. | 

Mr. Lanperyovu: Are we going to have an opportunity to answer the state- 
ments made by Mr. Kinley, because I do not accept the statements that are- 
being put on the record? | 

The CuairMan: There are two or three others on our list. | 

Mr. LanpERyvou: We are supposed to have a reference before this com-— 
mittee, and Mr. Kinley has wandered away from the reference. I am not 
objecting to him doing so, he is entitled to express his views on some of the 
plans adopted in Alberta, but surely, in all fairness, we should have an oppor- 
tunity to reply to some of these outrageous statements he has made—state- 
ments which I am sure Mr. Towers would not agree with, although he may 
not accept social credit. 4 

[Mr. Graham Ford Towers. ] 
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Mr. Howarp: Mr. Kinley is inciting interruptions. 
Mr. Baxsr: I object to the word “outrageous.” It may be outrageous 
to some people in some places, but not to other people in other places. 


. Mr. Cieaver: And as far as Mr. Towers is concerned, the governor can 
: speak for himself. | 
4 Mr. Kinuny: Speaking with regard to my C.C.F. friends who, I think, 
are perhaps approaching a doctrine of state socialism, I believe in the virtue 
_ of private initiative. I believe private initiative is the great driving force 
_ in industry, and that fair personal gain is a spur which is necessary for its 
success. : 
Mr. Lanpreryou: Hear, hear. 


Mr. Kinutry: And at the same time, the acceptance by us all of those 
things which are necessarily of interest for the public good. 

Banking, to most of the people of this country, has become a bit of a 
mystery largely because of the doctrines that have been preached and because 
of the ramifications and the complex features of the subject that come out 
as it gets bigger and bigger. I think it was Sir Montague Allen who once said 
when he was in New York that it had got to a stage where even he did not 
understand it; it had got into the realm of mystery. Therefore, if we are 
not quite sure, or if we are not speaking with the utmost assurance on matters 
_ of this kind, I think it is because we are beginning to learn something about it. 

Now, we hear about getting something for nothing or making something 
from nothing. I remember when I went to school that there was a little bit 
of verse in our Royal reader which I think gave a good lesson in economies. 
It went something like this:— 


John came from school the first half year 
Learned as could be 
| And wished to show to all around 
‘ How smart a boy was he; 
sy And so at dinner he began: “Papa, you think you see 
Two roasted chickens on that dish, 
Now I can prove them three. 
First, this is one and that is two, 
That’s plain as plain can be, 
I'll add the one unto the two 
And two and one make three.” 
“Just so,” answered his papa, “if what you say is true, 
I’ll take one and ma takes one 
And the third we’ll leave for you.” 


Now, lest my social credit friends are thinking I am one-sided in my ideas 
and that I favour those who consider themselves sound financiers in this 
_ country, let me say a word about corporation law— 

Mr. Lanperyou: Ridicule proves nothing. 

Mr. Kintrey: Let me say a word about corporation law. I think corpora- 

tion law is the vehicle upon which most business devilment rides. When limited 
liability legislation was first conceived in England it was considered a master- 
piece of legislation. It followed the royal assent and the royal charter that 
Went to companies who operated all over the world. We all remember the 
great south sea bubble that made such a mess of things. The directors of 
that company were stripped of everything but their clothes because public 
opinion in the country was so outraged. 
5 I believe that corporation law has been a great element in progress, but 
it is a privilege. The limited liability corporation law is a privilege. There 
is such a thing as unlimited companies, then there is the private man who 
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takes the load and takes his responsibility, but the fellow who has the limited 
liability, he has a privilege. That privilege has been worked and exploited 
by the finest legal minds of this country and by the smartest financiers until 
I think it has now come to the stage where it is almost a menace to our economy. 

I spoke about the people who want to inflate money, want to water money. 
I believe that the sound business man who comes into a firm and waters the 
stock of the company is just as bad as the one who wants to water the money. 
One is the creature of good times so long as the road is easy, but the minute 
the road gets hard and the times get harder— 

Mr. Jaques: Why do they get hard? 


Mr. Kinutey: Just a minute now. The minute the road gets hard they find 
it difficult, and the first thing that happens is they. meet difficulties, and in 
going down they aggravate the situation by pulling down other companies, 
and the first thing we know we are in a general depression. That is the creature 
of good times. That watering .is done in good times when the money is 
plentiful. The business man who waters his money and-waters his stock in 
good times is just as unsound as the theorist, the one who wants to water 
the money. 

Mr. LANpERYou: We do not want to water money. 


Mr. Kintey: If you form a company you create another person in law with 
privileges, and if you get, some money and some friends you can create a second 
person in law. This second person can co-operate with the first person and with 
bonds and with the right of manipulation and some capital can form many 
companies. You can create a commercial dynasty; interlock directorates and 
create a business dictatorship, a commercial dictatorship in this country. I 
believe we have created commercial dictatorships in this country through the aid 
of corporation law. I believe in this country one of the things we need is more 
personal responsibility behind business. If I go to the bank and say should like 
to have $25,000, the bank manager would say, yes Mr. Kinley, you have a good 
company, we will give you $25,000 but you must put your name on the back of 
this note. : 

Mr. Lanpreryou: They will lend it to you. 


Mr. Kinutey: They will say, put your company’s name on the front and 
your name on the back. I say, yes, but I have a good company. The manager 
will say, yes but it is better to have faith in the man behind it. When the 
fellow who issues stock and bonds comes down to you with his prospectus he 
tells you if he can get prominent men to be directors—he will say, look at the 
men who are directors; look at the nice set-up, and he will sell you the bond. 
But they are not on the back of the note. If the company goes broke, you lose 
your money. The banks are more sensible in doing their business because 
they see when they lend you the money that you are responsible. It seems to 
me that while we have difficulties with our monetary system there are more evils 
in this country in so far as corporation law is concerned and in so far as com- 
mercial dictatorships are concerned, than anything else. What we need is 
decentralization. 


The Cuarrman: Hear, hear. 
Mr. Krntey: What we need is decentralization of business in Canada so 


that every part of Canada will have a balanced economy. If you people m the ~ 


west had in Winnipeg, Regina and Calgary a few of the manufacturing institu- 
tions you would not be so concerned about how tariff is ruining this country. 
We in the maritimes suffer from them too. 


The CHAIRMAN: Winnipeg is the fourth industrial centre in Canada. 
Mr. Kintery: It is coming along; but we need decentralization. 


Mr. Jaques: I agree with that; we are 100 per cent behind that. 
[Mr. Graham Ford Towers.] 
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Mr. Krntey: In that regard I think you are sound. If 
_ when we are talking about monetary reform we will find th 
_ come from west of the great lakes. Surely, all the brains 
great lakes? 

Mr. Jaqugs: The pioneer spirit is. 


Mr. Kinuzy: I know, but there is a reason for it. 
hundreds of years in the east to build up our econom 
cities and provinces in 25 or 35 years, and you had 
after your services and schools and everything that 


we look at the map 
at all the reformers 
are not west of the 


I will admit it took us 
y. In the west you built 
a capital structure to look 


was an enormous charge on 
the economy of the country. You assumed such a load in a few years that when 
‘ 


hard times came along you could not stand it; you got into difficulties and, you 
_ did not know what was wrong with you. It was like what happened to us in 
f Nova Scotia in the days of the passing of the wooden ships. We did not know 
_ what was wrong with us, when we did not have all the money that we commanded 
in other years, and we blamed it on confederation. We said confederation has 
4 ruined Nova Scotia. | 
. Mr. Lanperyou: You should have blamed the banks, 


/ Mr. Kiwtry: You people in the west blamed it on the banks and the 
monetary system. 

Mr. Jaquus: The whole world is in that condition. 

. Mr. Kintny: We are in a com 

_ with our country, I think you will 
‘ world. 
c The CuarrMan: Hear, hear. 

, Mr. Krinuey: Our banking system is something that we 
because during this depression no man lost his money, 

y Mr. Jaques: At whose expense? 

4 Mr. Kinuey: It has performed services in this country that in so far as 
_ the stability of this country is concerned is one of the things we speak about 
~ when we tell about the pre-eminence of our country. I do not think I shall say 
any more along these lines, but I just want to ask the governor a few questions. 


petitive world, and if you compare the world 
agree that we have the best country in the 


should be proud of, 
and furthermore— 


* By Mr. Kinley: 

‘. Q. Could there be such a thing as a fixed volume of banking credit?—A. A 

fixed volume? | 

| » Q. Yes.—A. No; I would say it should vary depending on the total volume 

_ of production of the country. 

= Q. Does it not depend on millions of individual transactions?—A. Yes. 

= Q. That is, it takes two people to make a loan?—A. Yes, that, is right. 

Q. For instance, there may be occasions when the banks want to loan money 

and the people say we do not want it, we cannot use it?—A. Yes. 

_  Q. And at other times the banks say the hazard is too great?—-A. Yes. 

Q. Therefore it depends on millions of individual transactions. Now, Mr. 

~ McGeer said in H ansard, I noticed, something to the effect that the United States 

were inflating things much more than we are. That prompts me to ask this 

question: is the United States money backed by gold?—A. Yes. 

‘ Q. In fact, the United States is the only country to-day that is willing to 

ay its foreign obligations in gold?—A. It is the only one with the exception 

of Belgium that I remember at the moment which has a fixed price for gold in 

_verms of its own money. Other countries are using gold as a means for inter- 

national settlements, although not at a fixed price in terms of their own money. 

Q. I think the United States has more gold than they have money in 


reulation to-day, have they not?—A. In so far as the actual note issue is con- 
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cerned, yes, much more, but speaking of it in terms of the gold reserve ratio of 
the federal reserve system the figure is—perhaps we can get it and file the 
figure in a moment. 

Q. I think I have them here, but I wanted to justify it by your statement. - 
Actually the amount of gold held by the United States is twice as much as the 
volume of currency outstanding and while the internal conversion of the gold 
- was stopped in order to prevent hoarding the United States currency is, in fact, 
convertible into gold to meet foreign payments, and 1s the only currency in the 
world of which that is true. Do you subscribe to that?—A. I am sorry, | did not 
hear that. I see that on April 19 the ratio of reserves to the deposit and note 
liabilities of the federal reserve system was 84:9 per cent. 

Q. Well, let me read this again. Actually the amount of gold held by the 
United States is twice as much as the volume of currency outstanding, and 
while the internal conversion into gold was stopped in order to prevent hoarding, 
the United States currency is, in fact, convertible into gold to meet foreign 
payments, and is the only currency in the world of which that is true?— 
A. Belgium also. 

Q. Now, in June, 1933, or between June, 1933 and December, 1936, I am 
told that bank deposits increased in the United States by $4,000,000,000.— 
A. June, 1933 and December, 1936? . 

Q. June, 1933 and December, 1986, by $4 000,000,000 a year—A. In 
December, 1933 the deposits in the United States were $38,500,000,000 approxi- 
mately. In December, 1936 they were $53,700,000,000, an increase of $15,000,- 
000,000 in that time. 

Q. That is about $4,000,000,000 a year?—A. Yes. 

Q. Now, in November, 1936 they changed their policy and they doubled the 
bank reserves and sterilized the gold, didn’t they?—-A. They doubled the 
minimum legal ratio at that time, approximately, which means that they sterilized, 
so to speak, that much cash in the form of necessary additional reserves which 
the banks had to carry. The so-called gold sterilization policy came, as I recall 
it, a little after that, an arrangement by which the treasury took in incoming gold 
and borrowed for that purpose, an arrangement practically the same as that which 
is followed in Great Britain. Since then that sterilization policy has very largely 
been abandoned. 3 

Q. Why did they double their bank reserves?—A. They felt at that time, | 
presumably, that signs of ‘nflation were becoming visible. Whether that was 
right or wrong, it would be hard to say. No doubt they also felt that even 
on the doubled bank reserves there were enough spare reserves left to make it 
possible to undertake some further expansion if necessary, and not to make 
contraction necessary. That is the way I understand their reasoning. 

Q. Do you not think that it is quite probable that this policy was the most 
important single factor in their recent depression?—A. There has been such 
a tremendous argument on that in the United States that I should lke to 
avoid making any comments on their affairs. . 

Q. Now, the huge borrowings of the British government were referred to 
by Mr. McGeer. I think it is fair to say that he, in the house, in Hansard, and 
in this committee, led us to believe that the British government and the United 
States have been doing something that Canada has not done in order to make 
things better in so far as monetary policy is concerned. The British government 
has borrowed huge sums in order to balance their budget since 1930.—A. Well, 
I think the contrary is the case. It is in the United States and Canada that 
there have been large borrowings to cover governmental deficits, but in England, 
until the big rearmament program came along, they followed the reverse policy; 
that is, they balanced their budget. 4 

Q. By taxation?—A. By taxation, and did not have the occasion to increa 
the national debt or borrow new money in any substantial amount. | 

[Mr. Graham Ford Towers.] 
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@. They attempted no methods except methods that are considered ortho- 
- dox finance?—A. Their methods were, I will agree, more orthodox from that 
point of view than those that have been pursued in North America. 
| Q. If a bank is buying bonds—that is municipal and government bonds— 
_ is it not an indication that there is more money than the country can absorb 
; in private enterprise?—A. That the demand, at least, for commercial bank 


loans, is not sufficient to take up the supply of funds which banks have avail- 
able for loaning. 

Q. Now, with regard to foreign exchange, our currency has been travelling 
between that of Great Britain and the United States for years, just a little 
higher than the English pound and a little lower than the American dollar?— 
A. In the 1920-22 period, or perhaps 1919 to 1922, it tended to do that. Again 
in the 1931-33 period it tended to do that. Those are the two periods when there 

has been a considerable difference in value as between the pound sterling and 
the United States dollar. 
@. What control has the central bank system over the rate of exchange? 
—A. It can only have control if it enters the market. for the purpose of buying 
_ or selling exchange, and in the latter case, of course, the extent of its control 
_ would be limited by the amount of foreign exchange which it had available 
for sale. | 3 
@. You could very soon force it down, but could you raise it?—A. That is 
_ the case where I would say control is limited by the amount of foreign exchange 
_ you have available for sale, or the amount of gold you have available for 
_ sale, because gold can produce foreign exchange. That type of control is what 
- you might call the day to day influence which you might exercise on the market 
through actual transactions, adding to the demand if you were trying to do 
_ one thing, or increasing the supply of foreign exchange if you were trying to 
' do the other. Over the long term period, of course, the domestic monetary 
_ policy and the effect that policy may have on the situation in the country, will 
_ affect the exchange value of the currency. : 
: Q. I suppose that the lowering of the rate of exchange in your own country 
_ does help the primary producer who exports?—A. The effect on him, as you will 
_ remember, we have tried to deal with in earlier sections of the record, which 
_ pages I may be able to give a little later on. It is largely a question of internal 
_ transfer from which, for a period, the primary producer may benefit at the 
cost of other people in the country. 
Q. Don’t you think England captured, or recaptured, a great deal of her 

export trade by reason of the pound going to an extremely low figure?— 
_ A. If that was so, it would be very largely at the expense of her own people, 
_ of course. 
: Q. Yes, they would work cheaper?—A. Yes. 
4 Q. I can see that. Now, on making trade agreements, governments to-day 
look out for that sort of thing. I notice that article 13 of our United States 
trade agreement reads as follows:— 


If a wide variation should occur in the rate of exchange between the 
currencies of Canada and the United States of America, and if the 
government of either country should consider the variation so substantial 
as to prejudice the industries or commerce of that country, it shall be 
free to propose negotiations for the modification of this agreement; and 
if agreement with respect thereto is not reached within thirty days 

‘ following receipt of such proposal, the government making such proposal 
shall be free to terminate this agreement in its entirety on thirty days’ 
written notice. : 


_ Therefore it is extremely important that you keep the rate of exchange some- 
Where within speaking distance of the American rate of exchange, because if 
you do not, this trade treaty is imperiled —A. Without answering that question 


Ve 
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directly I would say iat in most ViePnabogn arrangements nowadays the 
thought that they may have to be changed if there is a material variation in the 
currency, is present; in other words, it becomes very difficult to steal a march 
on someone. You may not actually be stealing a march on that person, you 
may be doing something which is entirely a question of internal transfer, but 
your actions may affect the foreigner as well, and the foreigner nowadays, having 
had considerable practice, is not liable to be caught napping. 

Q. Therefore exchange rates are almost as important as tariffs?—A. They are. 

Q. And it is just as important to have stability—it is more important to 
have stability in monetary matters in foreign trade than practically anything 
else?—A. That is true; everybody will agree to that, I believe. 

Q. While internally we may trifle with our monetary system, it is a more 
dangerous thing when it becomes international?—A. The internal trifling may 
in due course result in a change in the exchange value of the dollar. If the 
action taken is not an indirect one, but rather the direct procedure of buying 


and selling exchange, then, of course, your efforts are all the more obvious for 


other countries to see. 

@. Canada is a gold producing country?—A. Yes. 

Q. A gold exporting country.—A. Yes. 

Q. The gold standard is eminently important then to our people, the retention 
of the gold standard?—A. It is. 


@. And we should be boosters, almost, of the gold standard?—A. Yes, we 
should be boosters of the gold standard in some form. 

The Cuatrman: The use of monetary gold; is that right? 

Mr. Towers: Yes. 


By the Chairman: 
Q. The use of monetary gold, is that right?—A. Yes. 


By Mr. Kinley: 

Q. Is banking a monopoly in Canada?—A. No, I do not think you could 
say that. Having in mind the existence of ten banks I do not think it could be 
described as a monopoly. If you think of ‘the question of other banks being 
able to start—as we know, the provisions for that are laid down in the Bank 
Act—lI think it is most unlikely 3 in the visible future that any other banks will 
get into operation in Canada. 


By Mr. Deachman: 


Q. Why?—A. I do not think the game is worth the candle for a new organiza- 
tion. I think that the long period of years during which they would have to 


suffer losses before they could hope to break even would discourage most people — 


from trying to do it. 


By Mr. Kinley: 


Q. How many banks did you say there were in Canna ae Ten, includ- | 
ing Barclay’s Bank. 


Q. Do you not think those ten are so organized that they could be con- 


stituted as a combine?—A. No, I would not say that. 


Q. Is it not extraordinary that they all charge the same rate of interest?— | 


A. I expect there are some variations. 

Q. Well, of course, some-—A. However, I should say this. I have said — 
this before and perhaps the committee will not mind if I repeat it: Above all — 
things I do want to avoid creating any impression that one of the functions of 


the Bank of Canada is to defend or describe chartered bank policy. They should 


talk for themselves. 
[Mr. Graham Ford Towers. ] 


’ 
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| Q. Much of our business in Canada is built up on the monopoly principle. 
For instance, tramways and hydro. There is a franchise involved and we 
_ control the rates. Do you not think that banking should be a monopoly publicly 
controlled? ! 


Va The Cuatrman: Is that a matter of policy, Mr. Kinley? 


FP] Mr. Towsrs: That is a matter of policy. I am not quite sure what improve- 
- ment you would get from that. If you go that far perhaps you really ought 
_ to take the responsibility for operation as well. There are certain general 
_ limitations in the Bank Act and the Interest Act. If you get down to too much 
_ rigidity in the limitations then you practically assume responsibility for opera- 
tion. 


* By Mr. Kinley: 

Q. To all practical purposes to-day are not the banks a monopoly, publicly 
controlled, whether they are controlled enough or not? The banks are controlled 

_ by the Bank Act, but there is a monopoly because of the difficulty of other 

_ people getting in. It takes a lot of money and they face competition, so for all 

practical purposes it might be useless to start a bank against the organizations 

we have to-day. The banks are controlled by the Bank Act. 


Hon. Mr. Srrvens: A ten-year franchise. 


By Mr. Kinley: 


Q. Do you not think that should be reviewed more often?—A. I doubt, it, 
_ I would say that so far as the public are concerned their main interest lies along 
_ these lines: If they want to borrow money are there at least enough banks so 
_ that they do not depend on the decision of one? Have they certain alternatives? 
_ Have they the element of competition for business in sufficient degree? Secondly, 
in regard to the various types of services which banks render, that is, the main- 
tenance of checking accounts, the collection of accounts for businessmen, are 
there enough banks competing for that business so that individuals and business 
_ people can get good service or change over to another institution if they do not 
_ like the type of service they are getting? Lastly, within the limits imposed by 
parliament with respect to interest rates, is there sufficient competition so that 
‘those rates which are charged are not economically unfair to the country? 

Q. Tell me, Mr. Towers, does the central bank in any way enter into 
competition or reduce the profits in a general way of the commercial banks?— 
_ A. The monetary policy of the last few years has undoubtedly greatly reduced 
_ the profits of the commercial banks. 

Q. And accrued profits to you?—No, mainly to borrowers in the form of | 
governments and others. No additional profits to us, because our profits, too, 
have been reduced by the lowering of interest rates. Speaking from memory | 
_ I could say this: The average rate of interest which we earned on our invest- 
_ ments during 1938 was such and such—I have forgotten the exact figure for the 
- moment. In our first year of operation in 1935 it had been a higher figure. Now, 
if in 1938 we had earned on the investments we then held the same average 
rate of interest that we earned in 1935, our profits would have been $2,000,000 
higher in that one year. That is just an indication, a measure, of the tremendous 
effect which the easy-money policy has had on bank earnings and which has had 
to be reflected, of course, in very substantial reductions in the rate of interest 

paid on deposits. 


By Mr. Cleaver: 
Q. That saving has been a saving to the debtor class, has it not?—A. Yes. 
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By Mr. Kinley: o oe 

®. Let us talk about the wages of money—interest. I am more interested 

in the wages of money than I am in any dislocation of the banking system, 

because we should be able to borrow money as cheaply as possible. How do the 

interest rates to the general public in Canada compare with the interest rates in 

Great Britain and the United States?—A. In Great Britain I would say that 

a rate of 4 per cent on overdrafts was a distinctly favourable one at the present 
time. 


Q. It is usually 6 per cent in Canada?—A. And that 5 or something more 


would be not at all uncommon. In the United States it varies very greatly. If 
I may,—I do not think I will be able to find it immediately—I should like to put 
on the record a table which we will get from the Federal Reserve Bulletin show- 
ing rates in various sections of the United States. I think you will be surprised 
to find how high they are. 

Q. In the United States?—A. Yes. 

Q. That is, to organized business?—-A. In the main centres, such as New 
York or Chicago, large corporations of absolutely undoubted standing can 
borrow at very low rates. If one takes a corporation such as the U.S. Steel, it 


might manage if it needed it, which it does not, to-do some short-term borrow- | _ 


ing at 2 per cent, perhaps. Those are the outstanding cases. But if you take 
the rank and file of individuals in small business across the country, you will 


find that the rates are very different. indeed. In the quite small places I think - 


you will probably find that the rates are higher than those in Canada. 

Q. In good times bank interest rates naturally rise?—A. When there is 
a very keen demand for money and considerable expansion taking place, and 
so forth. ah 

-Q. Should it not be the opposite? For instance, in hard times treasury 

bills are low and government bonds are low and they must balance and earn 
high interest rates from the general public. In good times when the general 
public is taking all the money should not their rate of, interest be lower?—A. I 
would not think so, because I would think that the competition which is going on 
for money at that time— 

Q. That is the point; do the banks take advantage of the situation — 
A. Under those circumstances you may find that in order to finance additional 
loans or speculative loans, perhaps, the banks are being forced to sell govern- 
ment securities that they have available. Not being able to cary that process on 
too far or too fast there is something more of a demand than they can readily 
fill. If they do charge higher rates at-that time, it is a form of rationing. As a 
matter of fact, im Canada, even in the height of the boom, the interest rates did 
not get up very much. I think, as a matter of fact, that in so far as speculative 
loans were concerned at that time the rates did not go nearly high enough. 

Q. It seems to me it is an indication of a monopoly when the rates go up in 
good times.—A. I would say it is an indication of demand exceeding supply. 

Q. I think there is always a supply if there is a demand. You say that 
there is plenty of money at all times, and that there is always a supply if there 


is a demand.—A. That would depend upon the character of the business activity. 


If it was what you might call a satisfactory reasonable development which was 
not coming to the state of a boom then I would say under the existing monetary 
situation in this country the additional cash which the banks would require to 
cater to that need would be forthcoming. If, on the other hand, it was an 
unhealthy, heavy demand for money arising from boom conditions, two methods 
should presumably be employed to cut down that unhealthy demand. One 
might be the charging of somewhat higher interest rates; the other might be 
what you might call the qualitative method of trying to refuse the more undesir- 
able type of advances. That last method is a very difficult one to follow. 
[Mr. Graham Ford Towers.] 
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By the Chairman: 


| @. A more risky one, you mean?—A. And a more difficult one to decide 
_ which to accept and which not to accept. 
By Mr. Kinley: 

| Q. Do you not think that under the laws of our country the banks have too 
much protection in making them a preferred customer as against general 
_ industry?—A. In. what respect, Mr. Kinley? 
Gs Q. Well, for instance, a man in business owes a merchant $5,000. The 
_ merchant does not take any action, the man just owes the bill and there is 
| no court action. He goes to the bank and borrows another $5,000 and the bank 
_ will get security, book debts, or something or other, and when it comes to a 
showdown the bank is a preferred customer.—A. That would arise either through 
_ the assignment of security under section 88, or the assignment of book debts. 
I think one might argue that it is not a bad thing that the banks should be able 
_ to obtain that security. I think it is probable that they can finance business 
_ more liberally if they do get that security. A second argument is this: When 
_ they make loans their only return is the interest which they receive. Some 
_ people, of course, think they should not receive any at all. However that may 
_ be, their return lies in the interest; we will call it 6 per cent. 
x They are also in the position of being trustees in effect for their depositors. 
Ee Now, a man or a company selling to another company which is borrowing from 
; the bank is getting a somewhat higher return than six per cent. He has his 
_ gross earnings of that particular sale to encourage him to make it. 
: Q. I do not quite agree. I think the banks in this country are looked after 
_ pretty well. They have highly trained legal staffs, and any statute that can 
_ be made water-tight, most intelligent efforts I think are made to make it water- 
_ tight in the interests of the banks—A. On that question of security I do think 
there is this feature: If a company is selling some merchandise to another 
company it, of course, is going te have its credit man check up and try to make 

sure, if it is giving say ninety days’ credit, that the risk is all right. It knows, 
_ of course, that that company has given section 88 security or an assignment of 
book debts because there is provision for registration. But it decides to go 
ahead and make the sale. The sellers would say, “We think the risk is all right, 

and we are getting a gross margin of 20 per cent, or whatever it may be, in 
“respect of the sale of these goods.” 

I would say that one commercial company selling to another had more 
foundation for taking that risk, more to gain. However, that is a question of 
argument. One final thing I should say is that from my experience—I have seen 

it in many cases—the trade may curtail the extension of credit to a company 
which is rather heavily indebted to the bank and which has given the type of 
_ security under discussion. This results, when trouble comes, in the bank carry- 
Ing most of the load. If that argument is true to any extent, the banks would 
be better off by not having that particular security—assuming that the company 
concerned would finance more largely by credit from its suppliers. 
Q. I think you established here in a general way, roughly speaking, that the 
expense of banks doing business was about 3 per cent.—A. That would be my 
_ guess as matters now stand. It used to be a good deal higher when interest 
rates were higher. 

Q. Why would it be higher when interest rates were higher?—A. Because 
_ that guess which I made was about 2 per cent for general cost of operation and 

1 per cent for interest on deposits. 

Q. Three per cent is the bank’s expense of doing business. There are very 
_ few businesses in this country that can carry on with less than 20 per cent 
_ Overhead, that is, commercial businesses, retail especially. If a man can make 

_ 5 per cent net profit on his turnover he is doing pretty well to-day. If a bank 
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charges 6 per cent for money do you not think that in view of thats expense of — 
doing business that looks like undue profit?—-A. Of course, the depositors expect, — 
and the government of the country expects, the banks to have a portion of their — 
assets in cash, a portion in government and other short-term liquid securities — 
and only a portion in loans. The average rate of earnings on all bank assets is, 
I suppose, somewhere in the neighbourhood of 34 per cent. Whether the rate 
should be lower on that portion which consists of loans, or not, is a question of 
argument. It is a question, really, of an economic rate under which you can do 
business. Right now, if it were lower through the piece, then I think that 
savings deposit rates would also have to be lower. 

@. What per cent do you think the hazard in Canada adds to the use 
of money?—A. As I was saying the other day, if these were the piping times — 
of peace and no terrific international disturbances had occurred or were 
expected to occur, and I would include in those disturbances the depression of — 
1930, as well as threats of war, then I suppose the amount which might be — 
allowed year in and year out for losses on loans might be something of the 
order of half of one per cent. But certainly in the experience of the last — 
twenty years it would have to be higher than that. ! 

Q. I think this can be said as a fact: In the last ten years every business 
has had its ups and downs yet the financial institutions of this country have — 
all made progress—A. Well, I would not go so far as to say that. By the | 
way, perhaps I should add that it is the case—and again I am only trying to 
state the facts of the matter and am not presenting a brief for anyone—Canada — 
is an expensive country in which to conduct a banking business because of our — 
geographical situation. If you can concentrate a tremendous amount of business 
under one roof your overhead charges per dollar of deposits will be less. That 
is the situation in respect to the very large banks in the United States and in © 
England. But in Canada, with a chain of branches, many of them very small © 
and scattered across the country, you will find, naturally, as any businessman — 
would find, that your overhead per dollar of deposits is higher than in countries 
of more concentrated population. | 

I think that the existence of a large number af branches is a desirable — 
thing from the point of view of serving the public. I would like to see them 
in as many communities as possible and to see as few communities without — 
branch banks as possible. I personally think that the banks could, over a 
period of years, effect economies through reducing the number of branches in~ 
the cities. I would rather see that done than have further reductions imposed — 
on the very small communities. I think it would not prejudice the public at 
all if they had to go a block farther in a city in order to reach a branch bank. | 
It is much more of a difficulty if they have to drive 15 miles. 

Mr. Kinuny: Mr. Chairman, before I finish, I wish to thank the governor | 
of the bank for his courtesy and the splendid way in which he has answered © 
questions, especially those which I have been privileged to ask him. I desire | 
to voice the opinion which others have expressed that this committee in con- 
ference with the governor of the Bank of Canada has given us a great deal off 
information which has been of great value. We Nova Scotians think we have 
something peculiarly our own when it comes to banking because, as I said, it 
was the birth place of many of the banks of this country. The president of 
the Royal Bank, the general manager of the Royal Bank and the general : 
manager of the Bank of Commerce are all Nova Scotians and, naturally, we 
have some confidence in the banking system of this country. ! 

The CuatrMan: Properly so. Thank you, Mr. Kinley. Now, gentlemen, © 
Mr. Cleaver has the floor, by arrangement. 


Mr. JAqurEs: May I ask a question, Mr. Chairman? 
The Cuarrman: Mr. Cleaver, Mr. Jaques wants to ask a question. 


Mr. Cieaver: Very well. 
[Mr. Graham Ford Towers. ] 
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: Mr. Jaquus: I will wait, Mr. Chairman. 

: The CuHarrman: Mr. Jaques, if the question arises out of something which 
Mr. Kinley brought out in his examination I think it would be as well to ask 
eit now. ‘ 

ie Mr. JAqurs: As a matter of fact, it arose out of something Mr. Towers said 
_ yesterday afternoon. | 

The Cuairman: ‘Then we shall allow Mr. Cleaver to proceed. 

Mr. JAquns: Yes. : 


Ber ie ny pas 
= eae Yet 


By Mr. Deachman: 


d Q. Mr. Chairman, I have a question I should like to ask arising out of 
_ Mr. Kinley’s examination. Are not the operating expenses of the banks too 
_ high, too much money invested in capital equipment, big buildings, for instance? 
_ —A. I think that in various cases, the banks would rather have smaller offices in 
- various places throughout the country. To say that the buildings which they 
_ built were never in excess of their requirements, as those requirements have 
_ turned out to be, would be foolish, and I think the banks themselves recognize 
_ that. But they are there now. 

A Q. Perhaps there has lately been a change in that respect. In the old days 
_ they built rather expensive bank quarters in relatively small places—A. Not 
_ only lately; I have seen a change now for nearly ten years. : 

: Mr. Ross: May I ask another question that arises out of this? 


The CHarrman: With Mr. Cleaver’s permission, yes. 


By Mr. Ross: 


‘a Q. You are talking about the number of branches that the banks have 

in Canada to-day. Have you any figures as to whether there has been an 
expansion or a contraction in the number of branches that we have all over 
the country?—A. Yes; we put that on the record a few meetings ago. 

) Q. It is there?—A. Yes. There has been a substantial reduction in the 
number of branches. 


The Cuamrman: Mr. Cleaver, proceed. 


By Mr. Cleaver: 


Q. Mr. Chairman, I first have a few questions which I should like to 
ask the governor arising out of discussions that we have had and the questions 
that other members have asked. May I first ask this: I, Mr. Towers, am 
one of those who believe that our present system of taxation is outmoded 
and that a thorough revision of our system of taxation would be of ereat 
benefit to Canada. Mr. Deachman asked you a question the other day as to 
whether, in your opinion, a reduction of taxation would assist recovery, and 
I am reading a part of your answer from page 560 of the minutes of evidence 
of the committee. 


I would say that reducing taxes to promote recovery is not a plan 
which is likely to be widely effective in raising private spending and 
at the same time has disadvantages from the viewpoint of flexibility. 

I would suggest to you, Mr. Towers, that the answer should be still further 
qualified, and that as to all types of industry where the rate of taxation is 
higher than the traffic will bear, a reduction in taxation would have a decidedly 
beneficial result with respect to those industries——A. In such cases I can 
readily see that it would effect an improvement. It might, in that case, be 
4 reduction of a certain repressive tax, accompanied by a change in some 


_ other form of taxation which would result in the government obtaining the same 
f ; 


692 STANDING COMMITTEE 


revenue. I think that the question which was brought out and which I was © 
trying to answer there related more to the desirability of a general reduction — 
in the amount collected by the government. | 

Q. I understand the question to be directed to an isolated reduction with 
respect to places where, from an economic standpoint, there is weakness, rather 
than a general reduction —A. I think I understood it as a general reduction. 

Q. I take it you would agree where the reduction is suggested in respect 
to a part of our taxation where the taxes are too high and are more than the 
traffic would bear, that a reduction in taxation as to those industries would 
have a highly beneficial result?—A. I think the answer to that question is 
self-evident, of course— 

Q. The answer would be ‘ ‘yes”?-A. The answer would be yes, unless, Tq 
suppose— 

Q. It had a correspondingly detrimental effect rate respect to some other? 
—A. I suppose that a government sometimes finds itself in the position where 
a tax falls very heavily on one particular company or perhaps even an industry, 
but where it finds a difficulty in remitting it in such cases without proceeding 
to do so all across the country. However, that is so much a governmental 
matter that I could not get into any specific case. 

@. I should like to take the time of the committee to demonstrate if 
I can by one concrete example to prove that Mr. Deachman’s suggestion is a ~ 
practical one and should be carried out. You agree, Mr. Towers, that land is — 
taxed very much higher than any other type of wealth in Canada?—A. I do 
not know that it is, Mr. Cleaver. | 

@. Would you indicate any other type of wealth that is taxed correspond- 
ingly highly in your opinion?—A. I should like to think about that. 

Q. Very well. We will just leave that point. Now, in the session of 1938 — 
the government made important reductions with reference to the taxation ~ 
on the: house-building industry. You are familiar with that?—A. You are — 
referring now to the elimination of sales tax from a number of— 

Q. I am referring in the first place to the elimination of the 8 per cent — 
sales tax with respect to materials——A. With respect. to materials? 

Q. In the house construction industry.—A. Yes. 

Q. In the second place, the assumption of municipal taxes by way of — 
dominion subsidy.—A. Yes. , 

Q. By which the dominion pays 100 per cent of the taxes the first year on — 
a new home, 50 per cent the second year and 25 per cent the,third year with ~ 
respect to alt homes costing $4,000 or less built for owner occupancy.—A. Yes. — 

@. There is one other feature of the housing act, which is part 2 of the act, — 
and which has to do with quite a heavy subsidy in low rental schemes. No one — 
has taken advantage of that part of the act up to date, so I dismiss that from — 
my computations in dealing with this point. Now, the figures are rather é 
involved and in order that you may check them carefully, I will just hand ~ 
you a copy of what I have here. As to any of these figures, if you question — 
them, I will appreciate it if you will let me know.—A. May I say this, Mr. § 
Cleaver, that I know you want to ask questions of the person best qualified to 
answer them. I know a man who is far better qualified to answer any questions © 
relating to this particular subject than I am, and that is Dr. Clark. P 

Q. Dr. Clark has given his evidence and it did not occur to me to cross 
examine him on that point. I should like it if you would follow these computa- — 
tions, and if you do see any’ obvious error, interrupt me. You will notice on 
the heading of the statement, “ house building figures in Canada for the first Ei 
four months of this year as compared with the first four months of last year a 
A. Yes. iy 

Q. The total for the first four months of 1938 was $11,734, 880: the total 
for the first four months of 1939, after the tax exemptions to which I have 

[Mr. Graham Ford Towers. ] ; 
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_referred, have been in force, was $18,204,200, or an increase in house building as 
a result of the tax exemption of a total of $6,469,400 during a period of four 
months. , 

, Mr. Howarp: You are not serious when you say that, I suppose? 

Ps Mr. Cinaver: I am. 

% Mr. Howarp: Do you think the total increase is due to the taking off of these 
taxes? 

. Mr. Cunaver: I do. 

f Mr. Howarp: I should like to tell you what I think. 

Mr. Lanpreryou: Don’t say it. 

Mr. Curaver: I am quite willing, Mr. Chairman, that there should be any 
questions directed to me as I proceed with my questions, and if Mr. Howard 
would like to ask any now I am quite willing to answer them. 

The CuHarrmMan: Go ahead, Mr. Howard. 

_. Mr. Howarp: It is hardly a question. Mr. Cleaver makes a statement of 
_ fact. There is no denying that the figures have gone up from $11,900,000 to 
: $18,300,000. As to the reason for that, Mr. Cleaver states that it is due to the 
removal of the taxes. I entirely disagree with that statement. 
Mr. Cueaver: I state— 3 
Mr. Howarp: It may have been a contributing factor but it was not the 
whole story. 
Mr. Krnuey: It could not possibly be the whole story. 
ql Mr. Creaver: May I state that our Minister of Finance made a statement 
- in the house when presenting his housing legislation, in which he stated this 
reduction in taxation with respect to the house building industry was made for 
_ the express purpose of stimulating the industry. I now come along and say 
that as a result of the tax exemptions and the municipal tax subsidy, the 
industry has been stimulated to the extent of $6,469,000. 

Mr. Kinutgry: May I ask a question? I suppose you take the ground that 

- had it not been for this stimulation there would be no rise—there still would 
have been construction, but there would have been no rise in it? 

Mr. Cieaver: I take the ground, Mr. Kinley— 

Mr. Kintey: You do not claim all the construction in Canada was due 
to that? 3 
Mr. CieAver: No, just simply the increase. I say we would have progressed 
~ along— 
Mr. Kinny: Increase over the average? 

Mr. CiLEAvER: Yes. 

Mr. Kinury: That is not too bad. 

Mr. LanpEryou: Was there any increase in the price of commodities 

required in building construction during that same period? 

Mr. Criraver: Increase in building material? 

Mr. Lanprryovu: The cost of building material. 

Mr. Curaver: I would say there was a decrease in building material as a 
result of the removal of the 8 per cent sales tax. : 

Mr. Lanperyou: It was reduced to that extent, but was there not an 

increase in the price of 1,000 feet of lumber as compared with the period before 
this sales tax was removed? 
Mr. CuraAver: I should not like to make a haphazard answer with regard 
_ to that without actually checking up the figures. 
i Mr. Macponatp: My information is that is not so; there was not an 
crease. 
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Mr. Lanperyou: My information is there was an increase in hardware. 

Mr. CuEAver: Well, coming to my next point— 

Mr. Howarp: Just a minute. Before you get off that— 

Mr. Ross: May I ask Mr. Cleaver if he has the figures for 1937? 

Mr. ‘Cueaver: I am sorry, I have not the 1937 figures. I shall be glad to 
put them on the record, however. I did not want to clutter up the record with 
too many figures; but if you would like the 1937 figures, or any other figures 
for any other year, I have them available and I shall be glad to put them on the 
record. 

Mr. Kinutey: Would you give all the credit to the reduction of the sales 
tax for this increase? . 

Mr. Criraver: No; I say as a result of the removal of the sales tax plus 
the municipal tax exemption. — : 

Mr. Kinuny: That is fair. 


By Mr. Cleaver: 


Q. Coming to the next point, Mr. Towers, you are of course aware of the 
very extensive inquiry which was made into the construction trade in 1935, and 
that the wage content of building was at that time accurately determined?— 
A. I cannot speak from memory in regard to that. In fact, as I said before, 
I read these computations with a great deal of interest but : certainly do not 
feel qualified to make any comment. 

Q. I will state here, Mr. Chairman, that that committee made a very 
extensive inquiry and their report was that a little better than 80 per cent of 
the total cost in our moderate priced house is labour, direct and indirect, not all 
spent when the house is built but indirect labour or labour employed in fabricat- 
ing the different types of building materials down to the point where they can 
be used for constructing a house. I refer to labour employed in the manufac- 
turing of bricks, lumber, door-frames, sashes, hardware, plaster, plumbing and 
the like. 

Mr. Macponatp: That may not all be Canadian. labour. 


Mr. Curaver: I did not say it was all Canadian labour, but I do say 
that a very, very large percentage of it is Canadian labour. 

Mr. Kinuey: Surely. q 

Mr. Curaver: If you will follow through you will find very, very few ~ 
bricks are imported into Canada; they are made here. No plumbing supplies — 
are imported into Canada; they are made here. No plaster supplies are imported — 
into Canada; they are made here. No lumber is imported into Canada, except 
a few instances in regard to trim— 

Mr. Macponatp: And hardware. 


Mr. CieaAver: No. You will find Yale and Belleville supply the large © 
bulk of the hardware used in Canada, and that now is made in Canada. You — 
will find that only an extremely small percentage of the materials which enter — 
into a home in Canada are imported. If that 80 per cent figure is correct, Mr. 
Towers, that would mean that this increase of $6,409,000 in house building in 
Canada in the first four months of this year had a labour content of $5,175,000. 
Now, taking the average cost of maintaining a family on relief—and for that 
purpose I take a normal family of four, two adults and two children. I have 
obtained these. figures from our own Department of Labour and they in turn — 
have made up the figure through taking the average relief cost in all parts of 
Canada. It costs $480 a year to maintain a family of four on relief, $40 a month. — 


Mr. Lanperyou: Well, now, I wish that the hon. member had used the 
figures that were placed on Hansard by the Minister of Labour. Last year the 
average was $6.43 per person: for food, clothing we shelter. oa 

[Mr. Graham Ford Towers.] 
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Mr. CLEAVER: Per person per what? | 


Mr. Lanperyou: Per month; $6.43 per month for food, clothing and 
' shelter. That was the average paid from one end of Canada to the other. It 
_ varies in localities with respect to provinces, but the average across Canada 
- was $6.43. ; 

| Mr. Kinury: Much higher than in some parts of the United States. 

Mr. CuEaver: I to-day obtained these figures from the Department. of 
_ Labour and for the purpose of my argument I ask you to take them as accurate. 
_ If the amount is lower, the figures will have to be correspondingly reduced. If 
| these figures are correct, Mr. Towers, that means that 480/800ths of the labour 
_ content of these new homes would be a saving in relief expenditures, making a 
_ total saving of relief expenditures as a result of the increased house construction 
_ work in the first four months of this year of $3,105,312. Now, let us look at the 
_ other side of the ledger and see what that cost Canada. In the first place we 
_ have the 8 per cent removed. Here again I will have to rely on estimates, and I 
_ have an estimate supplied to me by Mr, J. Clark Reilly who is general secretary 
of the Canadian Construction Association, and he informs me that 37:5 per cent 
_ of the total cost of a house is materials on which the 8 per cent sales tax applied ° 
' prior to its removal. In other words, on a house of $5,000 the sales tax content 
' would be $150. Now, working that out on a percentage basis on the whole cost of 
_ the house, it would mean that 3 per cent of the total cost of the house was sales tax 
' content, before the sales tax was removed. So that there would be no criticism of 
my figures, I have placed my estimates at 4 per cent, allowing a 25 per cent error 
' in the estimate. That would mean that the sales tax content of the houses built 
in the first four months of 1938 would be $469,392. That is one item which we 
| lost through having written off the sales tax. 

} The next item which we lost is the amount which we will have to pay under 
_ the municipal tax subsidy. The Minister of Finance estimated that for the year 
_ that we pay 100 per cent of the municipal tax subsidy it would cost Canada 25 
' mills on the cost of the house. The reason he fixes the cost at 25 mills is that in 
the first place the subsidy applies only with respect to the house and does not 
apply with respect to the land on which it is built. In the second place, munici- 
pal assessments are generally lower than the actual cost of the house. From 
what little municipal experience I have had I believe that figure is reasonably 
accurate. 

. Mr. Kinutny: In rural Nova Scotia it is about one-third. 


Mr. Creaver: Then in rural Nova Scotia the 25 mills is high. That means 
- that the municipal tax subsidy will cost Canada for the first year, 25 mills; for 
the second year 124 mills, and for the third year 64 mills—a total of 433 mills or 
4-375 per cent. 

‘ There is one other feature which I should mention. This tax subsidy is 
restricted to houses costing $4,000 or less and is also restricted to houses built 
for owner occupation. Once again I am compelled to use an estimate. My 
estimate is that not over 50 per cent of the new houses built would fall within 
the qualifications required for the tax subsidy. If that estimate is correct 
the tax subsidy on the first four months of house building this year will cost 
Canada $398,216. 7 

e Now, to summarize, we have made a total saving in relief costs of $3,105,000, 
and that saving has cost Canada in tax exemptions only $867,000, or a net 
“saving to Canada through reducing taxation, through taking off taxes, of 
$2,237,000. 

= Then there is this other feature. As a result of that we have taken 6,217 
‘Men off the relief rolls and put them to work. 

3 _ Mr. Lanpvreryou: Not necessarily off the relief rolls: They may not have 
been on relief. 
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Mr. Crnaver: I think perhaps we are interested in stating facts rather than © 
in hair-splitting. I say that in a kindly way, and I do say that we have put — 
6,217 idle men to work. 

Mr. LANpEeRyovu: That is correct. 

Mr. Curaver: Through a tax reduction to one little industry. 

The CuarrMAn: Is that for a season? 

Mr. Cueaver: For four months of this year. 

Mr. Krntey: I find in my province that in so far as public works helping © 
relief is concerned, the contractor usually sees to it that he has men who usually 
are at work. He does not take relief men on account of their inefficiency unless 
he cannot avoid taking them. 

Mr. Ciraver: Do not misunderstand me. I have not given any figures © 
with respect to government building. I believe very, very firmly that the — 
answer to our unemployment. problem is to put men back to employment in ~ 
industry. 

' Mr. Kintzy: But all those men who were not employed before. 
Mr. Cuinaver: I would say no. I would say it necessarily follows. . 
Mr. Lanperrou: But I would not say that they were on relief. I agree — 

with you. I would like to see more men back in industry, but what reason ~ 
do you advance for the inability of industry to absorb the unemployed? 

Mr. Ciraver: Oh, there are many reasons. I think that industry is very © 
- much overtaxed. The sales tax, plus the corporation income tax, puts an unbear- — 
able load on industry. g 

Mr. DracumaANn: You could take the sales tax rather as a tax upon con- ~ 
suming power and therefore reduce the consumption of consumer goods rather 
than anything else, not a tax upon industry? : 

Mr. Cieaver: You can figure it from both directions and I think you will — 
arrive at the same conclusion. ; 

Mr. Lanperyou: If we removed completely the taxes from industry do ~ 
you believe that industry could employ more men? 3 

Mr. Criraver: I will answer it in this way: the law of diminishing returns 
is always working, and you can tax any industry, any type of property, to- 
the point where you are actually getting less taxes as a result of a high per- 
centage. ‘ 

Mr. LanpEryou: I agree, but if we were to remove taxes completely from 
industry in Canada would we be able to employ more men? ‘ 

Mr. Crieaver: I would say yes. I am strongly in favour of taking taxes ~ 
off industry and making it prosperous, raising your taxes through income tax. 
I have two reasons for that. In the first place, it will stimulate industry, it will 
make industry prosperous. 

Mr. LaAnperyovu: That is what we want to do. | 

Mr. Crmaver: In the second place, I do not think we will ever get proper 

economy in governmental expenditures until we have direct taxation right 
across the whole field. I would go right down into the lower income brackets 
and impose a tax. My reason for that is obvious. You men, being members 
of parliament, know of the pressure brought on you by your constituents to 
spend governmental money. If you go into the municipal field, I refer to school 
boards, municipal councils, the whole pressure on them is to save money. Why? 
Because their constituents are being directly taxed for every dollar that is 
spent. ' 
Mr. Kintey: In my riding, if I put in a public works that is not justified 
it will do me more harm than anything I could do. 
[Mr. Graham Ford Towers. ] 
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out with different people who criticized me personally the answer was, “Well, 


By Mr. Cleaver: 


Q. Now, coming to my next point, these first questions are very rambling 
- because I am simply clearing up points raised by other members of the com- 
- mittee. You will recall, Mr. Towers, that Mr. McGeer, in cross-examining 
- you with reference to the easy-money policy operations of the Bank of Canada 
whereby you increased bank deposits from $464,000,000 made this statement, 
“The banks received cash without borrowing from the Bank of Canada.” I 
do not think that statement tells the whole story. My suggestion is that the 
banks received additional business from their customers as a result of this 
easy-money policy.—A. As you will remember, that question of the method by 
which the banks found themselves with additional cash reserves was perhaps 
_ put on the record in better form yesterday than on the earlier occasion. It is 
the case, however, that the increase in the cash reserves is the first step. 
Q. Yes, that-is quite true, but the very fact that you increased that reserve 
_ does not give the banks the power to increase it ten times without different 
~ individual customers intervening?—A. That is true. There might be cireum- 
- stances under which it would be impossible for the banks to follow on with 
the policy of expansion as a result of the enlargement of the cash reserves, but, 
in fact, of course, they have been able to do so. 

Q. To clarify that one point, if I may, we took as an illustration this 
morning the Bank of Canada entering the market and buying from a private 
individual a million dollars’ worth of bonds, and we followed the different 
‘Stages through whereby that was eventually increased to something like ten 
times that amount in bank deposits. Now, if the first customer, the man who 
sold the one million dollars’ worth of bonds to the Bank of Canada took the 
million dollars and hoarded it and did not take it to a bank at all, could any 
expansion have taken place?—A. No. 

@. That same thing would apply all the way down the line. The first man 
: who got some cash from selling his securities, and who hoarded that money, 
Would cause the expansion immediately to stop. 
; Mr. Lanperyovu: What does that prove, that the banks must have a cash 
reserve of 10 per cent. 
¢ Mr. Curaver: It proves that this expansion takes place as a result of the 
action of the customers. 
® Mr. Lanperyou: The action of the customers in placing their cash in the 
bank. 
Mr. Cuieaver: Plus our banking practice. 
Mr. Krnuey: Plus the generosity of the banks. 
Mr. Lanperyovu: And plus the action of the government. 


The Cuarrman: Order, gentlemen. 
792594 | 
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By Mr. Cleaver: , hans 

Q. I should like now to deal with another point raised by Mr. McGeer. | 
He referred to the weapon of the rediscount rate being now of no effect, and 
I believe your reply to him in that regard was that it was outmoded?— 
A. Temporarily, in these conditions. 

Q. Is it not a fact that the weapon of the rediscount rate only applies 
during a period in our economic life when the central bank deems it wise to — 
curtail credits?—A. That is right. 

Q. So that when we are in a period of expansion it 1s impossible to use } 
that weapon, it is not necessary to use it?—-A. It may come in, in a mild way, © 
in a sort of half-way period. . 

Q. Another point which Mr. McGeer raised was this. He argued very | 
strenuously the unlimited power of the Bank of Canada to issue currency. I 
am firmly convinced that while this additional currency could be issued we 
could not successfully maintain its value if issued in extraordinarily large 
quantities, and that even if we could issue it, and even if by legislation we 
could maintain its value, it would not solve our present problem of want midst 
plenty. Is there not one other feature? Do we not have to get that money into 
the hands of the general public?—-A. And if we did do so in that quantity I do 
not see how you could possibly maintain its value. 7 

Mr. LANpErvovu: What quantity are you talking about? — 


By Mr. Cleaver: 

Q. There are only two ways of getting it into the hands of the general 
publie of which I know. The first is to pay it in wages, either wages on money 
or wages on labour. The other is a direct gift. So that we would be driven 
then to the resort of a direct gift. 

Mr. Jaques: A national dividend. 


By Mr. Cleaver: P 

Q. And when you start giving money away T just wonder how long anyone — 

would seriously argue that it would have any value? ‘ 

Mr. Lanperyou: They are doing it in the United States and here in Canada. ~ 

You give $17,000,000 to the unemployed, per year, just as the dominion’s share. — 
Then there are old age pensions. 

Mr. Jaovges: Would you permit a question, Mr. Cleaver? 


Mr. CLEAVER: Yes. 

Mr. Jaques: Instead of regarding the people as taxpayers, suppose we — 
regard them as shareholders in Canada, Limited, a company known as Canada 
Limited. | 

Mr. CLeaver: We have certain instances where we do that. Ina municipal 
waterworks scheme or a gas scheme or an electric scheme, we have the public 
as shareholders and we reduce rates when profits are made. 3 

Mr. Jaguns: If we regard Canada as one great big going concern and all 
the people in it shareholders, surely as shareholders they are entitled to dividends — 
on the national profits. 

Mr. Curaver: In answer to that I would say that no private concern declares 
profit dividends until the profits are made; they do not declare dividends on 
potential profits. . 

Mr. Jaques: No dividends would be paid until the profits were made, but 
no one is going to say that if you took Canada since I have been here, anyway, 
there has been no progress. There has been progress. 

Mr. CueAver: I perhaps should have made this further answer, that no 
company is allowed to declare profit dividends on the profits which some oth 
company makes; they must declare them on their own profits. 

[Mr. Graham Ford Towers.] 
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Mr. Jaqurs: The point is that we regard consumption as, what shall I say, 
detrimental— 

Mr. Ciraver: You may; I do not. 

Mr. Jaques: We have got to cut down consumption. 

Mr. CiEaver: That may be your theory; it is not mine. 

Mr. Jaquzs: I am talking about the orthodox theory. 

Mr. Curaver: I do not agree that that is the orthodox theory. 

Mr. JAquEs: We have to save always. Now, as a matter of fact, without 
consumption there cannot be any production. 

Mr. Curaver: Is this a question you are directing to me? 

Mr. Jaques: How shall any man find a-profitable or a consumptive market 
for his goods? He is only too willing to supply that demand. 

Mr. Creaver: Yes,.and what I am interested in doing is trying to suggest 
certain changes which I believe should be made «dn our system of taxation and 
in our approach to this problem which will increase the consuming power of the 
general public. 

Mr. Jaques: Well, I will agree that there is much room for improvement, 
q oe CLEAVER: I wonder, Mr. Chairman, if I might be permitted to con- 
tinue’ 
The CHairMan: Yes, continue, Mr. Cleaver. 

Mr. Lanperyou: I just have one question I should like to ask. 

Mr. Cuiraver: As long as it is not an argument. 

. Mr. Lanpgryou: You are familiar with the plan in the United States for 
distributing surplus agricultural commodities. I believe the plan is being pursued 

in Canada and that the Minister of Agriculture is taking care of the distribution 

of surplus butter in Canada? 

Mr. CiEaver: Yes. 

Mr. Lanprryou: Is that not the same as a dividend? The government is 
_ distributing butter and paying somebody for it. ) 

Mr. Cieaver: I am afraid, Mr. Landeryou, that would take a little longer 
time to answer than I would care to ask the committee to give me at this time. 
However, the point may be made clearer by my subsequent discussion; if it is 
not, I shall be glad to answer your question at the finish, ; 


-~ 


By Mr. Cleaver: 


@. Coming to another point which was raised in the committee by, I 
believe, Colonel Vien, he asked you what was the difference between government 
financing by borrowing money, by the issue of government securities and bor- 
rowing on the one hand, and by the printing of money and handing out the 
money on the other hand. He took $1,000 as an illustration. I should like to 
pursue that question down to the point where I will thoroughly understand the 
difference. As I understand it, if the government decides to do a thousand 
dollars’ worth of financing by signing a Dominion of Canada bond and selling 
it to someone who has saved a thousand dollars, that would mean that a 
thousand dollars in savings is taken from some individual by the government 
and, in turn, is handed out by the government to some contractor who builds 
some public works?—A. Yes. 
Q. And the sum total result is simply a transfer from one individual to 
another of this money which js already saved? There is no new money injected 
into the money stream?—A. No. 
F Q. Consequently no inflation takes place and no deflation takes place with 
perhaps one exception, and that is as the annual interest payments become due 
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on the government bond then the government must raise that interest money ~ 
by taxation?—A. That is true. If the work for which the money has been used 
is of a productive character, direct or indirect, then the country as a whole 
would be better off and able— 

Q. It is quite within the realm of possibility that the work itself might — 
produce enough new wealth to pay the interest charges, in which event there 
would be no necessity for increased taxation?—A. That is right. 

Q. Then coming to the other type of financing. If the government instead 
of issuing the bond prints a thousand dollars’ worth of Bank of Canada bills and 
pays this money to the contractor then that money is new money entering the 
money stream of the country and under our business and banking practices, 
unless hoarded, that will eventually become increased ten times in credits?— 
A, Yes. 

Q. So that the difference between these two means of financing government 
expenditure is that as to the latter means, expansion takes place, an inflationary 
measure takes place to the extent of ten times the amount involved; and, as to 
the other scheme of financing, there is no inflation?—A. That is right. : 

Q. Then coming to Mr. McGeer’s next point in regard to the issue of what | 
I might call, for the lack of a better word, ‘‘ secondary currency,” do you recall 
that this morning he suggested that for governmental work currency should be 
issued which would have very limited value as to money, that is, would have no 
value as bank reserve and could not be held by banks as other currency is — 
held?—A. Yes. : | 

Q. What in your opinion would happen to the value of that restricted 
currency when in circulation with other currency unrestricted in its value?— 
A. It would go to a discount. What level of discount, I could not say; it would 
depend to a great extent on the amount which was put out. 

Q. I would suggest to you that the level of discount would at least equal 
the interest costs of orthodox borrowing?—A. I should say that it would at least 
equal that, yes.’ 

Q. Could it by any possibility be less than that?—-A. I do not see any 
reason why. it should be. 

Q. Then, coming to the next point, it has been suggested many times in 
this committee that the banks, our merchant banks, have hidden profits. I want 
to make myself clear that I hold no brief for the banks and I think the banks ~ 
have been permitted to earn much larger profits than they require to earn; 
but I should like to have this theory of hidden profits either proved, Mr. Chair- — 
man, or disproved. J should like now to ask the governor as to what method — 
he thinks would be the best method of clearing up that charge? 


Mr. Jaques: What charge? 


Mr. Cieaver: That the merchant banks of Canada have hidden reserves or 
hidden profits. . 
Mr. JAquszs: It is accepted. 
_ Mr. Towers: Any question of that kind, of course, Mr. Cleaver, I think, | 
would have to be dealt with by the committee, by the Minister of Finance or 
the government, I am a little uncertain which. ) 


By Mr. Cleaver: 
Q. I do not want to embarrass you at all, but I should like to know, because — 
I have a motion I intend to move in this committee in that regard. Who, in our 
merchant banks, would know of hidden profits, if there were any hidden profits 
or hidden reserves?—A. Each bank would know its own business. 
Q. What officer in the bank?—A. Well, I assume the general managers 
are always the ones who talk for their particular institutions. i” 
Q. How long were you in the private banking business before you were | 
appointed the governor of our central bank?—A. Fourteen years. . 
[Mr. Graham Ford Towers.] 
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Q. As a result of your fourteen years experience, have you the slightest. 
suspicion that there are any hidden undisclosed reserves or profits?—-A. To the 
extent that I am familiar with the operations of any bank but have now left 
its service and am where J am, I could not make any comment either in the 
form of yes or no to a question of that character, as you can understand. 


The Cuarrman: I think your point is well taken, Mr. Cleaver. If you have 
hidden profits or hidden reserves, then you have a dishonest statement, 


Mr. Ciraver: Quite, and I think it is an extremely important matter, Mr. 
Chairman, that this charge of hidden profits should be either proved or dis- 
proved. 


The CHAIRMAN: Yes. 


Mr. Dracuman: It is admitted, Mr. Cleaver, because the banks in their 
annual reports some years ago put in something to this effect: we have trans- 
ferred from our regular reserves to our inner reserves, which have been some- 
what depleted, a sum of $3,000,000 or $4,000,000. 


The Cuarrman: I do not think that is an admission of the point. at issue. 
Mr. DeacuMan: They use the words “Inner reserves” instead of “hidden.” 
Mr. Cieaver: I mean undisclosed assets. 


Mr. Towers: I think the real subject we are discussing is the reserves 
against possible or probable losses which are set up by the banks. 


Mr. Curaver: No. I understood thé charge was undisclosed assets. 

Mr. Towers: Oh, well, then I do not know of those. 

The Cuarrman: Because it they have shrunk them they can inflate them. 
Mr. DeacHMaNn: We have an inspector of banks, you know. 


Mr. Jaques: The people of Canada suffered enormous losses in the last ten 
years. I do not say you have; I do not say I have; but it is a fact, the Iosses 
have been enormous. 


Mr. Cueaver: I will freely admit it. 

Mr. Jaques: There have been losses; where have they gone? 
Mr. CiEeaver: Where is what? 

Mr. Jaques: Who has got them? 


Mr. DracuMan: Because somebody lost money it does not necessarily mean 
somebody else has got it. | 


Mr. Jaques: It does not go into the air. 
The CHarrMan: It is 6 o’clock; shall we meet to-morrow morning? 
Mr. CuEaver: 11 o’clock. 


The Cuatrman: The governor wants the day off. We shall adjourn to the 
call of the chair. | 


The committee adjourned at 6 p.m. to meet again at the call of the chair. 
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The Standing Committee on Banking and Commerce met at 11.15 a.m., the 
Chairman, Mr. Moore, presiding. 
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4a Members present: Messrs. Clark (York-Sunbury), Cleaver, Coldwell, Deach- 
~man, Donnelly, Dubuc, Fontaine, Jaques, Kinley, Lacroix (Beauce) , Mac- 
y donald (Brantford City), Quelch, Stevens, Taylor (Nanawmo), Tucker. 


In attendance: Mr. Graham Ford Towers, Governor of the Bank of Canada. 
- Examination of Mr. Towers was continued. 


The following statements were submitted by Mr. Towers in answer to 
questions by members of the Committee, and appear in this day’s evidence, 
» viz:— 

1. Chartered Banks: Annual classification of loans in Canada. 


© + 2. Annual classification of loans and discounts in Canada: 1927-1933 ° 
estimated by Bank of Canada. 


. Exports of goods and services in relation to national income. 

. Canadian bonds: net new issues abroad or repatriations, 1927-1937. 
. Net exports of non-monetary gold. 

. Comparative statistics. 


| . Average rate of interest earned on loans by member banks in first half. 
‘ of 1936 (United States). 


od 
“SIO Or HB CO 


ra 


At the request of Mr. Clark, it was ordered that the following correction 
be made in the record, viz: 

In the last line of page 570, delete the words “ destitute but were,” making 
the last part of the sentence read “in families that were not on relief.” 


7. 


_ ~* At 1 o’clock the committee adjourned until to-morrow, Wednesday, May 
24, at 11.15 a.m. 


R. ARSENAULT, 
Clerk of the Committee. 


~ MINUTES OF EVIDENCE 


House or Commons, Room 277, 
May 23, 1939. 


| The Standing Committee on Banking and Commerce met at 11.15 o’clock. 
| The chairman, Mr. W. H. Moore, presided, 


In Attendance: GraHam Forp Towers, Governor of the Bank of Canada. 


The Cuamrman: Gentlemen, let us come to order. Mr. Cleaver has the 
floor this morning. 


Mr. Cuarx: Mr. Chairman, may I call your attention to an error on page 
570 of our proceedings where the word “ destitute ” appears. I did not use that 
word, and it destroys the sense of my statement. 

The CHairMAN: How should the statement read? 


E Mr. Cuarx: It should read, “in families that were not on relief ” instead 
of “that were destitute and not on relief.’ Destitute should not be there, and 
-I am sure I did not use the word. 


= The Cuamrman: Mr. Cleaver, the governor wishes to make a statement 
before you proceed. Would you just give way for a moment? 
: Mr. Cieaver: Yes, certainly. 


Mr. Towers: Mr. Chairman, in the course of last Tuesday’s meeting, page 
632 of the. evidence, I had occasion to mention a classification of the Canadian 
loans of the chartered banks which has been available for each year since 1934, 
and also some rough approximations relating to previous years which we had 
compiled for our own use. I shall now place these two tables on the record. 
The detailed table relating to the last five years shows clearly the influence 
Which the decline in the wheat carry-over and the funding of certain special 
loans to the C.P.R. had in causing the total amount of loans outstanding to 
‘decline between 1935 and 1936. The table indicates that, eliminating the 
‘Influence of these two special factors, Canadian loans actually rose by about 
$16 million between October 31, 1935, and October 31, 1936. 
f ~ Last Wednesday morning (page 659) Mr. McGeer asked for figures showing 
‘the relationship between exports of goods and services and national income in 
the United Kingdom and in Canada. I should now like to place these figures 
‘upon the record. They show that in recent years exports of goods and services 
have been 15 per cent or less of United Kingdom national income, while in 
Canada they have made up 30 per cent or more of our national income. 

Mr. McGeer also asked (Page 659) that the table which appears on page 
959 of the evidence dealing with net repatriation of Canadian government. bonds 
be broken down to show national, provincial and municipal bonds separately. 
I have that break-down here and have taken the opportunity to complete the 
picture by adding similar figures in respect of unguaranteed railway bonds and 
other corporate bonds. The summary tables which I have attached show total © 
net new bond issues sold abroad of $726 million in the years 1927-32 inclusive. 
In the next five years the net repatriation of all types of Canadian bonds 
amounted to $447 million. 
: In connection with the same question I am also filing a statement showing 
the value of net Canadian exports of non-monetary gold during the years 


1927-37. 
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In connection with a comparison of defence expenditures in the United 
Kingdom and im Canada, Mr. McGeer also asked (page 660) for certain com- 
parative statistics in these two countries. In respect of two of the bases which 
he mentioned (page 356), viz., ““resources of wealth” and “value of assets 
within the nation” no figures are available. However I have here the other — 
statistics for which he asked and shall now place them upon the record. § 

Last Wednesday afternoon I promised Mr. Kinley (page 688) to provide — 
a table showing loan interest rates in various parts of the United States. The 
figures I have here from the Federal Reserve Bulletin are average rates of 
interest earned on loans in the first half of 1986 by banks which were members — 
of the Federal Reserve System. Unfortunately this is the latest information 
available on this subject but I would not expect the picture to have changed — 
substantially since that time. The table shows that the average rate varied 
all the way from 2-36 per cent for all the New York city banks to 8-80 per cent — 
for all the country banks in the Federal Reserve District of Dallas. 4 


CHARTERED BANKS: ANNUAL CLASSIFICATION OF LOANS IN CANADA 


(Department of Finance) 
(Millions of Dollars) 


As at October 31 1934 1935 1936 1937 1938 
Financial: 
Call loans and other accommodation to brokers 
FEEL WAORIOTS gt seer oak Wid ait ie Aut ner ae ee 90-7 ' 66-7 97-4 13°5 62-4 
Loans to specified institutions.............,...... 70-0 63-1 73-8 69-0 66-9 
Loans to individuals against securities........... 115-2 101-2 111-5 142-6 120-5 
Hotal Minancial ae ia ee, ee “BT HAO 231-0 282-7 285-7 249-8 


WPEOMINGIA! GOVEINMONES (00% bss nde won yeas eae : 29-7 “7 : 
Municipal Governments and School Districts...... 107-4 96-8 92-0 94-2 114-5 
Farmers Loans, Cattle Loans, Fruit Raisers....... 64-2 59-9 54-0 57-5 56-8 
Merchandising, wholesale and ROTA eR ks eam 117-5 113-8 115-9 129-6 133-7 
Manufacturers of and dealers in lumber, pulpwood 

ARO VOT UE SCL ELBOT Ns pil: Uh RneN Maal Teton gE ye 5 he 74:3 73:0 64-9 62-9 75-2 
Other manufacturing of all descriptions............ 140-1 119-2 130-0 156-6 138-4 
US TG Cn i an ee Ra ROE Aare bees ea to 6-6 6:8 6-9 6-1 8-9 
Fishing, eae loans to packers and curers of 

SER rerepun ys SZ) SLL OMe eE ce ae comet eate A) 2 wide 7-0 7-2 8-2 7:7 8-7 

Loans to Building Contractors and others for 

ise HUEHOSES 5). Peels cies shied Re cle tec 21-8 24-1 22-7 33-6 39-2 
Loans to Churches, Hospitals, Charitable and 

ROLetOns ImstitweTiOnse (i! BA ons BY Sid on ee ete 19-7 16-1 Pee 16-4 


WES POOL Te tices Se ee RE EO Lee 71-4* 71- 
Loans to Grain Dealers, Grain Exporters ana Seed 
MEOTCH MESS ee he NT, Sahl ae aie ca ae 150-5 166-4 64-5 30-8 91:7 


Total Lowns: in Canadas). os) 65 led 1,149-7 1, 067-6 933-5 980-6 1, 058- 


* Includes $48 mm. of special loans to C.P.R. which were guaranteed by Dominion Government 
and which were repaid from the proceeds of bonds issued early in 1936. 


o 
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ANNUAL CLASSIFICATION OF LOANS AND DISCOUNTS IN CANADA: 1927-1933 ESTIMATED BY 
BANK OF CANADA 


(Millions of Dollars) 
3—6—6—6——e—a——0—0_>Seeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeee eee eo 
Manu- 


facturing Total 
As at Call Other Total |Govern-| Agri- (including} Merchan-} C.P.R.| All ie 


Nov. 30* Financial | Financial} ments | cultural Boniag dising | Special.| Other Fitancial Total 
Forest) 
1927 223 175 398 94 235 325 QO Mtn amis 145 999 1,397 
1928 250 250 500 116 250 350 DOO Whe adseenes « 138 15104 fs 1,604 
1929 250 350 600 126 300 375 ZeOO Waray: 143 1,219 1,819 
1930 212 250 462 123 250 325 FORAGE aR VS We 134 1,057 1,519 
1931 157 225 382 160 225 300 A Ath Pe ine ona at 178 1,038 1,420 
1932 108 175 283 141 * 220 275 LOO ie ees s 179 965 1, 248 
AYSOs tre, 105 150 255 124 220 200 125 60 129 858 1 bls 
As at 

Oct. 31 
ODS, oe 108 168 276 134 215 221 118 48 138 874 1,150 
BOBO ocstsus 74 157 231 127 226 199 114 48 123 837 1,068 
eh ee 109 174 283 107 119 202 EG Werueecere 2 107 651 934 
1 9 82 203 285 12] 88 226 130 Ui a 131 696 981° 
1938 66 184 250 137 149 223 AAT teoeeren tt ot 166 809 1,059 


* Except in the case of call loans and loans to governments, statistics for the years 1927-33 are estimates, given in 
round figures. 


EXPORTS OF GOODS AND SERVICES IN RELATION TO NATIONAL INCOME 
UnitED Kinapom 
——_——_—_—_——————— reeset 
(Millions of Pounds Sterling) 1926 | 1927 | 1928 | 1929 | 1930 | 1931 | 1932 | 1933 | 1934 | 1935 | 1936 | 1937 
7S RS SRE RiP a i a cane mmr eee inee Teas red Semmens! erormmeges aed bore ceed Goer acemneal (nearer cece! (are seem Cancers ocr (age acca fered a eet ee be WSUS 


Income from Exports of Goods (Domes- 


LOM Bye ovat 2 FA een enya a Sete HbA e 650 710 720 730 570 390 370 370 400 430 440 520 
Income from Exports of Services (Esti- 
ISS GOEL) aeons aM Caters Acnot Ma lee eV cues: 260 280 270 270 230 160 150 140 150 150 170 220 


Total Income from Sale of Goods and ia a 
Services Abroad (Estimated)....(1) 910 990 990} 1,000 800 550 520 510 550 580 610 740 
Total National Income (Estimated)..(2)| 4,200} 4,400] 4,300] 4,400 4,300] 3,900} 3,800) 4,000) 4,200} 4,500} 4,800] 5,100 


(19/48 a‘percentage of (2)..........:2.5... 22% | 23% | 28% | 238% | 19% | 14% | 14% | 18% | 18% | 18% | 18% | 15% 
(Rete hh Oa ES, Be a al a SN nL Le MEV DNL ON MN, Hh toy! eR Sag Lat AM oo iy 


CANADA 


—_—_—_— Vr — ———— ——————————————————eEEEEEESESESESESESESESEENe 


(Millions of Dollars) 1926 | 1927 | 1928 | 1929 | 1930 |'1931 | 1932 | 1933 | 1934 | 1935 | 1936 | 1937 


Income from Exports of Goods (Domes- 


MEG ATRIRTS oy eu. eh ste eee, 1,290] 1,240} 1,380} 1,190 900 650 560 610 760 840} 1,070} 1,140 
Income from Export of Services (Esti- 
RPAH) Hee etc fae ey Ck. eee 330 370 400 420 360 320 260 170}. 200 290 340 410 


— | [| | | — | | | EN TN 


_ Total Income from Sale of Goods and 


Services Abroad (Estimated). ...(1)] 1,620] 1,610} 1,780] 1,610] 1,260} 970] 820} 780] 960] 1,130] 1,410] 1,550 
Total National Income (Estimated)..(2)} 4,600] 4,900] 5,300] 5,400] 4,700] 3,800} 3,000 2,900} 3,300} 3,500} 3,700} 4,100 


(1) as a Percentage of (2)................ 35% | 338% | 34% | 30% | 27% | 26% | 27% | 27% | 29% | 32% | 38% | 38% 
OO 


706 STANDING COMMITTEE | , 


CANADIAN BONDS: NET NEW ISSUES ABROAD (+)* OR REPATRIATIONS (—)*: 1927-1937 
(Par Values in Millions of Dollars) 


Calendar Years 1927 1928 1929 1930 1931 1932 1933 1934 1935 1936 | 1937 


- | | | | S| —————————_ | J ————_—_ — | —_ —. —$$ $$ _ | —__—__— 


Dominion Direct and 
Guaranteed Bonds (ex- 


cluding Railways)..... — 3-4) — 8-8] — 47-1} +108-8) — 46-0] + 56-4) + 64-1] + 6-9] + 58-5] — 4-6] + 18-1 
Provincial Direct and 
Guaranteed Bonds (ex- 
cluding Railways)..... + 41-1} + 11-2) + 48-0} + 69-9} + 14-1] + 3-3]:— 36-7] — 15-0] — 24-3] — 15-1] — 17-8 
Dominion Guaranteed 
Railway Bonds........ + 48-4) + 17-4; + 71-0} + 21-8} + 48-51 — 3-6] — 1-8} — 18-5] —111-5] — 31-0} — 1-3 
Provincially Guaranteed 
Railway Bonds...... Beh lee eee ns Um trate ae — 1-6/'— 19-3]...... ey eked St ty ae mere ay BS She Chie eae Aa (Weeraaine FT Panes 
Municipal Bonds......... + 21-6 + 0-4) + 6-6] + 29-3] + 11-2} — 25-7| — 16-0] — 2-4] — 15-0) — 19-4] — 23-3 
Total Government ! 
ONGSE cenit hontas +107-7| + 20-2} + 76-9] +205-2) + 27-8] + 30-4] + 9-6] — 29-0] — 92-3] — 71-2} — 24.3 
Railway Bonds Unguar- j 
ANTCCU es & Soeine ces hss — 22-5) — 18-7} + 42-5} + 52-3} — 0-4; — 8-3] — 8-3] — 11-7] — 19-5) — 26-2) — 5-0 
Other Corporation Bonds} + 97-1} + 38-2} + 56-8} + 65-0} — 23-9} — 20-1] — 31-3] — 12-5] — 25-1] — 46-7| — 54-0 
pb etealiey wey tate 8 ea +182-3) + 39-7) +176-2) +322-5) + 3-5} + 2-0! — 30-0} — 53-2} —136-9] —144-1] — 83.3 
Total Total Total 
1927-1932 1933-1937 1927-1937 
(inel.) (inel.) (inel.) 
Dominion Direct and Guaranteed Bonds (excluding Railways)....... + 54-9 +143-0 +197-9 
Provincial Direct and Guaranteed Bonds (excluding Railways)....... +187-3 —108-9 + 78-4 
Dominion-Guaranteed Railway Bonds....:s64. 22... eso eee +203-5 —164-1 + 39-4 
Provincially Guaranteed Railway Bonds..... ION Me Dy Aa ie —. 20-9 — 1-1 — 22-0 
MEIN CIDA ROnGS set ce. iar Moe ne at atts cone ea Meee eee + 43-4 — 76-1 — 32-7 
Notal:GovernmentBondsst sects cae ee eee +468-2 —207-2 4261-0 
ry 
Ralway sOnds Uneuaranteed. tem teeta weiss eee ents ce Roe ee + 44.9 — 70-7 — 25-8 
OphenCorporatlonsBonds! ie. .ts Ren ORL, cece ec ne eee: me +213-1 —169-6 © + 43-5 
ALOCAILS AR? ROO ON ate eee: | OO cn hea Ds eels Nits he Bade +726-2 —447-5 +278-7 


* This table takes no account of net international sales or purchases of outstanding securities, statistics of which are 
not available for the whole of the period here covered. 


CANADA 

Net Exports of Non-Monetary Gold : | 

(Millions (Millions 

of dollars) of dollars) 
LOT Rs Meg EMO palliash aR 7A Rist A083 30° of ie gee 
BOS ae SS NS a AOE 1084 hic ee Le ee 
TOO ae USE Duk etl a Rodin 1O3D cio 2 ee ee 
BODO Bec wey es Nae oe ever ays Ot 19S 6:5. Sige Jeeta ie Mee eee 
OSL ae oe. tie. a ete (DOG 1937 Oso. Yea ee 
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COMPARATIVE STATISTICS 


MepuAtIODe ote te ee Oe 
National Debt (Direct and Guaran- 
teed)—1938.. .. . PEM RTO. 


Che ae Gos 


United 
Kingdom 


47-5 million 
£7-°5 billion! 


£5-1 billion 
£2-7 billion’ 


Canada 
11-2 million 
$6-7 billion2 


$4-1 billion 
$2°5 billion 
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£3-1 billion $2-7 billion 


and Post office), 1937-8. £660 million $810 milion® 
Advances—March, 1939. . £990 million® $940 million? 
Domestic Exports—1938. . £470 million $1,000 million 
Retained Imports—-1938. . £860 million $670 mililon 


1 Excluding £1,032 million of War Debts and £429 million of Local Loans. 
2 Dominion, Provinces and C.N.R. 

% London Clearing Banks plus Post Office Savings Bank. 

#Canadian Deposits of Chartered Banks, 

® Dominion and Provinces, 

6 London Clearing Banks. 

‘Chartered Banks—Current Loans in Canada. 


UNITED STATES 


AVERAGE RATE OF INTEREST EARNED ON LOANS BY MEMBER BANKS 
IN FIRST HALF OF 1936 


(Source: Federal Reserve Bulletin, April, 1937) 


Central Reserve 
Federal Reserve District Reserve City City Country 
Banks Banks Banks - 
MRR eee WGP ig. el tars ays a a cy oe 2-88 4-88 
PAN ie Bee a ee eg yi eos 2°36 3°98 4-94 
PES COLL RS rg aA oe OE » tia 3°58 5-16 
Pre AR cee ee a, dues ar ak ate ANE fa 4-38 6-00 
PSs NEON RM i Ne P OE ie ae, ie WO epee 4-62 5:68 
BCR Cen tee seo eg bee 2 ey Suejths 4-34 6-32 
(OT SES ALEROP SS) GGA Da ha, igh ee ee a GY ooo 4-02 5:66 
RMRIG IG AS. Ror yale tS Ro es i) Bes a 3°78 5:90 
ELLA SE 8 TS gap gh Teil Ange So Re ao ea Sa 3°72 5-48 
LAND CS Sy A CARS DO Sg Te ie Cee Fant ae ara 4-46 7:58 
Re eM re hy ENN er a wird Gy So oud ee td 5-00 8-80 
PR eEMADGIRG y8.s Peet YO 2. 0S. ewe hoe, Matha? 4-90 6:32 


The CuarrMan: Mr. Stevens, as I recall, in the house rather recently you 
gave some figures as to the proportion of the export trade, and it seems to me it 
was under the 30 per cent and that your figures coincided with what I had in my 
memory. Is there a different calculation? 


Hon. Mr. Stevens: The proportion of export trade to what? 

The Cuatrman: Mr. Towers, are you giving the proportion of export trade 
to income or production? 

Mr. Towers: To national income. 

_ Hon. Mr. Srevens: I did not give any figures comparative with those. 

The Cuamrman: No, your figures were given in comparison to what? Were 
not the figures in proportion to production? What is the difference between pro- 
duction and national income? Certainly the League of Nations in its survey 
does not credit us with 30 per cent. 

Mr. Towers: What I have is income in relation to domestic exports and the 
income from the export of services, which includes the tourist trade—the propor- 
tion of those two things to the national income. 


\ 
4 _ 
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The CHAIRMAN: You include the tourist trade. 

Mr. Towers: Yes. 

Mr. DracHMAN: National income would be very substantially above pro- 
duction. 

Mr. Cuieaver: About 40 per cent. 

Mr. DEACHMAN: Sixty per cent. 

The CHaiRMAN: I think the usual figure I have must leave out the tourist 
trade. I got it from the Bureau of Statistics, and it was around 16 to 18 per 
cent. It varies from year to year—16 per cent to 20 per cent as I recall it. 

Hon. Mr. Stevens: Of course, I always question the validity of those 
tourist figures. 

The CHAIRMAN: Yes, I do also. 

Hon. Mr. Srevens: Because there are no precise statistics on it, and I 
think that frequently a very, very exaggerated picture is given by advertising 
agencies and other interested parties. 


By the Chairman: 


@. Mr. Towers, do you include tourist figures in your U.K. statement ?— 
A. Yes, that is in the statement for the U.K. I include income from export — 
of services of all kinds. 


By Hon. Mr. Stevens: 

Q. Oh, yes, their shipping. Their shipping income is terrific; it is one of — 
their largest items, and their interest income from loans abroad and that sort 
of thing; but the tourist interest alone——A. Interest is not included in the 
U.K. figures. 

@. Not in their services?—A. No. 


By the Chairman; 


(. I think it would be more valuable to have the figures simply relating to 
exports of merchandise. Now, you take in gold, I presume, with our exports?— 
A. Yes. : 

Q. I would like to have the figures for what they are worth of the exports 
of merchandise——A. Of course, these do show here separately» We have not 
bulked the total. 

. What is the percentage of merchandise figures?—A. In 1937 about 23 — 
per cent. , 
@. That is the figure I have in my mind.—A. In 1932 it would be less than : 


20 per cent. 


By Hon. Mr. Stevens: P 
@. Do you include gold?—A. Yes. g 
@. I do not think gold should be included. 


The CHAIRMAN: No. st 
Hon. Mr. Stevens: We never used to include it. i 
Mr. CieAver: That was exported as a commodity and it should be. ) 

By Hon. Mr. Stevens: 


Q. I know, but gold has a peculiar merit, that it is capable of use for the ¢ 
correction of dislocation of exchange balances between countries. , 


Mr. Towers: It has the merit, of course, that it is readily saleable at a 
fixed price. That is its advantage as compared with wheat. Nevertheless, I _ 
{Mr. Graham Ford Towers.] 4 
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think in our trade it remains a commodity, and, to take it out of the export 
figures does, I think, result in distorting the picture, because the production of 
gold is inevitably responsible for quite a substantial amount of our imports. 


By Hon. Mr. Stevens: 


t 
‘ 
‘ Q. Quite so, but gold never was included in our exports until very recent 
~  years?—A. I think the fact that it was not included in those earlier years was 
» a mistake. 

4 Q. Of course, it was always shown as a separate item?—A. Yes. 

‘ @. In my opinion it ought still to be shown as a separate item, because in 
making your calculations upon national economy generally one can always take 
gold as something which can be used in a very much different way from the way 
in which ordinary exports can be used. You cannot divert wheat or lumber at 
_ will. Wheat and lumber flow into certain markets pretty steadily and uni- 
_ formly, but gold is something which can be switched from London and, for a 
' number of years, was switched from London to New York or back to London 
‘ overnight—A. I think it does not make any difference where the commodities 
_ are sold unless one is selling them to a country where they have a blocked 
exchange system. Something sold in the United Kingdom and producing sterling 
_ is Just as good from our point of view as something sold in the United States, 
__ because sterling can be changed into dollars, and, therefore, the diversion takes 
_ place in that form. 


By Mr. Deachman: 


Q. You could not present a picture of South African trade leaving out 
gold?—A. I was just going to say that that would be an extreme case to 
eliminate gold from South African figures. Our percentage is not as high as 
South Africa, but I think the argument is the same. 


By Mr. Jaques: 

Q. Gold is of no real use—A. I think it is of very real use indeed, and as 
a citizen of a gold-producing country I will contend that with my dying breath. 

Q. Somebody has to pay for it—A. Yes. 

Q. It is of no real use—A. I think it has great use. 

The Cuarrman: Mr. Towers, the thought I had in mind was that we should 
have our figures comparable with the figures of other nations as presented by 
the League of Nations. I have just handed to Mr. Stevens a diagram showing 
the exports of other nations, and they are in the form of the relation of exports 
of merchandise to the national income. I think, Mr. Stevens, I am correct in 
saying that the highest ratio in Canada was around 20 per cent in 1929. 

Hon. Mr. Stevens: Yes. 20 per cent was the maximum. 

, Mr. Towers: Of course, in those national income figures I think services 
are included, so that it is rather awkward to put them in one portion of the 
comparison and leave them out in the other. 

The CHairMAN: You will have to find fault with the League of Nations. 
What I wanted was a comparison on a basis accepted by the League of Nations. 
We could have it in several different ways, I suppose. 


Mr. Towers: Yes. 
The CuarrMANn: The surprising thing, Mr. Stevens, is the high percentage— 
Hon. Mr. Srevens: Denmark, Norway and Sweden— 


The CHarrMAN: Denmark, Sweden, Finland, the Netherlands, Esthonia, 

New Zealand as compared with Australia, France, Canada, Germany, Japan, 

the United Kingdom and the United States, and I have given them in their 
order. 
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Hon. Mr. Stevens: My comparison, to which you referred, Mr. Chairman, 
was to production. : 

The CHAIRMAN: Yes. 

Hon. Mr. Stevens: I was comparing it to production. 

Mr. DracHMAN: Exports to production? 

Hon. Mr. STEvENS: Yes. - 

Mr. DeacHMAN: What would you call, for instance, the erection of build- 
ings and the construction of sidewalks? They would be included in our records 
of production. 

Hon. Mr. Stevens: Yes. | 

The CHAIRMAN: Mr. Stevens, were you not comparing it with the pro- 
duction of merchandise? 

Hon. Mr. Stevens: Yes. et 

The Cuarrman: The comparison I have here, and I have it as set up by 
the League of Nations, is that of the exports of merchandise as a percentage 
of national income. 

Mr. DEAcHMAN: Yes. 

The CuatrmMan: That means exactly what it says. 

Mr. DracHman: Of course, it is comparing incomparable things, because 
it includes services in Canada which would include the building of sidewalks 
and that sort of thing. 

The CuHarrMAN: Again I say you will have to find fault with the League 
of Nations. 

Hon. Mr. Srrevens: It depends on what you want to use it for. A com- 
parison of the exports of merchandise to national income, if it is limited to 
merchandise, will answer the same purpose. If you include services, and all 
the other things, the comparison then could be used for some other purpose. 

The CHarrMAN: Yes. 4 

Hon. Mr. Stevens: It depends upon what use you are going to make of it. 

The CHAIRMAN: Proceed, Mr. Cleaver. 


By Mr. Cleaver: 

Q. I have just one question arising out of our present discussion, Mr. 
Chairman. Do I understand, Mr. Towers that, in preparing this percentage 
which our total exports bear to the total-national income,—that in computing 
the national income you included all national incomes; such as, income which 
professional men would earn?—A. Yes, that is my understanding. 

Q. Then if you eliminated from this one bracket of your percentage every- 
thing excepting actual production of goods, you would increase your percentage 
of exports still higher, would you not?—A. Yes. Leaving out the export of 
services, tourist trade, and so forth, and just putting in exports of merchandise, — 
but eliminating, on the other hand, all the income which arises from services, 
I suppose it would give a higher percentage. 

Q. Have you any figures at hand now to show what percentage of the total 
national income -would be composed of actual production of goods?—A. No. 

The Cuarrman: Just before proceeding may I read you this statement as 
to why the League of Nations put their graph in the form that I have suggested: — 


In order to illustrate the differences in the degrees of dependence 
upon exports, the graph on the preceding page shows the value of exports 
expressed as a percentage of national income for a number of countries _ 
for which the information is available. Great disparities in the depend-_ 
ence upon foreign markets become clear at a glance. In 1929 exports. 

(Mr. Graham Ford Towers.] 
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ranged from 44 per cent of the national income in Denmark to 6 per cent 
in the United States. As is to be expected, the small countries have to. 
be the most dependent upon foreign markets. 


Mr. CieAver: Mr. Chairman, is there anything in the article from which 
you were reading to the effect that the figures compiled by the League of 
Nations with respect to Denmark’s national income include services, or that 
they simply melude production of goods? 

The CHatrMAN: I have not observed that. 

Mr. CuirAver: I did not hear you read anything to that effect in the 


article. It would be interesting to know that. 


Mr. Towrrs: I would certainly assume it included services. That is the 
usual basis on which national income estimates are made up. 


By Mr. Cleaver: 

Q. For the purpose of making a satisfactory comparison with Canada, 
would we not also have to know something about the standard of living in 
Denmark as compared with the standard of living in Canada? 

The CHarrMAN: We could go on and bring forward a number of conse- 
quences, of course. 


Mr. Curaver: Absolutely. 


. By Mr. Cleaver: 


Q. When the committee adjourned at our last meeting, Mr. Chairman, 
we were discussing a suggestion which had been made at a previous meeting 
by one of our committee members to the effect that our banks in Canada do 
not disclose all of their assets. I asked Mr. Towers the question and then 
followed a little discussion among the members and I was just wondering as 
to whether he has anything further he would like to state in answer to my 


-question—A. Mr. Cleaver, I think, as I said on the last occasion, the under- 


lying thought must have been the setting aside of reserves by banks for 
possible or probable losses. All banks follow or should follow that practice. 
I think it would be most undesirable if they did not do so, and I think that 
the existence of a reserve which is based not on the book value of loans and 
investments, but makes allowance for possible unfavourable eventualities, is a 
vital factor in maintaining the solvency of any banking system. 

I think the practice which has been followed through the years by Cana- 
dian banks in that respect had a very important bearing on their ability to 
come through the depression which commenced in 1929. Incidentally, I should 
point out that the subject of reserves was discussed at some length in the Bank- 
ing and Commerce Committee during the 1923 revision of the Bank Act. It 
will be found on pages 283 and 284 of the minutes of proceedings and evidence, 
also at page 287. 

Q. 1983?—A. 1923. Also on page 849. It may also have been discussed 
in some earlier revisions, but I have not gone through the records of those. 

Mr, Cuieaver: Mr. Jaques is here and he can perhaps clear up the question 
now. I understood his charge was that the banks had undisclosed assets. That, 
of course, is quite a different thing from a yearly revision of their reserves to meet 
anticipated contingencies. 

Mr. Jaques: Mr. Chairman, I do not make any charge, I merely make the 


- Statement, and it is well known. I should have thought every member of this 


committee was familiar with it. In many ways, of course, the reserves can be 


re hidden; they can be used for writing down the book value of the assets. 
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Hon. Mr. Stevens: For instance, the writing down of the value of buildings 
is, of course, a very common practice in many institutions, including banks. 
Buildings are sometimes written, down to a dollar, a mere nominal value over 
a period of years; but I would not consider that was an undisclosed asset. 

Mr. CxiHaver: No, no. 

The CuHairMAN: It is shown on the books. 

Hon. Mr. Stevens: It is shown on the books, and they say it has a certain 
value. 

Mr. Jaques: That is merely an outward visible asset. We can all see the 
building, but we do not know. 

Hon. Mr. Stevens: You are not referring to collateral, are you? 

Mr. Jaques: I am not familiar with the technicalities of banking, and I 
do not think we are here to discuss the technicalities. 

Mr. Crupaver: Mr. Jaques, I do not want to labour this point but I do want 
to understand what your statement was. Is it your belief that the banks have 
assets, securities or otherwise, which they do not disclose in their regular bank 
statements? 

Mr. Jaquss: Yes. 

Mr. CLEAveR: That is exactly what I understood the statement to be. I 
think, Mr. Chairman, that statement ‘should be very carefully probed and the 
charge should be either proven or exploded. | 

Mr. Jaques: I have seen a statement by a well-known chartered account- 
ant in Great Britain that the assets are not disclosed even to the bank account- 
ants who examine the books. | 


The CuarrmMan: As to Canada, Mr. Jaques? 
Mr. Jaques: Well, it was argued here— 


The CuHatrMAn: No, but you are speaking of a chartered accountant in — 
Great Britain; do you say he made that statement as to Canadian banks? 4 


Mr. Jaques: Oh, no, British banks. 


The CuamrMAN: That is a different thing. Your statement is applied to 
Canadian banks. 


Mr. Jaques: Yes, I know, but five years ago when the statement was made 
that the British banks created money the answer here was, “Well, they may do 
it in England but not in Canada.” 


4 
Mr. Towers: I wonder if what you are thinking of is this: If a bank has, — 
shall we say, $200,000,000 of loans on its books—loans that are carried on 
the various records across the country as $200,000,000—at the close of the year — 
the shareholders, auditors of the bank and the executive of the bank concerned 5 
would have a look at those loans. They would say of the $200,000,000, ‘““We 
certainly feel that ultimate collection of a certain amount, shall we say, 
$1,000,000, is quite doubtful; we have no confidence in collecting that portion — 
of the total. We may also say that a further amount of $1,000,000, while not — 
definitely as bad as the first, is also something on which we would not care — 
to rely. Finally, knowing our experience over a period of years, knowing that 
bad times crop up occasionally, we would feel much more confident in regard to. — 
the validity of the figures on our balance sheet if we put the total down at 
$196,000,000; we would feel that that amount is really collectable. 
That is the process of setting up reserves against probable or possible 
losses; that and nothing else. : ‘ 
Now, the actions of the banks in that respect, or their actions in setting 
up reserves against fluctuations in the value of their security portfolios—which 
[Mr. Graham Ford Towers. ] ‘ 
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fluctuations as we know do take place on a substantial scale—is known in 
detail to the shareholders’ auditors, to the inspector-general of banks and to . 
the Minister of Finance. 


By Mr. Clark; 


Q. In their published statements they also state ‘‘ estimated losses pro- 
vided for.”—-A. That is right. 

| Mr. Jaques: I am not suggesting for a moment that there is anything 

dishonest about it. It is merely a practice which has rather had the consent : 

of the people. So long as the people are content that the banks should be 

run as they are, well, 1 do not blame the banks as long as the people do not 

blame them. 


} Mr. Towers: In fact, not only not blame, but I would say that the 
-inspector-general of banks and the Minister of Finance, if they thought that 
a bank was not being sufficiently conservative in that respect, would have 
something to say to that bank right away. 


4 By Mr. Stevens: 

; Q. That process is distinctly meritorious. I think it is done by any 

well-run corporation—A. It is, and by banks for the safety of their depositors. 

Q. If they did not do it they would be derelict in their duty to the share- 
holders and to the public—A. And to the depositors more than the share- 

holders, I would say, in the case of banks. 

| Mr. Jaques: Mr. Chairman, you cannot judge the profits of banks merely 

by the dividends they pay. That is the point. 

7 Mr. Towers: But the amount which they set up as reserves is not a profit, 
‘if those reserves are needed. That is, unless the reserve is greatly in excess 
of anything that is ever needed, it is not a profit; it is an amount taken from 
“gross earnings to meet: losses. 


; By Hon. Mr. Stevens: 
—  Q. Conversely, if the bank or the corporation is unreasonable to the extent 
that they set up these reserves sooner or later it comes back upon them as an 
abnormal or excessive earning —A. Yes. 

@. Which would be just as embarrassing for them as not to have made 
adequate provision?—A. Yes. 
z Mr. Cueaver: Mr. Jaques, may I just ask this concluding question on 
‘this point? Have you any knowledge, personal or otherwise, which you can 
place before this committee to substantiate your belief that the banks’ state- 
ments in Canada to-day do not disclose all of their assets? 

Hon. Mr. Stevens: Fairly disclose. 
'. Mr. Cunaver: Yes, fairly disclose. 
Mr. Jaques: Banking is much the same all over the empire—all over the 
world for that matter. I had a statement from responsible men— 
| Mr. Ciraver: Who are they? 

Mr. Jaques: More than that, I have never seen it contradicted. 
Mr. Ciraver: The fact that it has never been contradicted is not evidence. 
_ Mr. DeacHMAN: Here is one way in which it was explained some years ago. 
At about the middle of the depression when the banks had lost substantial 
amounts, this statement appeared in the banks’ accounts, or words to this effect: 
we have transferred from our regular reserves to our inner reserves certain 
sums, naming them, substantial sums. Now, about that time I discussed this 
matter with one of your distinguished banking confreres. I know that you know 
im quite well but I do not want to name him here, and I urgued this question 
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with him, that they should not have inner reserves which did not disclose their | 
full statement, and his answer to me was that it was dangerous to disclose the 
full reserves because there would be demand from the public for lower rates 
of interest and lower charges for services. We discussed that thing—I cannot 
express it in time—for at least 150 miles. | | 
Mr. Towers: I do not think that the argument for what you might call a_ 
first line reserve set up on the basis of a conservative appraisal of assets, I do- 
not think the argument for that depends on the point which the man you are 
speaking of mentioned. . 
Mr. DracHMAN: I protested against having inner reserves which are not_ 
disclosed. The question was on the point whether they should be disclosed or 
not. : 
Mr. Towers: If they were included in the published reserve fund, then you | 
would find that every material fluctuation in the price of securities or any 
material change in the business situation, perhaps any slight change in the 
business situation which made it necessary -to write off bad debts, would mean_ 
that the banks had to take amounts from their published reserve funds for these 
purposes. In a severe depression they usually have to do that thing; but a con- | 
servative appraisal of assets which, in effect, is the meaning of inner reserves, | 
does enable them to take normal losses, to stand anything which may reasonably 
be expected in the form of fluctuations, without constantly making transfers — 
from their published reserves. Bearing in mind public psychology, particularly 
in bad times, I think that constant movements from published reserves would 
unsettle people’s minds. 3 
Mr. DeacHMAN: Then there must be an inner reserve. ; 
Mr. Towers: There must be an inner reserve in the form of what I would 
call a conservative valuation of assets. ¥ 
Mr. DeacuMan: Not beyond that? | : N 
Mr. Towers: I think that fairly expresses it. — ? 
Mr, Tayior: Are there not contingency reserves developed? 
Mr. Towers: That is the same thing I have in mind. . 
Mr. Curaver: Perhaps our steering committee could consider this point 
and if they deemed it wise, recommend that certain witnesses be called in that. 
regard. 4 
Mr. Towers: As I say, at the 1923 revision of the Bank, Act this ground © 
was covered fairly fully. - 
Hon. Mr. Stevens: Yes, I remember it very well. F 
Mr. Cruraver: Then, there was another question arising out of our discussion — 
the other day. Mr. Jaques in referring to the losses which we all sustained im 
1929 and 1930, stated these words: “There have been losses; where have they 
gone?” Then a little further on: “It does not go into thin air,” indicating that 
the losses to the general public were gains to somebody else. : 


Mr. Jaques: Certainly. ‘ |= 
Mr. Cueaver: Now he says “certainly” to confirm that. q 
The CHarrMAN: What did Mr. Deachman say? : 
Mr. Cieaver: I should like to ask the governor if he would anser that 


problem. 
Mr. Towers: If a bank has made a loan to an individual of $1,000— 


By Mr. Cleaver: 

Q. Excuse me; I am not referring to bank losses, I am referring to losse 

by the public—aA. Well, I was just coming to that, because it was associated 
with bank transactions, I think. If a bank has made a loan of $1,000 to a1 
[Mr. Graham Ford Towers. | 
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individual and that individual has had an unfortunate business experience and 
had to go into liquidation, as a result of the liquidation the bank gets, shall we 
say, $200 back out of the $1,000 it loaned. The individual has lost his business; 
the bank has lost $800. I cannot quite follow what is in Mr. Jaques’ mind 
_when he suggests that that $1,000 loss by the individual results in $1,000 profit 
to the bank. 
q Q@. I suggest, Mr. Towers, that the loss occurred through shrinkage in 
valuation of real wealth? 

Mr. QuetcH: What about the borrower’s collateral that he put up? He 
loses his collateral. ; 
: Mr. Towers: On the basis of the example I gave, the realization of the 
collateral produced $200, leaving the bank with a loss of $800. 


By Mr. Cleaver: 

P- Q. That drop in the actual value of the collateral really represents the 
‘loss? —A. Yes. : 
| Q. Which in turn is reflected by reduction in values and prices?—A. It 
may be, or else in cases where the loss is not so extreme it may be through ill- 
advised business transactions, For example, if in producing certain goods the 
_ borrower has conducted his operations not very efficiently, even extravagantly, 
i he may have paid out for production costs $1,000 for goods which he ean only 
_ sell for $800 or $900, and it might even happen that there had been no variation 
in the price of those goods. 
Q. Well, then, coming to my next point— 
| Mr. Jaques: I have not had a chance to answer that. You state I made 
the charge. 
Mr. Cueaver: Perhaps Mr. Jaques should be permitted to answer right 
now; I am quite content. 

Mr. Jaques: Well, here again I am not bringing any charge of dishonesty 
in the least; it is part of the system which the banks enjoy with our consent. 
a Mr. Cueaver: What do you mean by “the banks enjoy’? Do you suggest 
the banks profited to the extent of all our personal losses in 1929 

Mr. Jaques: I do, to this extent. I think the privileges which the banks 

"enjoy are valuable to the banks beyond ail knowledge or belief of the genera! 
- public. 
i Mr. Curaver: I wonder if you would mind just answering that simple 
question which I put to you, Mr. Jaques. Do you suggest that the losses which 
we all personally took in 1929 were corresponding profits for the banks? 
Mr. Jaques: Profits, in this way. The profits are not represented by— 
if I can explain myself—actual financial statements. The profits are repre- 
sented by the ever increasing power of the financial institutions of which the 
banks are the chief, over the industrial life of the nation. Let me give you an 
illustration. A friend of mine was purchasing agent in England for one of the 
largest corporations in the world. I will not mention the corporation, but you 
can take it from me that it is one of the best known and one of the biggest in 
the world. After the war they were led to believe that during 1919 and 1920 
the country was going to enjoy a tremendous period of expansion, and on the 
strength of that this particular corporation—and of course we would anticipate 
' Tising prices—went ahead and bought raw materials to a great extent. Those 
_ were raw materials which were not produced in England. They also enlarged 
their premises to the extent of $40 million. Of course, that was done, as you . 
can understand, on credit. Now, when they had committed themselves to that 
tremendous program— 


The CuarrmMAN:, Do you mean bank credit? 


Mr. JAquss: Largely. 
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The CuarrMan: Surely they did not expand their premises to that extent 
on bank credit; banks are not there for that purpose. | 

Mr. Jaques: That is what I say; they do not seem to realize the truth. 

Hon. Mr. Stevens: What happened? 

Mr. Jaques: The policy was one of deflation, and then what? The raw 
materials which they had bought ahead caused them to incur enormous losses, 
their credit was gone, and what? The banks said: Gentlemen, your credit now 
is very poor, but we think that if you will retire some of your directorate and 
allow us to replace them your credit will certainly not be hurt. That is what 
laappened. That is what happened all through industry in Great Britain after 
the war. The men who had built up those industries and who were interested 
in production only were replaced by men who were merely agents of the 
institutions; and I believe it is a fact that 85 per cent of industry to-day is 
under lien or under control in Great Britain to the financial institutions. That 
is true there, and I believe it is largely true in Canada. I am not saying there 
is anything criminal in it. It is the result and the inevitable result of the 
power which we have given to individuals to create and to destroy money at 
their own will. Is there any argument against it? The remedy is in our own 
hands. 

Mr. Towers: If I might interject something there, though, perhaps, 
it is not my place to do so—statements of belief are awfully hard for a witness 
to comment on when they are in no way supported by facts of any kind. For — 
example, the statement that 85 per cent of industry is under lien to the banks 
is, to me, a fantastic one. It is something that never existed on sea or land. Ii, 
however, you could give me anything to show why you believe that—anything 
to support the statement—then, of course, one could examine it. 

Mr. Jaques: I will put the condition of the farming industry in our own 
country. 

Mr. Towers: Were not we speaking of England’ a moment ago? 

Mr. Jaquss: Yes. 

Mr. Curaver: And before we come to our own farming, I should lke to 
state that the proposition which you have just advanced, where the directors 
of a company have made such a bad mistake in judgment— 

Mr. Jaqurms: Was it a bad mistake? ' 

Mr. Cueaver: It turned out to be one—those directors should expect the 
shareholders to remove them. 

Mr. JAqurs: The shareholders did not do it. 

Mr. Cunaver: They should replace them with other gentlemen who would 
have better business judgment. 

Mr. Jaques: Do you think it is poor judgment when the government of 
the country intimates to industry to expand and then when they have done so— 
Mr. CiEAver: What evidence have you of that? 

Mr. Jaques: The evidence of history. That is the history when England 
went back to the gold standard in 1926. What happened? I can show you— 
Mr. Curaver: Now, Mr. Jaques, if you do not mind, this is my time— 

Mr. Jaques: I know, but you bring this out—Mr. Chairman, I am here 
and so is my colleague, probably, from a little different purpose from some of — 
the other people. 

Mr. Cieaver: Before you leave that point, will you please indicate the — 
different purpose? Are you suggesting I am not serving my country? 

Mr. JAquEs: I am not suggesting anything; I am merely suggesting that 
I am not here to defend the banks. 

[Mr. Graham Ford Towers. ] 
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3 Mr. Curaver: Are you suggesting that I am here to defend the banks? | 
There is nothing to be gained by refusing to face facts. | 
; Mr. JAQqugs: I am speaking for myself. | 
4 The CHatirRMAN: Mr. Jaques, will you listen to the chair for a moment. 
Mr. Cleaver has the floor. Mr. Cleaver asked a question and gave you per- 
mission to answer it, but the time is passing very rapidly, and I think we ought 
to conform to Mr. Cleaver’s wish to allow the incident to be closed. I think 
. you have had sufficient time to answer the question. | 
; Hon. Mr. Stevens: I might say this, and I hope Mr. Cleaver will pardon 
me, but I think it was a mistake for Mr. Cleaver to ask Mr. Jaques a question 
as if Mr. Jaques was a witness. Once it was done, I think Mr. Cleaver should 
allow Mr. Jaques to finish. 

Mr. CueAver: I am myself to blame for bringing this on. 

The CuHarrmaNn: I think we should allow Mr. Cleaver to finish his 
statement. 

Mr. Jaques: Mr. Chairman, I have noticed a tendency in this committee 
to allow us to make a half sort of statement which goes into the record 
- unfinished and anybody reading the thing would assume that we have admitted 
we were wrong. Then we are stopped— ? 

The CHarrMAN: I doubt that the record will carry out that impression. 

f Mr. Jaques: We-are damned by faint praise. I should like to make one 

- short statement from an authority in Great Britain. | 

The CHAIRMAN: No, no. 

Mr. Jaques: Bearing on this very thing. 

Mr. Cueaver: I would suggest that if the Social Credit members— 

Mr. Jaques: This is not social credit. 

Mr. CiEeAaver: —they should be permitted to add anything in reason, but 

I do not think that they should be interspersing their opinions in my time. 

Mr. Jaques: This is not social credit; it is a statement by a former director 
of the Bank of England. 

The CHairMAN: I must rule that Mr. Cleaver has the floor and that the 

statement should not be made without his permission. 

: Mr. Jaques: Then, Mr. Chairman, when I am asked a question I should 

be allowed to answer it. 

The CuHarrMAN: I agree with you there. 

Mr. Jaques: If you would only allow me to read these half dozen lines 

‘4 I shall sit down. 7 

2 The CuarrMaAn: Very well, read them. 

: Mr. Jaques: This is a statement by Vincent C. Vickers, late director of 

7 the Bank of England:— , 


¥ I have watched for ten years every move, every wiggle of financial 
t policy; I have seen the effects of the greatest financial blunder the 
, world has ever known—our return to the gold standard after the war, and 
its effect upon our basic industries, coal, cotton and agriculture. 


The CuamrMan: Proceed, Mr. Cleaver. 


} By Mr. Cleaver: 

Q. I find, Mr. Towers, in the discussions that have been addressed to 
‘this committee that there is still a great deal of misunderstanding with regard | 
‘to what happens when our central bank causes an expansion of credit through 
‘its market operations of buying securities. I wonder if you would be good 
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enough to take an individual case—say, take an expansion movement whereby 
the Bank of Canada buys $10,000 worth of securities, and follow that movement 

right through the entire picture just as you would a slow moving picture, and 
- giving names to every individual who participates in that movement, and then 
give us a summarized statement at the finish showing the debit and credit 
entries with respect to the Bank of Canada, the merchant bank that featured 
in the movement and every individual customer?—A. Would you prefer that 
I should try to do that now extemporaneously, or would it be better to have 
a statement with the necessary tables showing those various changes? 

@. I would prefer a well thought out carefully written statement, and 1 
suggest in order that there be no misunderstanding that you should assume 
that all of the transactions take place in one merchant bank so that we will 
not be confusing the different banks, but we will have, if possible, a statement 
so simple that everyone will clearly understand it. 

(Ir. QuELCH: Could the difference be shown between the action-of the 
Bank of Canada buying securities from chartered banks and the action of 
buying them from a private individual or a corporation 

Mr. Towers: Yes, we will have two sets of statements showing the one 
thing and the other. 

Mr. Kinuey: It will not stay in any one hank. 

Mr. Towrrs: I think Mr. Cleaver’s thought is that it would be more 
simple to visualize the commercial bank end of the transaction as if there was 
only one commercial bank in Canada. 

Hon. Mr. Stevens: Of course, that is on the record now. 

Mr. Towers: It will simplify the matter. 


Mr. Criraver: There are several members of the committee, Mr. Stevens, 
who claim that the banks are making graft out of this thing. 


Mr. Jaques: There is no graft at all. 

Mr. Craver: Excessive profits. 

Mr. Jaques: This very committee gave them the power five years ago to 
do it. There is no graft about it. 

Mr, Cieaver: Coming to my next point. There are many people in Canada 
to-day who believe that there is an easy way out of our present economic 
trouble, that the banks and the big interests are profiting by our present con- 
ditions and are withholding the easy remedy from the masses for their own 
selfish interests— 


Mr. Jaques: Right. 


Mr. Curaver: I suggest that many of our present troubles have baat 
brought about through unfair practices by big business in the past, but in my 
opinion to say that either the banks or big business institutions are now profit- 
ing as the result of the continuance of the depression is to disregard the facts. 
The predatory actions of big business occur in boom times. In 1927, 1928 and 
1929 was when our troubles were brewing. I am old-fashioned enough to 
believe that the remedy nationally is little different to the remedy personally. 
In our own personal lives thrift and hard work is the only way out of financial 
difficulties. 


Mr. Jaques: What do you call thrift? 


? 


Mr. CieAver: To work hard, use care in spending and pay your debts may — 


not be a very attractive program, but it does ultimately bring real results. I 
believe that the same rule would work equally well nationally. 

Now, what would happen, Mr. Towers, if our government should decide to 
finance, say, one-half of one year’s expenditures by the issue of what we have 
commonly called debt free money? 

[Mr. Graham Ford Towers.] 
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Mr. Towers: I think that there too, Mr. Cleaver, if you will allow me, 
it would be best to put that in the form of a memorandum with the necessary 
illustrations in the form of figures. 


‘ By Mr. Cleaver: 


Q. That will be quite agreeable to me. Take say, $250 million. If we were 
to take $250 million and hand that out as currency instead of raising the money 
by direct taxation or borrowing——A. Taking place in one year, 50 per cent of 
the expenditures in one year. 

Q. Yes; and I will ask you to follow it through, indicating as clearly as you 
can what would happen to our individual investors and our institutions that are 
depending upon interest rates for their very existence, and our municipal sink- 
ing funds and the like?—A. Right. 

Q. Then coming to the question of our domestic currency and the tie-in 
with foreign borrowing, am I right in my‘ conclusion that foreign borrowing 
must necessarily take place when our foreign trade shows a debit balance?— 
A. Foreign trade and other transactions, that is services. | 

Q. Other allied transactions?—A. Yes. 

: Q. Then when we have a favourable balance of trade existing over a period 
- of years I take it that as far as our domestic currency is concerned we can do 
_ whatever the majority wish done?—A. I am not quite sure that I follow that. 
_ If there is an unfavourable balance on current account—and I include in that not 
- only merchandise and freight but tourist trade and all forms of services which 
we either give or receive—if after taking all those transactions into account 
_ there is a balance against us, obviously that is an amount which we owe to 
the foreigner which may be outstanding in the form of commercial credit or it 
may be covered by long term borrowing. Conversely, if the balance is in our 
_ favour, as it has been quite extensively for some considerable period of time, 
- and that places foreign funds in the hands of Canadians, they have a choice, 
_ speaking of the people as a unit, of allowing those foreign funds to accumulate 
in foreign banks or of using them to purchase foreign securities or other foreign 
assets, or else to purchase Canadian securities which are held by foreigners. As 
a matter of fact, the tendency quite naturally is to do the latter; hence the 
repatriation of the last five years. , 

Q. But so long as we do maintain a total over all favourable balance of 
trade, then I suggest to you that there are no foreign restrictions at all as to 
what we do with our domestic currency?—A. I think you can always do what 
— you want with the domestic currency. 

' The CuarrMan: If it is advisable to do it. 


gettin: + ee 


- By Mr. Cleaver: ; 

3 Q. So long as we have a favourable trade balance or so long as we have 
- sufficient gold with which to settle an unfavourable trade balance, it is 
- abundantly clear then that so far as our domestic commercial life is con- 
cerned we are our own masters?—A. Yes. 

Hon. Mr. Srevens: Mr. Cleaver, you have used repeatedly the term 
balance of trade. I am quite certain that the governor is thinking of balance 
of settlements, including services, interest and all, which is a vastly different 
thing, 

; Mr, CreAver: Thank you, Mr. Stevens. I think, perhaps, I should at 
the risk of wearying the committee, elaborate a little on that point which you 
have raised. 


y By Mr. Cleaver: | 

Q. Mr. Towers, what are the features which enter into balance of pay- 
~ ments?—A. The tables which we publish from time to time in our statistical 
summary, I think, indicate that fairly clearly. On the credit side, the main | 
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item is naturally the balance in our favour as a result of merchandise trans- 
action. That is the excess of merchandise exports over merchandise imports, 

Q. Yes.—A. In the so called invisible item we have net tourist receipts 
as a balance in our favour. Subject, of course, to the question of accurate 
estimates there, we are certain it is a substantial balance in our favour. As 
items which we have to pay, there are interest and dividends. The amount 
of interest which we have to pay abroad has been going down for a number 
of years as foreign debt has been repatriated. 

Q. You are referring to interest and dividends payable?—A. To foreign 
holders of our securities. | 

Q. To foreign holders of any securities—A. Governmental, private or 
anything else, the interest section of that item has been going down over a 
period of years as foreign debt has been repatriated, or perhaps refunded at 
lower rates. The dividends part of it has been going up, perhaps due more 
to an increasing foreign interest in our gold mines than to any other factor. 

Q. Before you leave that point: in computing that amount you would only 
include securities held by non-residents; you would not include securities 
which are held by Canadian residents and which securities have optional 
places of payments?—A. No, these are Dominion Bureau of Statistics figures, 
and they would not include optional pay securities owned by Canadians. It 
is a question of domestic or foreign ownership. 

©. Optional pay securities should not be included. That is simply a matter 
of contract and simply varies the amount which the creditor has to pay, but 
makes no difference in the balance of international payments—A. That is 
quite right. Incidentally, that interest and dividend item for 1938 is estimated 
at $242 million. 

Q. Adverse?—A. Adverse. The tourist trade was estimated at $145 million 
in our favour net. Freight charges are estimated at $20 million. 

Hon. Mr. Srevens: That is too low. 

Mr. Towers: Against us. 

Mr. CuEaver: Against us? 

Mr. Towers: Yes. Miscellaneous services, $35 million. 

Mr. Cieaver: Which way? 

Mr. Towers: Against us. Now, the miscellaneous figure includes such items 
as advertising royalties, moving picture royalties, earnings of Canadians work- 
ing in the United States and various other things. ' 

Hon. Mr. Stevens: Insurance? 

Mr. Towers: Insurance premiums would be in there to. 

Hon. Mr. Stevens: In miscellaneous. 


Mr. Towers: That is in miscellaneous, yes. The estimated sum total in 
1938 of the things which I have mentioned up to now is $185 million in our 
favour. That is the balance on current account, including everything but 
capital movements. Now, so far as those who make up these estimates can 
tell from the information which they receive, that $185 million in our favour 
was used, to the extent of some $60 million for repatriation of Canadian 
securities held abroadthat is based on new issues or retirements of Canadian 
securities. In other security transactions, that is dealings between Canadian 
nationals and others in securities which are in existence on the market and 
presumably are still in existence—the come and go of daily transactions— 
Canada apparently sold $27 million on balance. Other capital movements were 
against us to the tune of $127 million. Now, those other capital movements 
consist for the most part of movements between branch plants and their 
parents. 


Q. An adverse movement of $127 million?—A. Adverse in this sense: a | 


movement from a branch plant to its parent. 
[Mr. Graham Ford Towers. ] 
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Q. That would indicate expansion in branch plants, would it not?—A. No. 


- A movement between a branch plant and its parent may consist of the transfer 
of the branch plant’s profits to its parent. That comes in under this heading 


rather than under the heading of dividends, although in effect it is the same 
thing. 

Q. What would be the figure if branch plants were expanding—if new 
plants were being built?—A. Then I would say you would find capital coming 
in from the parent, and the movement instead of being an outward movement 
of money would be an inward movement of money. 

Q. We would be receiving foreign capital and we would be setting up an 
adverse balance, or a balance just the opposite to repatriation balance?— 
A. Yes. In the earlier years of branch plant development no doubt that took 
place on a substantial scale. 

Q. In your statement you omitted to give me the merchandise balance — 
A. The merchandise balance, including gold, was $338 million in our favour. 

The Cuarrman: What would it be excluding gold? 


Mr. Towers: $181 million excluding gold. 


By Hon. Mr. Stevens: 
Q. Why not put that statement on at this stage; it 1s a standard’ statement, 
is it not?—A. Yes. 
Mr. Crraver: I think that would be a good thing to do. 
Mr. Towers: We will do that. 
Hon. Mr. Stevens: It will make the matter clear. 


ESTIMATED CANADIAN BALANCE OF INTERNATIONAL PAYMENTS: 1937-38 
Dominion Bureau of Statistics 


1937 1938* 
Exports Imports Net eredit Exports Imports Net credit 
or or Net or or Net 
Millions of dollars credits debits — debit eredits debits debit 
_ Current account 
Deleon Fran gai ct aye. chute bes «0 22,009. 7 796.4 Weare 847.0 666.5 180.5 
Monemonetary old...” as eo 145.1 at 145.0 156.5 Pi 4's 156.5 
Total merchandise and gold.. .. 1,154.8 796.5 358.3. 1,003.5 666.5 39130 
Invisible items 
TN aa eat a, ed Pn Oe ar 294.7 124.4 ar) as 267 .0 422.0 145.0 
Interest and dividends... .. .. .. 78.8 325.0 246.2 70.0 312.0 242.0 
VE Se cles leis oie ais | oe bee Cae als VERY I37i2 25:5 101.0 i130 20.0 
Miscellaneous services... .. .- «+ 25.2 63.9 oo. 24.6 59.8 S52 
Total invisible items...) .» je. +» 510.4 650.5 140.1 462.6 614.8 1a pA. 
Total current account... . Sok, or OOO) ee tes 10 218,25 1,466.0, Tj28ni3 184.8 
Capital account 
New issues or retirements of 
Canadian securities... -. .... 89.5 177.9 88.4 89.9 150.0 60.1 
Other security transactions.. .. 506.6 511.4 4.8 367 .0 340.0 27.0 
Other capital movements... .. .. 24.0 129.6 105.6 eR 127.20 127.0 
Total capital account... .. .. .-. 620.1 818.9 198.8 456.9 617.0 160.1 


+Balancing item.. .. .. ...--- 


*Preliminary. tThis balancing item measures unavoidable errors and omissions in current 
and capital account. 
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ESTIMATED CANADIAN BALANCE OF INTERNATIONAL PAYMENTS: 1927-38 
Net REcEIPTS oR Crepits: Net PAYMENTS oR DERITS ~ 
Dominion Bureau of Statistics 


Millions of dollars 1927 1928 1929 1930 1931 1932 1933 1934 1935 1936 1937 1938* 

Current account 

MerChandise cds ii tapes pL, Lok? doar IDe ay Letty anal a gee, Las 193° 3227 (2138 181 

Non-monetary gold.. .. .. 15 1S? 86 22 48 OLED, ITO ELT PEST et eee ae 
Invisible items 

POULISK A UPAAE Ss) 0450 «2 Vatans 180, 1168S Y 1LSR. ee OP Ea Otho se Gear ae L196 T4242 £76)  TS5. 

Interest and dividends... .. 211 221 260 289 280 262 294 212: . 209°. 234" 946" 949 

PESO Bucs | te Fad. AEM 12 19 39 oe DS 28 ee 28 14 18 26 20 

Miscellaneous services.. .. 8 ANS yale wos ee a Al 34 94.5% 26, +29 34 39 35 


Balance on current account.. 49 5D) 2340-267) V125 345) 12 190 S1L7% SOG L2ISKe ISS 


Capital account 
New issues or retirements 


of Canadian securities .. 141 7. 433 +290 9 TO 260 S58. La Ga See (6G 
Other security transactions 184 188 105 LS eo 16.5. 5d aan: | 8 wee! 2. 
Other capital movements.. . 308 9D 126. 88 762 G2 SLD CF 70 t FOR 0G toe 
Net capital movement... .. .. 4. 82) 1b4 "B15 47 A OF FIGS 1 he 254 Gan ree 
Monetary nmold. in Seer LP Teiace ee een hie Or aay am ae eS 8 : 
Pisalanerne bern y hse hier (>) HOt DO Aa OOF none fad. Yet Ad oon, we Gos ay 


“Preliminary. +This balancing item measures unavoidable errors and omissions in current 
and capital account. 


By Hon. Mr. Stevens: 


Q. There are two uncertain factors—freights and tourists—it is an esti- 
mate?—A. There are other things too which are necessarily estimates. The 
Dominion Bureau is constantly enlarging its sources of information. I think 
it has much more information now in respect to branch plants than it had some 
years ago. 

Q. Of course, I think the estimates of carriage charges, freight, is too low. 
I made a very careful study of that some years ago. 

Mr. DeacuMan: That is a net estimate. 

Hon. Mr. Stevens: Yes. 

Mr. DeacHMAN: There were large earnings the other way. 

Mr. Towers: There is something finally that I should add to complete that 
statement, although it will show in the table I have put on the record. There 
is a balance for errors and omissions; in other words, something, in spite of the 
best efforts of the bureau in collecting information, which they cannot account — 
for. | 

The CHairMAN: Hidden reserves. 


By Mr. Cleaver: 


Q. Mr. Towers, coming to the question of the production of goods, what — 
are the two component parts which enter into the production of goods? Are — 
they not labour and capital?—A. Yes. 

Q. And capital, whether it is obtained from savings or borrowings, is a — 
matter of credit?—A. One might go a little further than that and say that it 
is a matter of certain people abstaining from consumption, to leave men and 
materials free for capital development. That is a very poignant question now- 
adays in countries such as Germany, and probably it will become so in the 
United Kingdom. 

Q. If the proper balance is maintained between the profits or the wages | 
which each of these two groups receive, there should be an increase in the 


standard of living with a further increase in our ability to produce?—A. Yes. 
[Mr. Graham Ford Towers. ] 
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Q. Why does any man work? Is it not so that he can earn money with 
which to buy necessities and luxuries of life?—A. Yes; there will also be rare 
cases of those who do it to keep out of mischief. 

_ Q. Now, that being so, until every man’s wants are reasonably well satisfied, 
under a proper set-up we should have no unemployment?—A. That is right. 
@. And when a machine is invented that will do the work of 1,000 men 
ee 


those 1,000 men are then free to make some other type of goods which we all 
want to buy?—A. Yes. 

@. So that the invention and manufacture of machinery in the way of 
labour saving devices does not necessarily bring about unemployment?—A. No, 
it does not. 

The Cuamrman: Mr. Cleaver, are you taking into account the mobility of 
_ labour? 
. Mr. Cieaver: I am not, Mr. Chairman; I am looking to the long term view. 
- I quite freely admit that the introduction of machinery causes very drastic 
_ unemployment for a short time, but I am suggesting— 
The CuairMan: And for a life time, very often. . 
Mr. Ciraver: I am suggesting that under a proper set-up the minute a 
_ machine is invented which will do the work of 1,000 men those men are free 
_ and are at liberty to make other goods which we want. 
: Mr. Jaqguns: Why don’t they? 
Mr. Cieaver: I am coming to that. 


Mr. DracumMan: You have only to consider what is now happening in 
England. They might want to make more aeroplanes and they might have to 
transfer men from the production of cotton textiles to aeroplanes and that 
transfer would be over a period of some considerable time. 
| Mr. Cieaver: Yes, I agree. The standard of living goes down in any 
_ country when non-productive expenditures are made. 

: Mr. Jaquss: The evidence is to the contrary; it is going up. 

Hon. Mr. Stevens: I suggest you use the words “ought not to,” instead of 
~ “does not.” 
Mr. Cieaver: Yes, right. 


By Mr. Cleaver: 


Q. So that, Mr. Towers, if the proper balance of distribution of wealth is 
_ maintained between capital and labour then the general public at all times would. 
_ have enough money with which to buy the goods produced?—A. You are speak- 
- ing of the world as a whole? 
) Q. Yes, or any nation as a whole——A. A nation, of course, can be severely 
affected by markets to which it has been accustomed to sell, refusing to buy its 
roducts. 
s Q. Yes. In order that there might be no confusion, could we then look on 
Canada for the purpose of this analysis as a self-contained nation not either 
buying or selling abroad but simply a self-contained unit? aM 
Mr. QuetcH: Would you not admit that that depends to a large extent 
on whether or not labour is used for the production of capital goods or the con- 
sumption of goods? It depends upon the relationship between the one and the 
other. 
Mr. Cieaver: Yes, I am coming to that too. Then, with regard to the 
~ question of unemployment insurance, which is an allied problem to this problem 
of capital and labour, to the extent that the government contributes to an 
- unemployment insurance fund, is that not just in effect a dole? 


Hon. Mr. Stevens: Just a what? 
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Mr. Curaver: A dole, a gift. 

Mr. Jaques: Where does it come from? : 

Mr. Towrrs: I am not quite sure that I see all the implications there. 

Mr. Cieaver: Let me give you a concrete instance. If we should start an 
unemployment insurance measure in Canada, and provide that the dominion 
government should contribute one-third to the fund, industry should contribute 
one-third to the fund and labour one-third to the fund. The extent of the 
government contribution is purely and simply a oift. 

Mr. Towers: It, of course, depends on the source from which the govern- 
ment obtains the money. If they obtain it from a wage tax and if that wage 
tax was paid by and large by the people who were going to be beneficiaries of 
unemployment insurance, then I do not suppose one could regard it as a gift. 

If, however, it was impossible to follow through and say that is exactly the 
case, then, I suppose, it becomes one of the government services contributed 
for the good of the nation as a whole. 

The Cuarrman: I understood Mr. Cleaver’s suggestion was that labour had 
itself made its contribution out of wages. If there was a different tax on 
wages, that would be double taxation. 

Mr. Curaver: What I suggested was this. I think the extent to which any 
government contributes to an unemployment insurance fund it 1s purely and 
simply a gift or a dole. Now, you will quite frankly admit, Mr. Towers, that 
labour makes just as important a contribution to the production of goods as 
does capital. | 

Mr. Towers: Yes. 

Mr. Cugaver: And you also freely admit that down to the present time 
labour had practically no representation on boards of directorates and manage- 
ment? — ; 

The CHAIRMAN: Oh, no. 

Mr. Towers: It has not been extensive. | 

The CuarrMAN: Labour’s voice in management is fairly extensive. 


By Mr. Cleaver: 

Q. Would you not think that if labour had a fair representation on the 
management of industry that it would increase the efficiency ‘of industry ?— 
A. That would be a very broad statement to make—I mean, it would depend 
on the individuals concerned, would it not? 

Hon. Mr. Srevens: He means regular councils. | 

The Cuatrman: Yes. Most large concerns have workmen’s councils to 
confer with the management. 

Mr. Jaques: What good do they do? 

The CHatrMAN: Many of them, at any rate, have workmen’s councils. 

Mr. Cumaver: Approaching the problem from another angle, industry today 
does not question the fact that it is required to pay taxes, to pay minimum 
power contracts, to maintain its machinery and plant equipment and all that 
sort of thing whether the plant is running or whether it is idle. 

Mr. Towers: Oh, I could not quite agree with that. There are numerous 
cases where a plant has been allowed to run down severely; that is particularly 
true of 1930, 1931 and 1932. _ 

Mr. Cureaver: Let us take it one at a time. 


[Mr. Graham Ford Towers.] 
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By Mr. Cleaver: 

. Q. Industry certainly has to pay its taxes on land and any tax which is in 
- existence on the equipment whether the plant is idle or operating?—A. Yes, 
: they will struggle to pay taxes to avoid losing the property. In certain cases, 
of course, tax bills have just accumulated; they could not pay them. 
@. Yes, but the obligation is there still?——A. Yes. 
n Q. And if they are the users of power they must enter into contracts 
agreeing to pay for a certain minimum monthly load. That would be true 

especially in regard to mines. I understand Lakeshore today is paying at the 

rate of $60 per horsepower under a contract entered into years ago.— 

A. Perhaps. Mie 

Q. Now, as to all of these things, industry does expect to pay, whether 

_ the plant is idle or not, and yet when it comes to labour, the most important 
_ part of its set-up, when the plant becomes idle the men are simply thrown out 
of work and industry assumes no responsibility. 


Mr. JAquEs: They go on relief. 


» Mr. Towers: That is right, of course, subject to efforts which have been 
_ made from time to time to divide employment— | 
‘| By Mr. Cleaver: 


Q. Running part time?—A. Running part time; various efforts have been 
made in different cases along this line. 


The CuHairMaNn: And subject also to the fact that the shareholders are 
not remunerated; therefor neither capital nor labour are drawing from industry. 


By Mr. Cleaver: 


@. My suggestion is that it would be much sounder to say to capital that 
you must assume one more overhead and be responsible for a quota of labour 
rather than to set up an unemployment insurance scheme whereby large doles 
or gifts would be contributed by the government. 


Mr. Lacroix: Yes, but where does the money come from? 
Mr. Jaques: From the prices. 


Mr. Lacrorx: If the manufacturer is not producing how can he get the 
money to do that? 


Mr. Curaver: My suggestion is this, Mr. Lacroix, that every employer of 
labour has to pay the interest charges on any machines which he buys and 
he has to pay all of those other costs whether the plant is running or not. 
Now, that same industrialist has to use labour and I cannot see why labour 
should be put on any other different basis. I believe it would be preferable 
if we were to face facts and say to all employers of labour, we will let you 
indicate the quota of the men that you want, but once having indicated that 
quota of men for that. year, you are responsible for them; and then if that 
industry requires to use more men than its quota, I would charge that industry 
a surtax on the extra labour employed above the quota, and that would go 
into a fund to maintain men out of work. I give you one example. Take the 
National Steel Car Company in Hamilton. They will get a very large order 
from this government or some other government for the production of a 
quantity of rolling stock to be delivered within a certain limited period of 
~ time, They will put on three shifts and take on as many as 5,000 new men 
and in four or five months time, or a year, the order is completed and the 
men are all out of work again. I am suggesting an industry that enters the 
labour market in that way should pay a heavy premium for the labour which 
it employs. That, I agree, would in turn go into the cost of producing the 
goods and eventually it would reach back to the source of the order, and that 
order would not be let for the goods to be furnished within such a limited period 
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of time. In other words, we would level out the peaks and the depressions 
in the employment of labour. 

Mr. Lacrorx: You take as an example the National Steel Car Company. 
That company probably has control over their selling prices because they 
are manufacturing a particular product. It is likely they have a control over 
their selling prices, but you cannot apply that to all manufacturers in Canada. 

Mr. Cueaver: No. I think perhaps I cover that in my remarks, and if you 
will permit me to come to it in a moment, you will get my point. It is my 
contention that the employer of labour who carries his operations in a reason- 
ably continuous manner, employing men the year round, makes a far better 
-and more substantial contribution to the public good than does an employer of 
labour who enters the market at certain periods of the year, often at the period 
of the year when there is a scarcity of labour, and that something should be 
done to encourage industry to distribute their operations over the entire year; 
and that if we set up an unemployment insurance scheme on the same basis 
as the present British scheme, whereby every employer of labour simply makes 
a contribution into the fund on a percentage of the total payroll and no dis- 
crimination is made between the employer of labour who employs his hands the 
year round and the employer of labour who simply works part time, we will 
be setting up something which will really add to the cost of government in 
Canada. 

Mr. Lacrorx: Perhaps that may be so to a certain extent, but the manu- 


facturer can pay only when he sells his goods, and he can employ people | 


only when he can sell his goods. When he cannot sell his goods how can he 
employ people? Take the paper industry, for instance. To-day it is running 
at 33 per cent capacity. How could they pay 100 per cent labour when they 
are running at only 33 per cent capacity? 

Mr. Curaver: Looking at the problem from the national standpoit— 

Mr. Lacrorx: Even so, you have to find the money to pay. 

Mr. Criraver: And from the standpoint of human welfare, you know Just 
as well as I do, if labour is to be contented, happy, and to have a decent 
living there must be a regular pay envelope coming in once or twice a month. 

Mr. Lacrorx: How can you expect a manufacturer to raise new capital 
to-day to pay these expenses when their capital stock is already wiped out? 

Mr. Curaver: I doubt very much— 


Mr. Lacrorx: There are a few firms who control their selling prices and — 


who have a monopoly of certain merchandise who may be able to do that; but 
take an industry like the woollen industry. Last year they ran at a rate 
which gave them a 4 per cent gross profit. This year they are running at a rate 


which will give them 4 per cent loss. How can they absorb the things you ~ 


mention? 


Mr. Towers: If I may interject here, it does seem to me that no individual 
manufacturer could take on a rigid commitment in that respect irrespective 


of whether he could find employment for the men or market for the goods. — 


Surely, when the national contribution is made in the way that you suggest, it 
comes in taxes from those manufacturers and labour who still find that they 


can produce and are in employment. In other words, from the proceeds of their | 


production and employment they contribute a certain amount to those who 
cannot find employment, and the collection of the contribution in the form 


of taxes is really the only practical way of doing it, because you cannot get — 


that tax or contribution from industry which is not operating. But I think, 
if I may just go on for a moment, I know the type of thing you have in mind. 


It was hinted at or referred to in a letter from A. A. Berle to the—I think they 
call it—Temporary National Economic Committee of the United States. He 
‘did refer there to the wastage involved or the burden involved to the govern- 


[Mr. Graham Ford Towers. ] 
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‘ment in fas case of industries which were ae seasonal in character. He 
referred specifically to the automobile industry. Perhaps he was thinking of an 
_ industry which even in good years when it was making good profits, gave 
‘ employment only for a portion of the Hears 
Mr. CieAvreR: Yes. | 
Mr. Towers: Now, if the men thus given employment earned as much on 
' the average in their shorter period as other people earned in a full year, then 

perhaps that particular industry was paying its way. Perhaps in that case it 
should withhold some of the— : 
Mr. CLEeaver: Now you are coming to it. 
| Mr. Towrrs: —wages, and keep on paying during the unemployment 

periods to even the thing out. That would be the case of an industry which 
was profitable and which did pay its wage earners sufficient, but which on a 
_ basis of, shall we call it paternalism, enforced certain savings for a period of 
' the year to provide regular cheques during the balance of the year. 
Mr. Cuiraver: One local illustration would, I think, clarify my point. 
Let us take the building trade. In the building trade carpenters are paid 
- 85 cents an hour in normal times. But that same carpenter doing equally 
- technical or equally skilful work in a planing mill on cabinet work, will only 
be paid 50 cents an hour, the difference or the disparity in the wages being 
' brought_about by the fact ‘that the carpenter on construction knows he is going 

to be out of work four or five months in the year; but the man in the planing . 
* mill or in the cabinet shop knows he is going to be employed the year round. 
| My suggestion would be this: instead of putting on a pro rata employment 
- insurance tax, that different rates should be set up in different branches of 
industry depending upon the unemployment hazard; and that in the con- 
» struction trade where you know you are going to have a high unemployment 
' hazard, the rate would be proportionately higher than the rate where there is 
} practically no hazard of unemployment. That, I take it, is what you had in 
mind, and in that event you say the man in the construction trade under that 
» set-up would receive less money per hour while he is actually working, but 
would be paid when he is not working out of the fund? 

: Mr. Towers: I did not make that as a suggestion, because I really do not 
feel qualified to go into the subject. I was just mentioning some of the develop- 
_ ments in the United States. 
Mr. Ciraver: Now, Mr. Chairman, I think that pretty well concludes my 
examination of the governor, subject, of course, to the answers to questions being 
filed. I should like at this stage to express my personal thanks to Mr. Towers 
~ for the very helpful way in which he has answered my questions. 1 have now 
just a few general remarks. Other members of the committee have in turn 
_ expressed their views on the evidence. JI would ask to be permitted just to 
_ take a few minutes of the time of the committee to express my views. I do not 
_ pretend to hold any special qualifications which would render my personal 
- views of any value at all, and I therefore, where possible, give reasons for 
~ them. 

Our economic condition in Canada is admitted to be unsatisfactory. This 

committee has been making a study of the operations of the Bank of Canada 
presumably to determine, if possible, as to whether our central bank is func- 
tioning to the full extent of its power to bring about an improvement of this 
unsatisfactory condition. 
The proposition has been advanced by some individual members of the 
ommittee, and by one group of the committee—I refer to the Social Credit 
toup—that possible monetary action could be taken by the central bank— 
nd has not been taken—which would bring about a remedy. 
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The Social Credit group contend that the giving away of debt-free money 
which they term as a national dividend issue, would help to solve the problem. 
Private members of the committee, headed by Mr. McGeer, Mr. Tucker and 
others, advocate that a scheme of national construction work to be financed 
by the government issue of debt-free money would be an effective remedy. 
There are others who believe that construction work of a national character, 
financed in an orthodox manner would be the answer. As to these three 
different contentions I submit that the suggestions would be clarified if they 
were. resolved into their two natural divisions: 


(1) Is the issue of large blocks of debt-free money of any value to the 
economic welfare of the country? 

(2) Would national construction projects improve economic. conditions 
and, if so, what are the best types for this purpose? 


As to the first proposition, namely the issue of debt-free money for public 
financing, this very alluring proposal is again seriously advanced notwith- 
standing the very unfortunate results which have attended its application in 
every country where it has been tried in the past. History tells us that it leads 
to disaster, but in view of the various arguments which have been advanced by 
Mr. Jaques and others that advances in science have mostly come through a 
disregard for established orthodox beliefs, thereby reasoning that our. reliance 
upon the results of history 1s prima facie an evidence of error, I should like 
to see sufficient reasons incorporated in our report to demonstrate why the 
issue of debt-free money in excess of the normal quantity of money necessary 
for the carrying on of the internal trade of the country is of no assistance and 
is harmful. This in my opinion has been clearly demonstrated by the governor 
of the Bank of Canada in his evidence. 

Money is not wealth but is simply the title deeds to wealth. Money is a 
legalized token through which the holder can acquire actual wealth. Experience 
tells us that only a sufficient quantity of this token should be issued as is 
necessary to carry on our commercial trade. The value of those tokens - 1s 
only maintained through their scarcity, and through the fact that no one can 
obtain those tokens without giving value for them by way of services, or by 
the surrender of real wealth. It is quite true that in the first instance these 
tokens are issued by the Bank of Canada at simply the cost of printing plus 
25 per cent gold reserve. It is frankly admitted that the gold reserve is not a 
necessary feature but is provided for window dressing—to give the people 
confidence. The real feature is that someone must issue them and must limit 
the quantity to the actual needs of the purpose for which they are issued. 

There is an orthodox manner of increasing credit and driving down interest 
rates which is now in actual use and which is known as the present easy money 
policy. Having in mind our entire economic structure, debtors on the one hand 
and on the other hand security holders, which would include individuals, municipal — 
sinking funds and financial institutions dependent for their existence on interest 
rates, it necessarily follows that care must be taken to hold a proper balance 
between these two contending groups. 

Now, coming to the second division of our problem, and that is in regard to 
the construction of national projects of a revenue producing character, in order — 
to employ our idle labour, it is my opinion that in times of depression when we | 
have a surplus of labour, all necessary and productive national works should 
be undertaken as far as possible in order to conserve wealth by putting our men — 
to work, but far more important than this, in my opinion, is necessity for every 
possible action being taken to stimulate and assist industry. It is generally 
accepted that the only cure for unemployment is the placing of men in profitable — 


employment in industry. When the government employs men, the men are still. 
[Mr. Graham Ford Towers. ] 
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out of work when the government project is finished, whereas when men are 
- put to work in industry there is continuity to the employment. 

Now, coming to the question of shortage of buying power, in my opinion 
_ the present shortage of buying power in the hands of the general public is brought 
- about by two main causes: 
| (1) Fear, plus an unfair system of land taxation is retarding expenditures in 
~ capital goods. One only requires to look at the construction figures to find 
- confirmation for this statement. We have a shortage of over 100,000 homes in 
Canada and notwithstanding the impetus to the home building industry brought 
about by the National Housing Act we are still building less than 60 per cent of 
our annual requirements. In the other construction trades our annual figures 
are still 150 millions annually below normal. I believe that all possible assistance 
should be given to industry. The incentive given to industry by the 10 per cent 
reduction in income tax with respect to capital expenditures for capital goods 
- should have a stimulating effect though I doubt if it is drastic enough. I would 
' suggest that the sales tax and the income tax on industry should be removed 
' altogether and that in place of these taxes we should impose properly graduated 
- personal income tax over the entire field. If the answer to our problem of 
unemployment is to stimulate industry would not the removal of taxes upon 
- industry do this? The benefits of a heavy income tax would be twofold. In the 
first place there is no. fairer tax and in the second place a direct tax of this 
nature would make everyone tax conscious and would lead to economy in gov- 
- ernment. The whole pressure to-day upon a federal member is to spend govern- 
ment money. An income tax would entirely reverse this trend. 
hs (2) Now, in my opinion, the second main cause of our present shortage of 
_ buying power in the hands of the general public is our own fault. It arises 
_ through artificial interference with natural laws of competition and of supply 
- and demand. By big business practises, by monopolies and cartels, by tariffs and 
- by other such means we have permitted a few people to take to themselves more 
than their fair share of the annual wealth produced, thus causing a shortage of 
- buying power in the hands of the masses. A couple of illustrations will suffice: 
a Par value of $1,000 Imperial Oil stock in 1914 is today worth just over $20,000. 
_ This increase in capital stock has been brought about by the issue of bonus 
_ stock and by stock splitting. 


rs 1915 share for share bonus was issued; 
“ 1919 stock was split four for one; 
ut 1925 stock split four for one; 


% 1929 stock split four for one; 


with the result that 10 $100 shares in 1914 now represents 1,280 $25 shares. In 
addition to this capital increase dividends have been paid. The annual divi- 
@. dends now being paid on what originally represented $1,000 par in 1914 are 
as follows:— 

A 
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i No one can prove that the general consuming public and the labour 
- employed have had a fair share of the profits, else this tremendous capital 
) profit could not have occurred. 

4 Let me take another illustration. Dominion Textile Company was incor- 
_ porated in 1905. Mr. Howson, accountant to the Royal Commission, com- 
_ puted that on this initial investment of $500,000 in common stock, the capital 
had increased in value to over $14,000,000 and that in addition over $14,000,000 


had been paid in dividends, a total return of over $28,000,000 on $500,000. 
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I fully appreciate that this is all now “water under the bridge” and that 
nothing can be done about it, but I do urge that we should profit by the lessons of 
the past and that it should not be permitted to occur again. | 

No company should be permitted to water its stock, nor should it be per- 
mitted to issue bonus stock in any way. The only way in which the records 
can be kept clear is to provide that all profits paid to shareholders-should be 
paid by .way of cash dividends. In addition to bringing about an unequal 
distribution of wealth, this practice of stock splitting and stock watering also 
encourages over-capitalization of companies, which in turn increases production 
costs and limits the ability of the company to compete for trade on world 
markets. 

Now, coming to the agricultural problem— . 

- Mr. QureycH: May I ask, does this represent the views of the party? 

Mr. Cueaver: No; I shall make it very clear that they are simply my 
personal views, based largely on the evidence which has been given before this 
committee. Other members have advanced their personal views and I am giving 
mine for what they are worth. | 

Mr. QuetcH: You asked us to submit a statement which represented the 
views of our group. I was wondering if you were prepared to do the same 
thing, or whether you could not? 

Mr. CLEeAver: I mean that— 

Mr. Quetcu: Is it not possible for the Liberal party also to prepare a state- 
ment representing the policy of their group, or are they split up so much that. 
each one has a different view? 

Mr. Creaver: I take it that the Liberal party is now in power, and what we 
have is the policy of the party. Now, in so far as my comments differ from what 
we are doing, they are not government policy, they: are my policy. I take it 
that is a fair answer to your question. Mr. Chairman, my remarks in regard 
to the farm industry will take perhaps a little longer than the committee would 
care to wait, and it is now 1 o’clock. ! 

The CHamrMAN: What is your pleasure as to our next meeting? 

Mr. Krxutmy: The mortgage bank is being discussed in the house and may 
be discussed here. 

The CuatrMan: I think under the circumstances we had better adjourn untul 
to-morrow, at 11 a.m. : 


The committee adjourned at 1 p.m. to meet again to-morrow, May 24, at 
let Rai, 4 
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MINUTES OF PROCEEDINGS 
Wepnespay, May 24, 1939. 


| The Standing Committee on Banking and Commerce met at 11.15 a.m., 
the Chairman, Mr. Moore, presiding. 


Members present: Messrs. Baker, Clark (York-Sunbury), Cleaver, Cold- 
well, Deachman, Donnelly, Dubuc, Fontaine, Hill, Jaques, Lacroix (Beauce), 
Landeryou, Macdonald (Brantford City), Moore, Quelch, Ross (St. Paul’s), 
Stevens, Taylor (Nanawmo), Tucker, Vien, Woodsworth. 


In attendance: Mr. Graham Ford Towers, Governor of the Bank of Canada. 
Examination of Mr. Towers was continued. 


At 1 o’clock the Committee adjourned until to-morrow, Thursday, May 25, 
at 11.15 a.m. 


R. ARSENAULT, 
Clerk of the Committee. 
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Hous oF Commons, Room 277, 
May 24, 1939. 


The Standing Committee on Banking and Commerce met at 11.15 a.m. 
The chairman, Mr. W. H. Moore, presided. 


In Attendance: Grauam Forp Towers, Governor of The Bank of Canada. 


The Cuarrman: Gentlemen, we are ready to proceed. Go ahead, Mr. 
Cleaver. 


Mr, Cugaver: Mr. Chairman, I now have only a few remarks which I 
would like to direct toward our agricultural problem, and those remarks will 
not take over ten minutes, and then with the exception of the two questions 
which have been left open, I am through. 
| The CuHatrmMan: I hope your remarks are going to bear on the subject 
of our reference. 


Mr. Ciraver: I say that I have no further questions other than the two 
that are now on the record. 


The CuHairMAN: You wandered rather afield yesterday. 


| Mr. CuEaver: Yes, and I may wander a bit further afield to-day, Mr. 
Chairman, but I will not wander for long. During the past, agricultural 
prosperity in Canada has been rather closely tied to wheat. Owing to what 
has been happening in many of the countries which formerly were customers 
for Canadian wheat, it would appear that for the present, in any even, every 
effort should be made in Canada to stimulate and encourage other types of 
agricultural production. The $50,000,000 cost of the meagre wheat bonus of 
fixing the price at 80 cents per bushel last year is to me rather conclusive 
evidence of this contention. 

Mr. QuetcH: Why do you say $50,000,000? | 
' Mr. Cieaver: Well, I believe that at the end of last year if wheat had then 
been sold the loss would have been $50,000,000, and while we may reduce that 
‘loss by holding the wheat and gambling with it I take it that we should face 
these facts— 

7; Mr. Vien: The Minister of Finance said $25,000,000, estimated, and it 
might be more. 

_ Mr. Creaver: Is not that the hoped for loss rather than the actual loss? 

© Mr, Vien: Exactly. It is an estimate. 

+ Hon. Mr. Stevens: Surely, we are not going into this long wheat question 
‘which we discussed in the house for weeks? . 
i Mr. CiEAver: No, I am simply giving that as a reason for the statement 
which I am going to make. 


4 


a Hon. Mr. Stevens: These are not questions. I thought you were going 
Ro question Mr. Towers on this. 

Mr. Curaver: I have directed quite a few questions to the governor. 
Other members of the committee have been given the privilege of expressing 
briefly their views in regard to the three outstanding problems facing this 
country, and [ promise not to be long. The main problem facing the farmers 
of Canada is that of markets for their produce at a profitable price. As to all 
droducts which we export the prices obtained are world prices over which we 
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have no control, so that the extent to which any government can assist the 
farmer is necessarily restricted. Through the renewal of existing trade agree- 
ments and through the negotiation of new trade agreements, markets have been 
acquired for all of our surplus farm products.. Also a partial measure of relief 
to farmers in cost of production has been obtained through reductions in tariffs 
on imports, but existing trade policies of other countries would seem to preclude 
any great improvement along these lines in the immediate future. Some people 
believe that a further reduction of tariffs by Canada without receiving a cor- 
responding reduction in tariffs permitting the freer entry of our goods into 
those countries would help but the majority of opinion would appear to be that 
a policy of this nature would place our industries at a very unfair disadvantage 
and would be of no substantial advantage to our producers. 

There is much, however, that can be accomplished in the field of orderly 
marketing and the reduction of marketing costs. During the past Canadian 
producers have only exported when we had a surplus and in addition to this 
have not at all times exported the type of produce which the foreign markets 
demanded. Our whole policy in regard to continuity of export supplies should 
be reversed. If we are to retain our foreign markets we must see that our 
customers receive their requirements regularly and if at any time we have a 
shortage it is the domestic market which must be the cushion. The marketing 
branch of the Department. of Agriculture is now taking active steps to ensure — 
continuity of supply to markets which we have acquired. The importance of 
supplying produce to meet the requirements of the consumer is now fully 
recognized. One illustration will suffice; by using good business practises we — 
have increased the export of Canadian bacon to Great Britain from $2,000,000 
in 1932 to $33,000,000 in 1938. A similar effort is now being made in regard — 
to beef. Regular monthly shipments of baby beef are now being sent to Great — 
Britain, and the results obtained thus far are very gratifying. | 

Hon. Mr. Stevens: Gratifying? There was a loss of $23,000 on the trans- 
action. . 


The CuHatrMAn: Mr. Cleaver, I think you are going afield. If all the 
members of the committee were to indicate their consent by silence it might — 
not represent their views. 

Mr. Crimaver: I will leave the rest of that, Mr. Chairman. In times of © 
stress we are often compelled to do things from sheer necessity which turn 
out to be very beneficial. It is my opinion that the present distressed condi- 
tion of agriculture will compel the establishment of co-operative movements — 
for marketing farm produce. When Denmark and the Scandinavian countries © 
had their trying times, co-operative movements sprung up from which they 
are reaping untold benefits to- day. Mr. H. 8. Arkell of the Department of 
Agriculture in a recent speech given before the dominion conference of agricul- 
ture held at Montreal gave some very interesting information regarding — 
co-operative marketing organizations in those countries. 4 
The CuHarrmMan: Mr. Cleaver, I really think you must stick to the 
reference. 

Mr. Curaver: Mr. Chairman, I am answering a statement made by Mr. ; 
Howard, also a member of this committee, the other day with regard to 
fluid milk. 

The CHatrMAN: I have been trying to keep, as far as I could, the discus- 
sion at least to the monetary side of the depression. I quite appreciate I have 
not been successful, but I do not think we should go too far. 

Hon. Mr. Srevens: If we were all to read into the record our views on 
agriculture and other subjects, why there would be no end to it. As I under- 
stood the function of this committee, it was to question and examine Mr. 


Towers who is giving his time, certainly without reserve, to questions apper- 
{[Mr. Graham Ford Towers. ] 
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taining to the function of the monetary policy in regard to general economic — 
conditions, and I think most of the members have stuck pretty closely to that. 
It is true that occasionally one of the members would give a rather lengthy 
expression to a view, but Mr. Cleaver, with all due respect—and I do respect 
him very highly—is reading into our evidence on banking a personal disserta- 
tion upon agriculture. With some of the things he has said I would not agree, 


while with others I would; but if we are all going to place on the record 


lengthy dissertations concerning our private views, I do not know where we 
are going to end. : 

Mr. Baxrer: The whole essay is away outside of the reference for the 
consideration of this committee. 


Mr. Curaver: I shall be pleased, Mr. Chairman, to bow to your ruling, and 
to the wishes of the committee, and I will delete opinions, and simply restrict 
myself to placing on the record some facts of actual prices in contradiction of 
the evidence which is already on the record. 

In Helsingfors the farmers receive 80 per cent of the retail price for milk 
to the consumers of butter. 

With respect to cheese they receive 60 per cent. 


Mr. Jaques: They do not eat much butter. 

Mr. CurAver: With respect to the fluid milk 70 per cent of the retail price 
of fluid milk goes to the farmers. With respect to eggs, 80 per cent; pork, 
80 per cent; beef, 70 per cent. 

Mr. Lanperyov: Does the figure of 80 per cent with respect to eggs hold 
good in the case of farmers in western Canada selling eggs at five cents a dozen? 


Mr. Curaver: I am giving you the prices which pertain in a country where 
the co-operative movement is in effect for the marketing of farm products. 

Mr. Jaques: They do not eat the butter, they eat oleomargarine. 

Mr. Craver: Just let me take the fluid milk prices in Canada. We were 
told the other day by a member of this committee that the dairies were losing 
money in the distribution of milk and that the only profits they were making 
was through marketing the by-products. I have the figures for the city of 
Toronto. There milk retails at 12 cents per quart, the farmers receiving an 
average of less than 4 cents a quart. I know these figures will be contested, 
so I place on the record the actual figures from two milk-cheque statements 
which I have sorted from hundreds of milk-cheques as fair average statements 
of milk being sold in my riding for consumption in the city of Toronto. 

September, 1938. This one cheque was from one of the Borden group 
of dairies. 8,249 pounds of milk delivered. Total cheque to the farmer $109.61. 
The price per quart to the farmer was 3.37 cents for milk with 3.45 butter 
content. 

Then in April, 1939, the milk delivered to the same company was 8,955 
pounds. Total cheque $129.43. Price to the farmer per quart 3.6 cents per 
quart, and the butter content of that shipment was 3.75. 

From these figures it will be seen that as to milk supplied to the city of 
Toronto, our farmers receive only 28 per cent of the price paid by the consumer. 
This is compared with 70 per cent which the farmers receive in countries where 
co-operative marketing is in vogue. 

Hon. Mr. Stevens: Mr. Chairman, personally I should like very much 
to hear a discussion of the fluid milk and dairy business, because it is a subject 
in which I am very much interested. I am pleased to hear these figures, and 
I agree with Mr. Cleaver’s deductions, but what has that got to do with the 
Bank of Canada and the Bank of Canada’s annual statement? The point is 
this, Mr. Chairman, it is not fair—I speak for myself alone—to me,—because > 
I am just as much interested in that question as Mr. Cleaver,—for Mr. Cleaver 
to spread on the record a lot of material about this, as then the question comes 
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up, “What were the other members doing in regard to agricultural products?” 
But we are not the agricultural committee, we are not authorized to go into these 
questions, and I must suggest that we should try to keep to the order of reference 
in this committee. 

I will tell Mr. Cleaver that in a discussion in the house or in a discussion 
in any committee I could go to where this subject is before the committee, I 
will go with him 100 per cent on an investigation of this matter, because I 
think it is one of the most important things in Canada. But it is not before 
this committee and we cannot make any finding on it. Mr. Towers is sitting 
here waiting to be questioned on matters pertaining to the Bank of Canada. 

Mr. Cuizaver: Mr. Chairman, when this matter was brought up by Mr. 
Howard the other day it was my recollection that he stated the farmers in 
Canada were receiving over half of the retail cost of milk. I contradicted that 
statement but had not the figures before me, and I do not think our record 
should go throughout the country without contradicting that statement. 

The CuatrMan: Mr. Cleaver, you registered your protest at the time and 
Mr. Howard, I think, immediately dropped the subject and went on with some- 
thing else. If he did not, he should have done so. I sincerely trust that you 
will confine yourself from now on to the matter before us. 

Mr. Cunaver: Mr. Chairman— 

The CuatrMAn: That is the wish of the committee. 

Mr. ‘CiEaver: I do respect your wishes very highly but I do want to 
complete— 

The CuHarrMAN: It is the wish of the committee that we should go on with 
something else. 

Mr. Baxer: I move that we vote on whether or not we want to hear a 
continuation of this. 

Mr. Cieaver: Will you permit one more sentence? 

The CHAIRMAN: One more sentence, yes. Go on.. 

Mr. Curaver: The reduction in price which the combine dairies are paying 
is brought about through the dairies actually blackmailing the farmers into 
supplying surplus milk at 1.1 cents, and if the farmer does not do it he finds 
his quota of milk is cut. 

Hon. Mr. Stevens: I think the whole dairy oe in regard to the dis- 
tribution of milk is scandalous. 

Mr. CuiBaver: I will delete all the rest. 

To sum‘up, Mr. Chairman, we have a wonderful country with untold natural 
resources. We have a favourable balance of foreign trade. Through the Bank 
of Canada we have full control of our monetary system. We are our own 
masters through our democratic form of government; yet less than -9 per 
cent of our people are receiving incomes in excess of $2,000. It is my opinion that 
new rules of the game are long overdue. We must either restrain the avarice 
of big business or by an equitable income tax we must take the excess profits 
from them after they are made. So long as everyone in this country is receiving 
a decent living, I do not much care as to what happens to the excess, but when 
we have over 600,000 of our people who would starve were it not for relief 
payments— 

Mr. LANpERYoU: ‘Over one million. 


Mr. CieAver: I am giving a conservative figure. When we have that 
number of people who would starve except for relief payments I believe that 
the remedial measures which have already been taken are justified and that 
others are imperative. 


The CHarirMAN: You had better page Mr. Denton Massey, had you not, 
Mr. Cleaver? 


[Mr. Graham Ford Towers. ] 
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Mr. CieAveR: We have two questions on the record which Mr. Towers 
intended answering later. 

Mr. Vien: Mr. Chairman, Mr. Cleaver stated that he did not want some 
statement to go unchallenged. I simply want to point out, in the first place, 
that in my opinion, as stated by Mr. Stevens, this is not within the order of 
reference. In the second place, I would not like the statement that. has just 
been read to go unchallenged; that is, that the income tax should be greatly 
increased on some classes of tax-payers in Canada as a proper remedy for 
the conditions which Mr. Cleaver has depicted. That is not my opinion. 

Hon. Mr. Stevens: Supposing we get Mr. Towers’ opinion on some points 
appertaining to the Bank of Canada? 

Mr. Vien: There is no question before the chair. If Mr. Cleaver cares 
to ask Mr. Towers if there is any monetary policy that the governor of the 
bank could urge on the government of Canada to remedy that situation I would 
be very much interested in listening to the reply. 


By Mr. Cleaver: 


Q. Mr. Towers, you have already freely expressed the opinion that 
economic conditions in Canada to-day are highly unsatisfactory; that is true? 
—A. Yes. Perhaps I should add that in relation to a good many other coun- 
tries I think they compare quite favourably, but that does not mean that they 
are satisfactory because they are not. 


By Mr. Landeryou: 

Q. Would you say that they compare favourably with the standard of 
living in the United States?—A. I would think that they come close to doing 
so, It is a matter of opinion. I do not say that they are quite as high through- 

out, although I think they are higher than certain sections of the United States. 
I think they compare favourably with any other country in the world. 


By Mr. Cleaver: 


Q. You are doubtless familiar with the income tax report of Canada and 
you are aware that less than point nine per cent of our people have incomes in 
excess of $2,000?—-A. I do not recall the figures, but I daresay that is right. 


Mr. Vien: What are you reading from? 

Mr. Ciraver: The National Revenue Review. 
Mr. Vimn: Page? 

Mr. CLEeAvER: Page 4. 

Mr. Vien: What issue? 

Mr. Ciraver: The issue of April. 

Mr. Vien: 1939? 


Mr. Cimaver: I have not the 1939 issue. But I should like to put on the 
record the statement, since there seems to be some question about it. 


i Mr. Vien: I am not questioning it, but for the sake of the record I think 
_ the reference should be given. 


: Mr. Curaver: If I may, Mr. Chairman, I will be glad at the opening of 
_ our next meeting to place on the record the last report in that regard showing 
_ the number of income tax payers in the different brackets. 


Mr. LANprEryov: In the different provinces too. 


The CHAIRMAN: Yes, but just a minute; you said less than 9,000 of our 
_ people; do you mean of our population or of the people who pay taxes? 


Mr. CirAver: I would like to place the statement on the record. 
The CHAIRMAN: Do you say that it is -9 per cent of our population? 
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Mr. Cueaver: I say it is -9 per cent of our people. 

The CuarrmMan: Of the population of Canada ? 

Mr. Lanpreryov: I move it be placed on the record. 

Hon. Mr, Stevens: Nobody is objecting to it, but I think Mr. Cleaver 
should state his authority. 


Mr. Curaver: I will be pleased to place the statement on record as 
supplied by the Department of National Revenue. 


INCOME TAX AND THOSE WHO PAY IT 


The accompanying chart shows the various individual income classes of 
the residents of Canada from whom income tax is collected. It is compiled 
on the tax collected during the fiscal year ending 31st March, 1938, and relates 
in the main to income received by the taxpayer in calendar year 1936. 

It is to be observed that the chart indicates the income and classes from 
under. $2,000 progressively to over $50,000, the number of taxpayers in and 
the amount paid by each class, while by reference to the vertical columns the 
percentage number of taxpayers in each class to the whole, also the percentage 
of payments by the same ¢lass to the total payments, may be obtained. 

The total number of individual’ taxpayers in the year referred to was 
937,064 and the net total paid by them $40,444,836.61. Thus it will be seen 
that the income class under $2,000 numbering 106,764, representing 45-04 per 
cent of the total taxpayers, contributed $1,152,470.55, which is apparently 2-79 
per cent of the total amount paid by individuals. 

On the other hand, at the foot of the chart it will be seen that there were 
382 taxpayers (or 16 per cent of the total) with incomes over $50,000 who 
contributed $14,027,158.76 (an average of $36,720.31 each) or 33-94 per cent 
of the total payments. 

Similar information is available covering the other classes by reference to 
the chart. 


[Mr. Graham Ford Towers. ] 
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By Mr, Cleaver: 

Q. Mr. Towers, in a democratic country do you believe that such mass 
accumulation of wealth in the hands of a few is bereficial?—A. I think that 
is a difficult question to which to give a brief reply; I think it would be mis- 
leading. I certainly think that uneven distribution is not for the good of any 
country. The extent to which that distribution can be made in a way which 
will improve the total production of a country is a very complicated matter 
indeed, particularly if one wishes to continue the operation of a democracy 
in which so much depends on private initiative. If private initiative is dampened 
for reasons which may or may not be justified but which produce the result 
of discouraging private initiative, one may actually retard production, and even 
if one achieved a better distribution of wealth the total amount of wealth 
which was produced might be reduced so that no one would be better off. 


The CuHarrman: A smaller cake and less for everybody. 


By Mr. Cleaver: 


Q. Do I understand you to suggest that a more equal distribution of 
wealth would necessarily lead to a lower standard of living?—A. No, I do 
not suggest that, but it is a question of the method of approach. If the method 
of approach is such as to frighten, discourage or in some way stop private 
initiative, there is a risk of falling between two stools; there is a risk thraugh 
a wrong method of approach of having neither a democratic nor a totalitdian 
state. 

Q. Do you not think in the light of present actual conditions in Canada 
that the question I raised of the tremendous unequal distribution of wealth 
should be considered as one factor causing the depression?—A. I find it very 
dificult to answer that. Our major trouble is—and of course this has been 
repeated ad nauseum and I am sorry to repeat it again—the unsettled inter- 
national situation and the lack of foreign markets. .Backing up from that 
into our economy is a lack of capital development, which means that the 
savings which individuals wish to make are presumably not being fully utilized, 
not being needed and asked for for the purpose of capital development. Now, 
the extent to which an uneven accumulation of wealth enters into that picture 
would be a very difficult thing to define. | 

@. Approaching the question from another angle, do you admit that the 
unequal distribution of the annual wealth produced in the country can be 
carried to the point where there will not be enough left to go around for 
the masses?—-A. Oh, in modern times, with modern income tax and succes- 
sion duties, I cannot visualize that. 

Q. That comes back to my point of income taxes which has been con- 
troverted by some members of this committee. I take it, Mr. Towers, that you 
fully realize the fact that a high rate of income tax on the higher-income 
brackets is a regulatory measure which would have the effect of preventing 
the mass accumulation of wealth in a few hands to the detriment of the public - 
economy ’?—A. It presumably has some tendencies in that direction, although 
I believe that if you examine the situation in England, for example, you will 
find that in spite of high income taxes and heavy succession duties, so far as 
can be ascertained, the proportionate distribution of wealth has not greatly 
changed over the course of, we will say, 25 years. There has been some 
change, and of course there has been a great change in respect to the people 
in whose hands that wealth now lies; but the proportionate distribution is 
not greatly different from what it was 25 years ago. What it might have 
been without those taxes—that 1s another question. 

Q. Quite. I take it from your remarks that you admit that the high 
income tax has been a restraining factor preventing the further mass accumu- 
lation of wealth—-A. That and succession duties. I would be inclined to 

[Mr. Graham Ford Towers. | 
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think so. But they are very delicate weapons. A bludgeon cannot success- 
fully be used in a democracy, and if the weapons are badly used they may, as 
I say, reduce total production — 

~  . In the country?—A. — in the country. 

Q. Coming to the other point, namely, the income tax on non-resident 
people earned in Canada, what are the financial objections to taxing incomes 
at the source rather than taxing it in the way we have been doing it?—A. I 
would prefer, Mr. Cleaver, that that question be answered by someone who 
is an expert on the subject. It is a complicated matter with all sorts of 
implications, and I am not the person best qualified to answer. 


By Mr. Quelch: 


Q. Mr. Towers stated the depression was due in part to the lack of 
capital development. You are referring, no doubt, to the lack of capital 
development by private enterprise. Would that not also apply to capital 
development by governments as well?—A. The capital expenditures by gov- 
ernments in general have been pretty substantial throughout the depression. 
I do not carry in my mind the figures during recent years as compared with, 
say, 10 years ago. The major disparity, the major fall, has been in private 
capital development. : 

Q. But could not that have been made up by a still greater expenditure 
of capital by the government, if necessary, by using the savings of the 
people to accomplish it in the same way as it would have been accomplished by 
private capital development?—A. If that development could have been along 
lines that were productive and really strengthened the economy, I daresay 
there is something in that line of thought. 

Q. Such as irrigation?—A. I cannot answer that question without hear- 
ing some expert opinion on the productive value of a particular project. 


4 


By Mr. Cleaver: 

Q. Have you available yet the percentage of dividends being paid by our 
Canadian merchant banks with respect to actual capitalization plus the per- 
centage of the reserve account which is accounted for through sale of stock 
at a premium?—A. We put that on the record shortly after you asked it. - 
You will find it at page 611. 

Mr. Curaver: Thank you, Mr. Chairman. 

The CuHatrMAN: Mr. Deachman, Mr. Jaques asked for about ten minutes. 

Mr. DeacuMan: All right. 

Mr. Jaques: I have no desire to transgress on anybody’s time. Mr. Towers, 
I want to ask a few questions on the subject of savings, because I think savings 
are the very essence of the matter that we are discussing, and the very core of 
the trouble. | 

Now, I have views on savings, I do not know whether I should say they are 
original or not, but anyway I have devoted a great deal of time and thought 
to the subject. These views may appear to be—what shall I say?—comical to 
some members of the committee but I want to say that I was never more 
serious in my life than I am at the present time. 

The CHairMAN: That is a bad introduction. You have prepared us for 
something that is extraordinary. 

Mr. JAqunus: I look upon this committee not ‘as a class of people being 


trained in a beauty parlour to cover up the imperfections in our system, but 


more as a Class in anatomy so that we can dissect the thing and find out exactly 
what is the matter. 


Hon. Mr. Strvens: Sort of a coroner’s inquest? 
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Mr. Jaques: Well, it is not dead yet, but it is seriously sick. 

On Tuesday, May 16, we were discussing the method of financing rearma- 
ments in Great Britain and the question of taxation was brought up, by Mr. 
McGeer, I think. I said: “Is not that increased taxation necessary to repay 
the banks which are financing the rearmament program?” Your answer was: 
“The banks are not financing the rearmament program, the citizens of the 
country are.” Then the following questions and answers were put:— 


Q. Where were the savings before?—A. The savings accumulate 
each year, do they not? 

Q. What in?—A. In a surplus of goods over those which are con- 
sumed, not money. 


Now, your last answer there is the one that I want to discuss. Is not that 
exactly the answer which I spent two hours in this committee trying to prove 
and which the Australian committee found was not true? Did not they say 
that savings did not cause a surplus of— 

Mr. Towers: It is probably the case, Mr. Jaques, that instead of using the 
word “goods” I should have used the word ‘“‘assets.” 

Hon. Mr. Stevens: What is that? 

Mr. Towers: I think that instead of using the word “goods” which might 
be open to misinterpretation, I should have used the word ‘assets,’ to comprise 
buildings, machinery, equipment, all the— 


By Mr. Landeryou: 
Q. What is the appreciation of assets in a year? Maybe you can explain 
that. 
Mr. Jaques: The increase in the national wealth, you mean? 
Mr. Towers: Yes. | 


By Mr. Landeryou: 

Q. What is that appreciation in a year, would you say, in England?—A. I 
cannot give that figure offhand. I do not know whether estimates are available 
or not. 

The CuairMan: Over a period of time throughout the world the estimate 
commonly accepted is 34 per cent or thereabouts, 3 per cent. | 

Mr. Jaques: Now, I think—in fact I believe— that to-day what we call 
savings are divorced from all reality. I think that arises from everybody’s 
experience that if a man saves a dollar it is like finding a dollar; he is a dollar 
in; he is a dollar to the good. But my point is that no individual can save — 
money except at the expense of somebody else or at the expense of the com- 
munity, for this reason: that money, if it is derived from wages or salaries is a 
claim on the production through which the wages were distributed and it is 
the only claim which can consume those goods. If these claims are not exercised 
by the public then the producer of those goods cannot recover his costs, and 
I think it is beyond argument. 

Mr. Baxer: That does not say what happens on a rainy day. 

Mr. Jaques: Everybody knows that individuals say they are saving for a 
rainy day, and if a few people save it may not make any difference, but when © 
saving becomes, as it has become, almost universal, to me it is beyond doubt — 
that what it does is to bring about one wet spell for the whole country. 

Hon. Mr. Stevens: May I ask you this: is it your point that unless a — 
person acquiring money, whether wages or salaries, more or less immediately — 
disburses that or purchases something with it, there is a loss to the whole 
community? q 

(Mr. Graham Ford Towers.] | f 
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Mr. Jaques: Yes. The loss is indirect, but it results in failure to distribute 
goods through which those wages were distributed. 

Mr. QuELcH: Loss in effective demand. 

Mr. Vien: If you keep it in reserve the increased wealth is still there. 


Mr. Jaques: No, I do not think so. What happens is this. Production 
stops. You have over-production. 


Mr. CriEaAver: Do you mind a question? 

Mr. Jaquss: No. 

Mr. CurAver: Do you distinguish between savings that are hoarded and 
savings which are put to work by the purchase of securities? 

Mr. JAquEs: Oh, yes. 


Mr. CurAver: Are your remarks then not simply confined to savings 
which are hoarded? 


Mr. Jaques: No. I see the difference, but the result in the end is the 


m. Same. 


Mr. Vien: If you have produced 1,000 bushels of wheat— 
Mr. Jaquss: Yes? , 


Mr. Vien: Whether it is being marketed or not, you are better off than 
if you had not got that 1,000 bushels of wheat. 


Mr. JAquses: The producer? 

Mr. Vien: The producer. 

Mr. Jaques: No, I do not think so. 

Mr. Vien: Because you have it in store. 

Mr. Jaques: It is no good. 

Mr. Vien: You could go to the bank and borrow on it. 

Mr. Jaquges: I doubt— 

Mr. Vien: You never could? 

Mr. Jaques: Not funds. 

Mr. Vien: If you have a warehouse receipt from the elevator you can 
immediately mobilize a certain proportion of the value of your wheat, and 
do you say that you are not better off with that 1,000 bushels of wheat than 
if you did not have that 1,000 bushels of wheat, even though it cannot be 
marketed? 

Mr. Jaques: I would be better off if I could exchange that 1,000 bushels 


of wheat for $1,000. There is the point. Savings have, to my mind, ceased to 


have any reality for this reason, that when we speak of a nation financing or 
paying for the war or rearming through savings, it presupposes a condition of 
100 per.cent employment, and in such a case the government would say to the 
people, we find it necessary to rearm the country, and for that purpose the 
percentage of your people who are producing goods of all kinds and services 
which go toward your standard of living, have got to be laid off; they have 
to cease producing a certain amount of food and clothes and so on, and they 
have to go to work making arms and munitions. Now, that is no good to the 
people. They cannot consume the munitions. So you have to say that that 
is true in this sense: all this could be true if the people really saved the goods 
instead of saving a part of their salaries or wages. If a man spent his wages 
or his salary in food and clothes then he said to his wife: “‘ Now, we are going 
to put by for a rainy day—we are going to put some of this food into cold 
storage; we have a good cellar down here, and we are going to put some of 
those clothes away in moth-balls, so that when a rainy day comes we will have 


_ something to eat and something to wear.” Now, that is a case of saving. 
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Mr. Towers: That is the way savings take place, but usually indirectly 
and phrased in terms of money; although as I was trying to say the other 
day, to regard savings as money is, of course, an illusion. 


By Mr. Jaques: 

Q. Now, Mr. Towers, surely that is what we mean to-day. Everybody 
means that when they say they are going to save—surely everybody means they 
are going to save money. I do not know of any other meaning than that?— 
A. No, I do not think so. A man may save by making a certain investment 
which is phrased in money, but is not money. For example, if you have some 
savings in the form of a security, whether it be in the form of bonds or 
preferred stock or common stock, you have a share there in some bricks and ~ 
mortar and machinery which you could not conveniently keep in your cellar. 

Q. Yes, I agree with that, but it is the same. 

Mr. Vien: The same thing is true of life insurance and fire insurance. 

Mr. Towers: Exactly. Although in that case you are giving it to some- — 
body else to invest for you, but the net results are the same. 

Mr. Vien: But it is an additional asset. 

Mr. Towers: Yes. 

Mr. Jaques: Here is the point. When money is saved—and I mean by ~ 
money claims on goods—now, when those claims on goods are not exercised — 
because they are saved for some other purpose, the claims on those goods 
are not given to anybody else; those goods pile up on the shelves, and all we 
have is what we call to-day overproduction. Now, that is overcome during 
good times by borrowing and going into debt. 

Hon. Mr. Stevens: Oh, Mr. Jaques, if that amount which you are saving,— — 
which you refrain from spending in goods, is loaned by a bank or insurance © 
company, or some other institution to somebody else who hires men to do work 
and consume goods, your savings have gone to ny sources into the pa J 
of goods. 

Mr. Jaques: When that second lot of goods goes onto the market, what is 
there to buy then with but the money which was distributed in making the 
other lot? You have the goods on the ee you have two lots of Bona and | 
only one lot of money. 

Mr. Creaver: I take it that you feel that savings are harmful? 

Mr. Jaquns: Yes, I do. 


| 
; 
Mr. Cuinaver: If there were no savings, how would you finance capital : 
goods in industry? ‘ 
~ Mr. Jaques: Now, I do not. want to hold up the committee, but I would — 
like to be able to answer that. I realize, of course, the urge to save. It is one . 
of the oldest instincts, and it would be absurd to try to put an end to it. But 
I do say this, that it is impossible for people to save money without doing so at_ 
the expense of the community. Instead of passing laws trying to prevent sav- — 
ing, allow people to save if they must, but see to it that the individual saving — 
does not harm the rest of the community. Take the goods, for instance, which ~ 
I prefer not to consume now in the hope that I shall have more to consume 
Jater on, or as some people think, even in the next, world; those goods must be } 
distributed if industry is to be kept eoing. 
Mr. Baxer: Take an industry which, after a year’s work, makes $5, 000— — 
Mr. Vien: In earnings. 2 d 
Mr. Baker: Net profits. Is that injurious to the community? You can 
take that $5,000 and divide it up. Suppose they decide to take that $5,000 and 
put it into machinery and employ more people and make more goods and give 
more work, would not that be a good thing to do? Yet, we are saving $5,000. — 
[Mr. piltiaes Ford Towers. | 
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| Mr. Jaqurs: You have left $5,000 worth of goods unsold. 

‘Mr. Baker: Oh, no. 

Mr. JAques: Yes, you have. The point is that that money starts from the 
bank, and on its way through industry to the consumer’s pocket, we say it 
lays a trail of costs, and those costs have to be liquidated. Now, every time 
the money starts out from the bank to the consumer it lays another trail of 
costs. So if the wage earners, the public, do not liquidate the costs which were 
generated by the passage of that money through industry into the consumer’s 
pocket—if the consumer does not liquidate those costs but says—as Mr. Baker 
_ suggests—‘‘no, I will reinvest that in further production”; now, that trail of 

costs is not liquidated. | 

Mr. Baker: It gives more employment. 

Mr. Jaques: Temporarily. That money, without liquidating those costs, 
without liquidating the debt, goes through the process again, and when it goes to 
the consumer’s pocket for a second time there are two trails of costs, and they 
cannot be liquidated. i 

Mr. Vien: What monetary policy would you advocate to put your 
desideratum into effect? 

Mr. Jaques: I do not think I have time to do that to-day. 

Mr. Vien: It would be interesting to hear that. What monetary remedy 
do you suggest should be adopted to carry out what you have in mind. 

Mr. Jaques: Well, of course, that involyes something which would not be 
very acceptable, I suppose to those who are not social creditors. That is the 
direct financing of consumption to the extent of the shortage of money due to 
savings. 

Mr. Cotpweti: What do you mean by the direct financing of consumption 
to the extent of the shortage of money due to savings? 

: Mr. Jaques: Money which goes direct into the consumer’s pocket. 

? Mr. Cotpweiu: How would you get that money into the consumer’s pockets? 

Mr. Jaqurs: I presume that a sovereign government has the power to dis- 

_ tribute credit. : 

Mr. CoLtpweE.Lu: That is to say, what you would do is issue purchasing 
power directly to the consumer, as you call it, and you would continue to do 

that. Now, what would be the effect on the price level? 

Mr. Jaquss: That effect would be a lowering of price levels. 

Mr. CotpwELL: You say the effect would be a lowering of price levels? 

Mr. Jaquss: Certainly. 

Mr. CoLpweLu: And you agree with Major Douglas? 

Mr. Jaqurs: Absolutely. | 

Mr. Cotpwetu: I am going to read what Major Douglas says with regard 
to this point. 

The CHAIRMAN: Only with Mr. Deachman’s consent. 

Mr. DracHMAN: Go ahead. 

Mr. CotpweLu: I am going to read from Major Douglas’ evidence given 

_ before the royal commission on banking in Great Britain, and I am reading 
from question 4450. 

r Mr. Jaques: What are you reading there? 

Mr. Cotpwetu: I am reading from the report of the evidence given by 
~ Major Douglas— 

| Mr. Jaques: What is the name of the book? I do not trust in the evidence 
unless I know what it is. 
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Mr. Cotpwe.u: It is actually a report of the evidence of .Major Douglas 
before the Macmillan commission. 

Mr. Jaques: I have read all the actual evidence many times. 

Mr. CotpweE.u: It is the actual evidence, I assure you. 

Nes Vien: May I ask Mr. Coldwell to give the title of the book and the 
page! 3 
Mr. CotpweELu: This is taken from an analysis of that evidence. 

Mr. JAquss: Ah. 

) Mr. CotpwELu: Wait a minute. This is a book entitled, “Social Credits 
or Socialism,” by W. R. Hiskett. 

Mr. Jaques: Oh, yes. Now, Mr. Chairman, that is a retouched photograph; 
it is no good at all. 

The CuarrMANn: Just a minute, please. As I understand the situation, 
Mr. Coldwell proposes to read an extract from the proceedings of the Macmillan 
commission. 

Mr. Jaqures: He is not doing anything of the kind. 

The CHAIRMAN: We will have to hear what he says first. 

Mr. Jaques: I know the book. 

The Cuarrman: I know the book too. 

Mr. Jaques: He is reading—what shall I say—a rehash. 

The Cuarrman: No. I understand that Mr. Coldwell does not intend 
to read a rehash, but certain sections of question and answer from the report. 

Mr. Jaqurs: I have read: Hiskett’s book. 

Mr. Cotpwetu: May I read the introductory paragraph:— 


On the Ist of May, 1930, Major Clifford Hugh Douglas, M.I.Mech.E., 


M.LE.E., appeared before the Macmillan Committee on Finance and ~ 


Industry, and gave evidence. After Major Douglas, in a brief personal 
statement, had indicated the factors which led him to his present con- 
clusions, the chairman of the committee opened the examination with 
a reference to the written statement of evidence which had been supplied 
to them. 


And I now have before me all the questions that were asked by the chairman 
and other members of the commission, and all the answers that were given by 
Major Douglas. 

Mr. Jaques: You have Hiskett’s version of it. 

Mr. CoLpwELu: I propose to read the statements made and the questions 
asked Major Douglas and his answers to those questions. Now, the evidence I 
have is the evidence correctly reprinted from the Macmillan report, and I think 
the chairman will probably know this book. 

Mr. Jaques: I have read it, and the evidence too. 

Mr. Cotpwe.u: I will give you the number of the question. After ques- 
tioning Major Douglas for some time, Major Douglas more or less apologizes 
because he had to be too elementary. That is at question 4450:— 

Q. You cannot be too elementary for me, I assure you——A. The first 
point from which you have to start is this: you have at the present 
time an unused capacity for production. You cannot use it because you 


cannot sell; that is point one. Point two is that your financial system — 


is nothing but a ticket system; it is not a matter of any importance what- 

ever by itself; therefore, if it is necessary to make adjustments in your 

financial system then those adjustments can and should be made. Now 
[Mr. Graham Ford Towers.] 
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your difficulty at the present time is the difficulty that your purchasing 
power in relation to your prices is insufficient, so clearly you have to lower 
your prices, or increase your purchasing power; to increase your money 
you really have to increase your purchasing power. The difficulty in 
discussing this subject is to keep very clearly in mind the difference | 
between purchasing power and money. If you merely add.... 


And this is what I draw particular attention to on account of what has been 
said before in this committee:— 


If you merely add to the amount of money you will probably not 
increase your purchasing power, because your prices will automatically 
rise. In order to avoid that difficulty one method by which it can 
be done is to lower your prices by means of a subsidy which does not 
come from purchasing power, which does not come from the public, 
which is already deficient in money, as compared with the collective 
prices. 


Mr. JAQuEs: Quite right. 
Mr. Cotpwetu: Mr. Chairman, I continue to quote:— 


Q. It is just at that point that I think the difficulties begin to 
emerge. Up to that point I think we might more or less agree with your 
statement; when you come to the question of remedy it is perfectly 
true we could produce more if we could sell more if we had more pur- 
chasing power, but the trouble is, if you create more purchasing 
ipower, and increase the volume of money, then, as you very properly 
say, the result will be that prices will step up and you will be as 
you were. 


And Major Douglas replies:— 
A. That is.so. 


Mr. Jaques: Now, Mr. Chairman, may I give Major Douglas’ remedy 
for that? That is what I say; there is the unfairness of these proceedings. 
Major Douglas there, of course, was arguing from the orthodox point of view, 
and we all know that other things being equal prices rise with the volume of 
money; but Major Douglas has proposed a very simple remedy to kill two 
birds with one stone. Assuming the shortage of purchasing power and the 
need to distribute goods to the consumer in order that consumption may 
be stepped up without raising prices, that is perhaps the simplest remedy in 
the world, and it is this—it is known as the just price. Now, he does not 
intend or propose to set the price. Prices will be left to the free play of 
competition, economy and efficiency. That is to say, if I am a more efficient 
producer than my neighbour, then I can undersell him, because I am more 
proficient. Major Douglas does not propose to set a price at all—a retail 
price—and this only applies to retail prices; prices will find a level, which 
they do, through. the free play of competition. 

Hon. Mr. Stevens: What is his remedy? 

Mr. Jaqurs: Now, if the deficiency of purchasing power were to be 
distributed in. one form as a dividend, as we have heard before, say, of $25 
a month, as Major Douglas and anybody else knows, who knows anything 
about the subject, prices would probably rise to the extent, say, of $25, and 
you would be no better off. Prices would rise. 

Mr. Cotpweiu: You really say that if you issued the Alberta credit 
dividend of $25 a month you would be no better off? 
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Mr. Jaques: I do not believe you could determine it beforehand. 

Mr. Cotpwetu: Suppose you issued $75? 

Mr. Jaques: So long as that dividend resulted in increased production \ 
without any unusual expense I would expect no increase in prices until 
industry was in full blast. When that occurred there might be a tendency to 
raise prices; but anticipating any danger of it Major Douglas proposes a 
second remedy, and they must be taken together; you cannot take one with- 
out the other, and it is this: he proposes that retailers shall be authorized by 
the vovernment to sell their goods at a fraction of their retail price. 

Hon. Mr. Stevens: What fraction? 

Mr. Jaquns: That fraction is arrived is arrived at by the a ieton of 
the total production of the country and the total consumption. If you divide 
the total consumption by the total production you get your fraction. 

Mr. Cotpweuut: How is that deficiency made up? 

Mr. Jaques: We will say the total production of the country has been 
determined quite exactly by the Bureau of Statistics, and the total consumption 
has been arrived at; now, if you divide the total consumption by the total pro- 
duction you get a fraction, and that fraction multiplied by the retail price will 
give you the compensating or just price. Now, the retailer would be out of 
pocket, naturally. Consider this tie, for example—a dollar tie. If the govern- 
ment had declared a price discount of 25 per cent, then I would obtain that tie 
for 75 cents. The retailer would be 25.cents out of pocket, but he would be 
compensated by the state to the extent of 25 cents. 

Hon. Mr. Stevens: Where would that 25 cents come from? 

Mr. Jaques: Where would it come from? Why, it comes, as I say—what 
term does Mr. Towers use?—on the surplus of goods over those which were con- 
sumed. That is where it is derived. It is based not on potential production but 
on actual production of goods; the goods are there, but they cannot be sold. 

Mr. Curaver: How would you propose to raise that subsidy? 

Mr. Jaqugs: The state is sovereign; this parliament is sovereign, so it has 
the money— — 

Mr. Cieaver: Would you raise it by taxation? 

Mr. Jaques: No. What is the good of taking money away when the people 
have not enough? | 

Mr. Cotpwe.u: Let us suppose that the amount of purchasing power avail- 
able is $1,000,000 a month in Canada, or $12,000,000 a year, and your deficiency 
is 25 per cent, which I think is Major Douglas’ proposal. In each and every 
month the treasury board would issue to the retailers 25 per cent of $1,000,000 
which would be $250,000. So that each month your purchasing power would 
increase by $250,000; is that right? 

Mr. Jaques: No, it would not. If you will allow me to finish this I will 
trace where that money goes. Now, we have got to the stage where the retailer 
has sold. Let us take a car, for instance—a $1,000 car—a car which retails 
for $1,000—and the government or the state has declared a price discount of 
25 per cent. Now, the public can go and obtain that car for $750. The buyer 
paws $750 and he signs—of course, there are many ways and details of how 
the actual technicalities of the thing can be done—whichever way is most con- 
venient—but we will take this one: the purchaser pays $750 and he gets 
the car and he signs a sales receipt which he gives to the car dealer. Now, the 
retailer of the car takes his commission out of the $750 and he sends the balance 
with the sales receipt to the wholesaler. The wholesaler takes his commission 
out of what is left of the $750 and he sends the balance and the sales cerificate 
or receipt to the manufacturer. The manufacturer produced the car on pro- 
duction loans. 
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Mr. Baxer: What about the wholesaler? 
Mr. Jaquzs: No, he remits the balance of the money with tle sales receipt. 


The manufacturer, of course, is out 25 per cent. 


Mr. McDonatp: The first man is out 25 per cent. 

Mr. Jaqurs: No, he is compensated by the state. 

Mr. McDonatp: The manufacturer is not out anything. 

Mr. Jaqunrs: Yes, he is. 

Mr. McDonaup: He has a profit of 25 per cent. There is a 25 per cent dis- 


- count on the retailer, and the money left is just sufficient to pay the wholesaler 


and the manufacturer. 

Mr. Jaqurs: No, because—let me finish the price of anything is simply 
set to include costs and profits. If a man does not make a profit he cannot 
continue. I have been in business long enough to know that. He must make a 
profit or go out of business, and he has to charge more in prices than he dis- 
tributes in money. This car has been produced with thousands of others by 
bank loans. Now, the manufacturer has to repay his loan, and he sends the 
balance of the money which he received for this’ car—and, of course, thousands 
of other cars—together with the sales receipts, to the bank. Now, the bank 
credits the manufacturer with the full amount, and he has paid his debt. The 
bank is out 25 per cent. 

Hon. Mr. Stevens: The bank has a $250 receipt. 

Mr. Jaques: The bank is out $250. When that car was made, the national 
credit was written up by that car; the national. wealth increased by that car, 
did it not, and all other cars? And there it is on the national accounts. When 
that car was sold that account was written down by the amount of that car, 


and that amount of credit is issued to sell the car and the state then reimburses 


the banker—and other accounts as well. 
Mr. CoLtpwELtut: May I ask you the same question— 
Mr. Jaques: The ear is sold and all accounts— 


Mr. Cotpwretu: May I ask the same question that was asked by Mr. 
McKenna of Major Douglas: “How do you get that credit back? You get it 


from the consumer, you pay it into the bank, who pay it into the treasury, who 


get additional credit from some source, but you never do get that back? 


» What is your answer to that? 


Mr. Jaques: What was that again? 

Mr. CotpweL_: How do you get it back? 

Mr. Jaques: How do you get what back? 

Mr. Cotpweiu: The $250. 

Mr. QuELCH: You cannot ask one single question without showing what 
has been going on beforehand. 

Mr. Cotpwe.u: May I say this, that Mr. Jaques has fairly well memorized— 

Mr. Jaques: I do not memorize; I understand. 

Mr. Cotpwett: —Major Douglas’ evidence on this point. 

Mr. JAaqurs: I am not memorizing. I have studied this. 

Mr. Coupwe.u: I will not say memorized; you have it fairly accurately 
in your mind. Mr. Jaques has this matter fairly accurately in his mind, and 
the question I am asking is the question that was asked on a similar piece 
of evidence of Major Douglas. Now, what is the answer to that? Major 


_ Douglas’ answer is this: 


I will pursue this subject as far as you like, but I am frankly 
much more interested in making you see the thing is perfectly possible. 
If you would really like me to get out a considered report as to the 
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mechanism by which it can be done, I shall be delighted to do it. My 
services are entirely at the disposal of the committee, but the point that 
I want to hammer home is that it is inconceivable that you cannot get 
a mechanism which will enable you to equate purchasing power to the 
capacity to deliver. 


And that was the final answer of Major Douglas on this point. In other 
words, they brought him before the committee to tell them how he would 
do that, and when they got him to the point and asked him how it could 
be done, he said: “. . . . it is inconceivable that you cannot get a mechanism 
which will enable you to equate purchasing power to the capacity to deliver.” 
He said that it is inconceivable that a mechanism cannot be found. 

Mr. Jaques: He never meant anything of the kind. 

The CHAIRMAN: Order, order. 

Mr. Jaques: It is well known that socialists have the greatest hatred— 

The CHairMAN: Order, gentlemen, order. 

Mr. Jaques: This is perfectly in order. For this reason, that they realize 
that it is a remedy but it is not the remedy they want. It does not involve— 

Mr. CoLtpwELu: Give us the mechanism. 

Mr. Jaques: I have given it. Am I to write out all the different things: 
the government. paper and the form of the cheques? 

tne CuatrMan: Mr. Deachman is not a socialist and he has a question | 
to ask. 

Mr. DreacumMan: Your theory is based, is it not, on the idea that in the 
production of a given product there is not issued sufficient purchasing power to 
bring it out and buy it back? , 

Mr. JAqums: Yes. | 

Mr. DeacuMAN: Here is a box of cigarettes which I have taken from Mr. 
Quelch. Can you tell me how, in the production of that box of cigarettes— 
say it costs $1—how did it fail to issue sufficient purchasing power to buy it 
back. There is the raw tobacco, the box, the cost of selling. In the dollar 
that was paid, did not each part of it go to somebody? 

Mr. Jaques: The factories which produced that. down even to the pulp 
factory in the woods are loaded with debt charges. ; 

Mr. DeacuMAN: That goes to somebody, does it not? 

Mr. Jaques: Yes, it does, partly to pay debt. 

Mr. Dracuman: It passes into the hands of somebody, and, therefore, — 
it forms part of the purchasing power to buy back that. box of cigarettes. 

Mr. Jaques: Yes, if it is exercised; but the point is that the purchasing 
power is not exercised, it is saved; it goes through the process again. 

Mr. DracuMaN: If it is saved, then it goes into plant equipment or into 
something else or is loaned to the government. 

Mr. Jaques: Not in respect— 

Mr. DrEAcHMAN: I want to get to the one point where that drops out of 
sight and is gone into oblivion. , . 

Mr. Jaques: I think I have explained it. I took it for granted that every- 
body in this committee thoroughly understood that money is created and is _ 
destroyed. Of course, if they do not understand that— | 

Mr. CotpweLtu: How do you destroy $250? ; 

Mr. Jaques: Every loan repaid destroys a deposit. Surely that is under- 
stood; if it is not, you will never understand social credit. , 

Mr. DEAcHMAN: Here is my second question: we have a production in 4 
Canada, we will say, of roughly $3,000,000,000. Therefore the ae 
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power that must be issued to the people, according to your 25 per cent theory, 
is $750,000,000. Suppose we continued to do that for ten years; we would 
have $750,000,000,000 of tickets out. 

4 Mr. Jaques: Yes. You think it would all pile up? 

Mr. DeacuMAN: I do not know what you would do with it. 

Mr. Jaquzs: Instead of it piling up you would have your debts paid and 
the money would be destroyed when the debts were paid. 

Hon. Mr. Srevens: Will you go back to your very lucid illustration of 
that point? We have that $250—call it a discount ticket. We have got that 
to the bank. : | 

Mr. Jaques: Yes? 

Hon. Mr. Srevens: Now the banks have it in their hands. 

Mr. Jaques: From the manufacturer, 

Hon. Mr. STEVENS: Yes. 

Mr. Jaques: Do you want to know what happens next? 

Hon. Mr. Srevens: What is next? 

3 Mr. Jaguzs: I should have said that when the car was made, in the 
national account there would be a debit set up. Let me apply this thing and 
demonstrate it. When that car is produced, of course, it sounds foolish to 
' take one article, but when that car was produced it was an increase in the 
real wealth of the country. It is not potential; it is there. It is in existence. 

Now, the national account was written up to the value of that car, and when 

that sales receipt comes back or is sent to the national accounting office or 

department, on the strength of that production there is a credit issued for $250, 
let us say, which the bank uses to clear its books, and it is then wiped out of 
existence, and so is the car on the national account. 

; Hon. Mr. Stevens: I have one or two more questions. 

Mr. Jagurs: It is merely bookkeeping. 

Hon. Mr. Stevens: I understand the bookkeeping set-up, but I cannot 
understand the redemption side. When the car was manufactured we will 
assume for simplicity of argument that the manufacturer got the full value 
of the car from the bank as a loan in order to produce it. 

Mr. Jaquss: No, he does not; he has to add more than he gets in order 
to make his profit. 

Hon. Mr. SreveNs: Quite so; he gets the value of the car, plus profit, 
because he is entitled to that profit;; but we will assume he gets that in credit 
or money. Now, the manufacturer distributes that in wages, materials and 
profits. 

Mr. Jaques: Wages, salaries and dividends. 

Hon. Mr. Srevens: Materials and profits, which he distributes— 

Mr. QuetcH: He has to sell the car before he gets the profits. 

Hon. Mr. Srevens: But he gets the credit from the bank to produce the 
car and he distributes what he gets from the bank in this way that we have 
mentioned. Is not that right? He must. 

Mr. Jaquss: Yes, of course, he pays wages, salaries and dividends. 

Hon. Mr. Srevens: There cqmes back to him a $250 adjustment certificate. 

Mr. Jaquzs: Yes. 

1 Hon. Mr. Srevens: Which is not currency; it is a certificate. That comes 
back to the bank by the manufacturer; but how is the bank going to com- 
pensate itself for the advance it made to the manufacturer, because that $250 
has not yet become currency ? 

Mr. Jaques: No. Here, of course, is where I lack the technical knowledge 
of banking. 
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Mr. CotpweLi: Never mind the technical language. 

Mr. Jaques: I understand the theory of it well enough, make no mistake 
about that. What you have to realize is that the bank does not lend money; 
it lends a promise to pay money, and so before the bank is reimbursed there is 
a liability standing against the loan. 

Mr. Vien: Who reimburses the bank? 

Mr. Jaqusrs: The state. 

Mr. Vien: How does the state get it back? 

Mr. Jaques: It does not get. it back; why should it? 

Mr. Vien: In what way? 

Mr. Jaques: It is simply cancelled out of existence. 

Mr. Vien: You have your car which cost $1,000 at a given moment. The 
mechanism set up by the government says there is a 25 per cent discount on the 
sale price and you will get $250 of credit. Then he gets that $250 of credit. 
He deposits it in his bank and somebody must pay for that $250. The govern- 
ment pays it to the bank? 

Mr. Jaquns: Yes. 

Mr. Vien: How is the government going to be reimbursed; how is the 
Seen going to reimburse itself for the $250 that it has paid out to the 

ank ¢ 

Mr. Jaques: The real wealth of the state was first of all created or enriched, 
if you like, by the production of the car. There is your real wealth of the state; 
it does not belong to me personally but to all of us. When the government 
monetizes a part of the real wealth it merely authorizes the banks— 

Mr. Vien: To advance credit? : 

Mr. Jaques: To put a pen through that account, saying “paid”; that is all. 
It is cancelled out of existence and the car disappears into the owner’s garage, 
and so far as the state is concerned the car and the, credit disappear at the 
same time. 

Mr. Vien: The state pays the bank ; Somebody has to pay them. Some- 
body has to pay for that. It cannot disappear like that. 

Mr. Jaques: That is just what it does. Every loan we paid destroys a 
deposit. Money is created and destroyed. Surely we all know that. 

Mr. Vien: Take, for instance, the province of Alberta. 

Mr. Jaques: Yes? 

Mr. Vien: If it set up a banking system of that kind within the bound- 
aries of its own territory— 


Mr. Jaques: And it could. 
Mr. Vien: On this car that you have taken as an example it pays $250 to 


the bank. The bank is the institution which has advanced the $250 as credit 


to the retail merchant, and it must be refunded that $250. 

Mr. Jaques: Well, the difference is this, that in Alberta the courts hold, 
and the government here holds, that it has no sovereign powers; it cannot create 
money. This government can; it is superior to all other powers and if it says 
“this is money,” it is money. 

Hon. Mr. Stevens: You contend the banks create money? 

Mr. JAaquns: Certainly. 

Hon. Mr. Stevens: Why does not the Social Credit government of Alberta 
get a charter for a bank which they can get by putting up $250,000 and put their 
system into operation? 
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Mr. Jaques: You cannot do that; you could not get it that way by the laws 
_ of the country. We would have a bank in Alberta and would be bound by the 
same laws that the other banks are bound by. 

Mr. Cotpweti: You say the other banks do create money and have the 
power. Why would not a bank in Alberta have similar power? 

Mr. QuetcH: The banks operate on a reserve basis. 

Mr. Jaqugs: To operate such a bank in Alberta could only be done by an 
alteration in the Bank Act. 3 

Hon. Mr. Stevens: The Alberta government has a credit value, just the 
same as the dominion has, but to a lesser degree, of course. Why could not the 
Alberta government organize a bank and set up to do business just the same 
as the commercial banks, and having the prestige of the government behind it, 16 
would have a lot of business. It could then carry on this price adjustment, just 
price, retail discount system. Let that bank function in Alberta with the 
Alberta government’s prestige behind it just the same as if it were operating 
in Ontario or any other province. 

Mr. Jaques: As a matter of fact, they are doing something very similar 
to that at the present time, but it is applied to goods produced in Alberta. They 
are giving a price discount in Alberta now, not a very big one, I think it is 3 
per cent. | 

Mr. QuretcH: There is a very definite reason why Alberta cannot go into 
the banking business on that scale. The simple reason is that a bank very 
_ largely depends upon the confidence of the people. The reason people are willing 

to accept cheque money instead of cash is that they have confidence that the 
bank will be able to give them legal tender for their cheques. Well, if we were 
to establish a provincial bank, we know very well there would be a determined 
attack upon that bank through the press and other institutions. An attempt 
would be made to undermine the confidence of the people, and if we started to 
expand on the ratio of ten to one as the other chartered banks do, very shortly 
there would be a run on that bank and the bank would have to close its doors 
just exactly the same way as the chartered banks in this country would have to 
close their doors if everybody demanded their deposits at the same time, unless 
the government came to their rescue, and if in the final analysis we did not exe) 
off the gold basis requirement. 

Mr. Vien: We will relieve the situation by setting aside that question. 
Suppose it were the federal government—I am taking your example now. The 
social credit system is created and demonstrated by the federal government. 
There is no more a constitutional question as between the provinces and the 
dominion itself. Here I am with that car, and the federal government has 
advanced the credit to the bank and has told the bank to advance credit to the 
extent of $250. Then, the government must pay the bank for that credit that 
the bank has extended. How is the government going to do that, by issuing 
paper money? 

Mr. Jaques: No; I do not think the actual credit instrument, or the exact 
form of it, is of any importance. 

Mr. Vien: Oh, it is material. 

Mr. Jaques: It is the essence—it is merely whether the government has 
to-day power to do that. 

Mr. Vien: Would you tell me what you would suggest as the method of 
reimbursing the bank if the federal government were operating the system? 

Mr. JAqugs: They could send the bank a cheque on themselves. 

& Mr. QuetcH: That is what we are doing in Alberta at the present time. 
‘ Mr. Jaques: The bank would be empowered by a superior power to say 
that these two accounts balance. 
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Hon. Mr. Strvens: You say send a cheque on itself? 

Mr. Jaques: The government. 

Hon. Mr. Stevens: Who would redeem that cheque? 

Mr. CotpwEeutL: What redeems the cheque? 

Mr. Jaques: What redeems the cheque? 

Hon. Mr. Stevens: Yes; the cheque must be redeemed. 

Mr. Quetcu: In what? It does not have to be redeemed except in goods. 

Mr. Macponaup: What does the bank do with the cheque? 

Mr. Jaquss: It would apply— 

Mr. QueLcH: Credit it. Naas 

Mr. Jaquzs: I have said that you have got to visualize Canada as one great 
going concern and there is a national account set up. We have it to-day. 
Dr. Coats has told me they could supply us all the information necessary right 
now. Some people have said it would cost thousands, that you would have to 
have 100,000 people working on those accounts. Dr. Coats has told me they 
could do it now. An account is kept of all production in the country, not only 
of retail goods, but of capital goods and imports. For our purposes imports 
are credits and exports are debits. 

Mr. Cotpwetu: Yesterday Mr. Blackmore said that credit and money were 
issued against goods. He said that I was wrong when I said the social crediter 
mistook the shadow for the substance against goods. Now, if you issued $250 
of credit it must be issued against goods. 

Mr. Jaques: Yes. : 

Mr. CotpweEuu: What goods? 

Mr. Jaques: That is what I am telling you. 

Mr. CotpwELL: Whose goods? What goods? 

Mr. Jaques: Here is the national account. On the credit side is all the 
total production of the country, retail goods, capital goods and imports. On 
your debit side would be all goods sold, all plant and machinery worn out and 
all exports. 

Mr. CotpwE.tu: You issue $250. 

Mr. QuseucH: He is giving you the very answer. 

Mr. Jaques: Wait a minute. There is your national picture; there is your 
national account or balance sheet. Now, every country if it were functioning 
as it ought to function is gaining in real wealth. On the strength of that 
amount, or as Mr. Towers says here “the saving accumulate,’ on the strength 
of that accumulation of those savings in surplus goods the state would 
monetize— 

Mr. CoLpwetu: But the state does not own those goods; they are owned by 
the citizens, the individuals across the country. What is the state to use to 
validate that credit when the state does not own the goods? 

Mr. Jaques: You might as well say the state does not own the money and it 
cannot tax the people, but it can. 

Mr. Cotpweiu: It taxes the people because they have the goods and 
services. 

ah Jaques: If you can take their money, where is the difference in creating 
credit— 

Hon. Mr. Srevens: In other words, the answer is, in order to redeem that 
$250 the state would tax other goods and services. 

Mr. Jaques: No; it does not tax anything. 

Mr. Vien: First of all the assets that have been produced? 

Mr. Jaquss: No. 
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Mr. Vien: Instead of belonging to the producer it now belongs to the 
state, and the state can draw on this accumulated amount of assets produced 
by each individual— 


Mr. Cotpwetu: That is the only way it can come into effect, by socialism. 


Mr. Jaquns: Socialists have that idea because very few of them have ever 
been in production. I have been in production all my life. They have an idea 
that a producer produces and hates to get rid of what he produces; that he 
wants to store it and say: would you not like to have it? Well you shall not 
have it. ! 

Mr. Vien: If you take a government statement containing on one side of 
the balance sheet all the goods that have been produced and on the debit, side 
of the balance sheet everything, their depreciation in the way of wear and tear 
and so on, and the government draws on that excess production of goods to pay 
that discount ratio that we have been discussing, evidently the government 
socializes all the assets they have been produced and draws on the assets side 
of its balance sheet to pay the discounts that they grant. 


Mr. Jaques: Do not they do it to-day? Do they not tax everybody and 
everything? They tax everything that is produced and everything that is sold. 
There is an 8 per cent tax on everything that is sold.. They do not own those 
goods, but they can tax them just the same. Now, this is a substitute— 


Mr. Vien: If the government of Canada did that, once it has advanced 
the credit and it has directed— 

Mr. Jaquns: It does not advance it. 
a Mr. Vien: Once it has directed the bank to advance to that retailer the 

50— 

Mr. Jaqurs: It does not do that. 

Mr. Vien: But it does; it gives it a certificate and this certificate is deposited _ 
to the credit of the retailer in the bank account. 


Mr. Jaques: No; I did not say that. That might be one way of doing it. 
The thing I described is this. The purchaser got his car for $750 instead of 
$1,000. 

Mr. Vien: The consumer. 

Mr. Jaques: Yes. 

Mr. Vien: He bought it from the retailer. 

Mr. Jaques: Yes. 

Mr. Vien: According to the monthly statement the government organiza- 
tion told that retailer there is a price discount of 25 per cent. 

Mr. JAquss: Yes. 

Mr. Vien: Then this car, which is figured in his books at a value of 
$1,000 immediately has a value of $750; the balance between the $750 and the 
$1,000 is made up by credit advanced by the government to the retailer. 

Mr. Jaques: No; the retailer takes his commission out of the $750, and 
he sends the balance with the sales receipt to the wholesaler. The wholesaler 
takes his commission out of what is left and he sends that to the manufacturer 
along with the sales receipt. Now the manufacturer produced the car on a 
production loan from the bank. ‘The manufacturer— 

Mr. Vien: Then the credit instead of being redeemed is advanced to the 
producer? 

Mr. Jaques: Yes. Then he sends what is left with the sales receipt to the 
bank and he is credited in full. Now, the bank is out. 


Mr. Vien: Credit for $1,000. 
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Mr. Jaqurs: Well, whatever he borrowed. It would not be the thousand 
because he would have to add on his profit and the retailer has to get his 
profit, and so does the wholesaler; but whatever he borrowed from the bank, 
he would send the balance to the bank with the sales receipt. Now the bank— 

Mr. Vien: What about the deficiency credit, or the discount? 

Mr. Jaques: Yes. Now we come to this position, where the bank is out 
the difference. It is a matter between the bank and the government of the 
country. What you have to get into your mind is the bank never loaned money; 
they loaned a promise to pay money; it is a liability. | 

Mr. Vien: I have to come to what I wanted. The bank is out the 
difference? 

Mr. JAaquzs: Yes. 

Mr. Vien: That is your statement? 

Mr. Jaquss: Yes. :; 

Mr. Vien: And it is a question of adjustment between the bank and the 
government? 

Mr. Jaquss: Yes. 

Mr. Vien: Now the bank is out the difference and it comes to the govern- 
ment and says: I am out $250. 

_ Mr. Jaques: No, it sends the sales receipt to the government. Now, 
when they get to the department which is administering this thing the national 
account 1s written down by the value of the car, the car is crossed off and so 
is the credit which was created when the car was made. 

“Mr. Vien: What about the bank? 

Mr. Jaques: The bank then has the credit— 

Mr. ConpweEiu: Well, what about the government? 


Mr. Jaques: Well, the national account was written up by the value of 
the car when the car was produced. There is your real credit. Now, the 
state merely monetizes the fraction which is unsaleable. 

Mr. Conpwriu: Coming back again, Mr. Jaques, the real eredit has a 
basis, you say, of goods and services? 

Mr. Jaqurs: Certainly. 


Mr. Cotpwetu: If the government is reimbursing the bank Somebody has 
to validate that reimbursement of goods and services. How does the govern- 
ment secure those goods and services? I can see this, if you had a completely 
communistic state you could do this between your state industries. It could 
be done in a communistic state in which everything was owned by the goy- 
ernment. The point I am trying to arrive at is how is that credit going to 
be validated in goods and services without taxation on the part of the people? 
Otherwise it becomes simply indefinite inflation. You keep issuing $250 and 
$250 and $1,000 and $1,000 and so on. . 

Mr. Jaques: It is quite evident that Mr. Coldwell does not yet understand 
the nature of money. | 

Mr. Tucker: I should like to illustrate the difference between Mr. Jaques 
and myself. As I understand the social credit idea, it sums up, I think, in this 
way, that you can continue to put purchasing power out into the hands of the 
people indefinitely without any regard to the ability of the people to produce 
to meet that purchasing power. 

Mr. QuELCH: No. nee 

Mr. Tucker: Just a minute. Now, if you do not have some means of 
recovering that purchasing power, cancelling it out— 

Mr. Jaques: It cancels itself out through sales. If you do not understand— 

[Mr. Graham Ford Towers. ] 
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Mr. Tucker: You say it cancels itself? 
Mr. Jaques: Of course, it does. 


Mr. Tucker: When you say it cancels itself you overlook the fact that 
when anybody gets a loan from the bank that money then comes into existence; 
it goes into the hands of people, wage earners and so on, and they have it in 
their accounts. Then when the government gives a cheque to. pay the banks 
the people still have the money in their accounts to whom the money was 
paid and the bank is no longer holding it. In other words, you have increased 
the amount of your deposits in the banks by the amount of your original loan 
and as you do that the amount of your deposits in your banks continues to 
increase; there is absolutely no limit to it unless you make some provision 
for cancellation of what you create. Let me make that plain again, Mr. 
Jaques. . 

If you loan an industry $1,000 and it puts it out in wages, it then goes to 
John Smith and Henry Brown and so on, and if they have a deposit in the 
bank it is deposited there, or it goes to the grocer and is deposited in the 
bank. Ultimately that $1,000 is deposited in the bank. In other words, the 
deposits in the bank have increased by that $1,000. Then if the state, by 
virtue of a price discount pays the bank that $1,000, you say it is cancelled off? 

Mr. Jaquss: So it is. 


Mr. Tucker: But the deposits of Henry Smith and the grocer and so on 
have gone up by $1,000; it is not cancelled off. If you keep that up ultimately 
your deposits in the bank will be up; there is no limit to it. They will go up 
by billions and billions of dollars; it is a matter of time. In other words, you 
have increased the purchasing power of the people without regard to their 
ability to produce because you are simply increasing your purchasing power 
and you are not cancelling. 

My attitude on this thing is simply this, that you. should give the people 
the necessary purchasing power to be able to consume what they, as a people, 
are able to produce. The reason why it is necessary to do that is not that 
you do not distribute purchasing power but that you merely distribute it— 

Mr. Jaqugs: No, it is not that. 

Mr. Tucker: In other words, the purchasing power put out goes into the 
hands of companies in the form of exhorbitant profits, undistributed reserves 
and so on. You have got to replace what is kept out of the annual production 
demand by virtue of state action and then by virtue of income tax and other 
taxes and so on you have to replace it. In other words, there is no such thing 
as in indefinite issue of purchasing power. 

Mr. Jaques: Well, the only objection to what you say, Mr. Tucker, is 
that history proves that you cannot do what you say you should do. You 
cannot enrich the country by taxation. 

Mr. Tucker: No; the point is this: if you continue to issue purchasing 
power— 

Mr. JAquEs: What do we do to-day with taxation? 

Mr. Tucker: If you continue to issue purchasing power regardless of 


the ability of the people to produce zoods— 


Mr. Jaques: We do not do that. 

Mr. Tucker: Just a minute. You say you do not do that? 

Mr. JAqurs: Of course we do not. 

Mr. Tucker: We will say that in one year you issue $1,000,000 to people 


under your scheme. That $1,000,000 increases your bank deposits to that 
_ extent, and it stays in the hands of those people; it is not cancelled. The next 
year you issue another $1,000,000 and the next year another $1,000,000— 
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Mr. Jaques: Will you allow me to answer that? 

Mr. QuetcH: What about your war debts? 

Mr. Tucker: It just means you have increased your money in the country 
because the bank deposits are increasing without any consideration of— 

Mr. Jaquzs: You are doing nothing of the kind, Mr. Tucker. What are 
we doing to-day but issuing purchasing power through the banks? What other 
money do we have? Why does not that pile up? There you are. Ii you have 
to have a low— 3 

Mr. Tucker: The first thing that struck me, Mr. Jaques, about the sug- 
gestion that Mr. Aberhart made— 

Mr. Jaques: We are not discussing Mr. Aberhart. _ | 

Mr. Tucker: He is supposed to represent social credit. As I remember, 
the first suggestion he made was that he would issue a dividend on goods and 
limit that issue to $12,000,000. The suggestion was made that the $12,000,000 
would come back again. Well, now, the only way it could come back— 

. Mr. Jaques: Mr. Chairman, I am not discussing Mr. Aberhart; I am dis- 
cussing Douglas social credit. 

Mr. Tucker: —would be by taxation. 

The Crairman: Mr. Jaques should not be interrupted except by his per- 
mission. 

Mr. Jaquss: The difficulty with many people is this, Mr. Chairman, they 
cannot realize that money is created and it is destroyed through repayment. 
Every loan that we pay destroys a deposit. 

The Cuatrman: It is just about 1 o’clock. The governor of the bank would 
like to say a few words. 

Mr. Jaguus: Mr. Towers, I feel I owe you an apology. I started by saying 
that I was going to question you, but apparently I have ignored you entirely. 
I hope you will accept my apology. ; 

Mr. Towers: I am only too glad. May I say just one thing. On pages 
645 and 664 of the record I did use, in referring to savings, these words: 
“Surplus of goods over those which are consumed.” I am very anxious to 
repeat what I said before, namely, that by surplus of goods I did not intend to 
imply a surplus of consumable goods on the shelves of stores or factories, but 
rather a surplus of goods of all kinds, and that surplus will mainly be repre- 
sented by additional capital equipment of one form or another because that is 
in the main how savings are accumulated. 

Mr. Jaques: Well, just the same, Mr. Towers, the evidence is that it is 
accumulated at the expense of the community at large. We have unpayable 
debts and increasing unemployment. 

Mr. Towrrs: I do not agree with the latter analysis, but in any event what 
I did want to make clear was that that surplus includes and in the main is repre- 
sented by an increase in productive equipment or capital assets of some kind, 
and it does not refer to consumable goods. 

Mr. Jaques: Well, as I say, we have increased debts and increasing unem- 
ployment. 

The CHAIRMAN: It is 1 o’clock, gentlemen; shall we adjourn until to-mor- 
row morning? Mr. Deachman has the floor. 


The Committee adjourned at 1 o’clock to meet to-morrow, May 25, at 
-11.15. a.m. 
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MINUTES OF PROCEEDINGS 


Tuurspay, May 25, 1939. 


The Standing Committee on Banking and Commerce met at 11.15 a.m. 
The Chairman, Mr. Moore, presided. 


Members present: Messrs. Clarke (York-Sunbury), Cleaver, Coldwell, 
Deachman, Donnelly, Dubuc, Fontaine, Hill, Jaques, Lacroix (Beauce), 
Macdonald (Brantford City), McGeer, Moore, Quelch, Ross (St. Paul’s), 
Stevens, Taylor (Nanaimo), Tucker, Ward. 


In attendance: Mr. Graham Ford Towers, Governor of the Bank of 
Canada. 


Examination of Mr. Towers was continued. 


At 1 o’clock the Committee adjourned until to-morrow, Friday, May 26, 
at 11.15 a.m. 


R. ARSENAULT, 
Clerk of the Committee. 
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MINUTES OF EVIDENCE 


Housp or Commons, Room 277. 
May 25, 1939. 


The Standing Committee on Banking and Commerce met at 1la.m. The 
Chairman, Mr. W. H. Moore, presided. 


The CHairMAN: Gentlemen, we have a quorum now. Mr. Deachman, you 
have the floor. 


In attendance: Mr. Graham Ford Towers, Governor of the Bank of Canada. 


By Mr. Deachman: 


Q. Mr. Towers, I think you have a copy of the record with you. I should 
like you to turn to page 86 of No. 3, which gives the general price indices — 
of Canada and certain other countries——A. Yes. 

@. There are some questions I want to ask you there with the object of 
measuring, if we can measure, the effect of the depreciation of the Australian 
pound on current prices in Australia. If you look at the bottom of page 86 
you will see a table showing general price indices of Canada and certain other 
countries. In the first four years of that table, before the Australian pound 
declined, the price relationship between the two countries was fairly close, 
was it not?—A. Yes. 

Q. Then, covering the years from 1931 to 1938, the period in which the 
Australian pound was at a discount, the Australian price level was higher than 
the Canadian price level—A. Yes. 

Q. Now, I attempted to measure this—it is perhaps not an accurate way, 
but it gives us the idea—by adding these eight years together and taking 
the average of them. I found that the price level difference between the two 
was 84 points.—A. Yes. 

Q. Now, that would represent roughly 11 per cent; and what I want to 
ask you is this. The Australian pound during that period was depreciated to 
the extent of probably 20 or 25 per cent—A. Twenty-five per cent on the 
pound sterling, and there were times during that period, of course, when the 
pound sterling was itself depreciated in New York. 

Q. Yes. The amount of the depreciation of the pound was not reflected 
directly in the appreciated price of Australian products?—A. Well, the higher 
price level in Australia did not fully reflect, presumably either the depreciation 
in the Australian pound or, still less, the depreciation in the pound sterling. 

Q. Quite. It is the general price level that we have at the bottom of 
the page?—A. It is, yes. 

Q. But when we come to the price level of farm products I made the 
same test there and it gave an Australian level of 84 and *4ths as against 
the Canadian level of 82 and %ths, or the Australian level was 1 and %ths or 
less than 2 per cent above the Canadian level, as far as farm products 1s 
concerned.—A. Higher? 

Q. Yes.—A. Yes. 

Q. There is one particular item to which I wish to draw your attention 
in the Canadian and Australian price comparison of 1934. The Canadian 
level is at 78 and the Australian at 89. —A. Yes. 

Q. The Australian is at 89—A. That is the ratio of farm products to 
the general index? 
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Q. Yes—A. Yes. 

Q. Well, that one item deviates quite considerably away from the normal 
deviation between the two.—A. That is the year of very high wool prices. 

Q. Exactly. And I obtained from the Bureau of Statistics the price of 
wool at that time. 

Mr. DonnELLY: What year are you taking as a standard? 

Mr. DracHMAN: 1929 is the base year. What is given here is the ratio 
of farm products to general index in both countries, Canada and Australia, 
so that the year in which the Australian price went sharply above the 
Canadian price was the year in which the level of Australian wool prices, 
according to the Bureau of Statistics, went from 8-72 pence per pound in 1933 
to 15-84 in 1934. 

Hon. Mr. STEvENS: Rynere? 

Mr. DreacHMAN: Australian prices. 


Mr. Towers: Of wool? 


By Mr. Deachman: 


Q. So that the apparent level of Australian prices was the result of some- 
thing which was not a monetary influence?—A. That particular rise was, as 
you say, not the result of monetary factors. 

Q. What was the cause?—A. The keen demand for wool. 

Q. Well, I tried to locate that demand and I think I located it in part. 
There was a demand particularly from Japan because Japan was engaged in 
this Manchukuo incident and the Japanese soldiers in a cooler climate required 
more woollen clothing, and wool exports to Japan went up £4,000,000 sterling 
that year and reached the highest level that they had ever reached, while at 
the same time there was a decline from the previous year in the production of 
wool in Australia. So that apparently it was conditions outside of monetary 
factors. That would be right?—A. Yes, it undoubtedly was. 


Mr. Ciraver: The depreciation of sterling had nothing to do with it? 

Mr. DeacHman: It was a factor, was it not? 

Mr. Towers: Oh, it would be a factor, and was a factor in the general price 
level which is shown at the foot of page 86. It is not a factor in the ratio of 
farm products to the general price level. 


By Mr, Deachman: 


Q. No; but when we come to 1935, we find that the price of wool has 
slipped back to 9-75 pence. That is the price figure which I got from the 
Bureau of Statistics—in 1935; but ‘we find correspondingly that Canadian 
wheat had gone up, so that there was a turn to more normal relationships, and 
again it was not a monetary factor?—A. No. 


Q. Then, coming to the year 1936, the prices of wheat and wool were both 


up and the two levels came still more closely together. The remaining years 
show there is not much of a difference in the level. 

Hon. Mr. Srevens: But, Mr. Deachman, you are comparing the index 
ratio of farm products to the general price level. . 

Mr. DracHMAN: Yes. 


Hon. Mr. Stevens: It has nothing whatever to do with the question of 
monetary policy because they are both on the same monetary basis. 


Mr. DracuMan: If you are comparing them to a level whieh started in 
1929, both countries on the same level— 


[Mr. Graham Ford Towers.] 


a ee 
a alt a) 


BANKING AND COMMERCE 759 


Hon. Mr. Srevens: What I am getting at is this: these fluctuations in 
commodities will cause a variation in the index of farm products as compared 
with the general price level within Australia or within Canada. 

Mr. DEACHMAN: Quite. 

Hon. Mr. Stevens: But it proves nothing as regards the effect of the 
depreciation of the pound in Australia or any depreciation of the dollar in 
Canada. 

Mr. Deacuman: Oh, yes; it does prove this, that the non-monetary factors 
which were in existence at that time, and which caused any sharp variations in 
price, did cause a modification in the price level in the two countries. 

Hon. Mr. Stevens: Quite so. 

Mr. DeacuMAN: What I am trying to do is simply this, Mr. Stevens: I am 
trying to get a proper conception of the relative importance of your monetary 
and non-monetary factors. 

Hon. Mr. Srevens: I know that is what you are after, but I am trying to 
point out—pardon my interruption— 

Mr. DrAcHMAN: Quite. 

Hon. Mr. Srevens: —I think Mr. Towers will agree with me, that a 
comparison of the agricultural price level with the general price level will not 
demonstrate, although there may be variations, that the depreciation of the 
pound sterling in Australia did not benefit the Australian agriculturists, whereas 
the maintenance of the Canadian dollar at a normal level gave no benefit to 
the Canadian agriculturists. , 

Mr. Dracuman: I am not denying the existence of a certain measure of 
benefit in taking your farm prices alone; but when you consider the other 
factors which must enter into it in Australia, and would enter into it in Canada 
to a still larger extent, it tends to minimize the importance of the monetary 
factor. 

Mr. Jaques: How do you separate them? 

Mr. DracuMan: There is a distinct difference as between, for instance, 
an inflation and a decrease in production or between a depreciation in the 
pound and an increase of export demand from a country like Japan or other 
countries. 

Mr. Jaques: You mentioned that the demand in Japan raised the price 
of wool in Australia. 

Mr. DEACHMAN: Yes. 

Mr. Jaques: In other words, Japan was spending instead of saving. 
Mr. DreacuMaN: What Japan was doing does not alter the actual fact. 
I am considering what was done, and the sharp increase in demand there for 
Australian wool was an undoubted factor in altering the relationship of the 
price of that farm product to the general index. 

Hon. Mr. Stevens: In Australia? 


By Mr. Deachman: 
Q. We are dealing with Australia. The other point I want to deal with is 
this. On page 87 the price level of imported goods, Canadian figures, is given. 
Hon. Mr. Stevens: Imports to? 


By Mr. Deachman: 
Q. Imported goods into Canada. We are dealing with Canada now. 
From 1926 to 1929, in a period of good times, there was not much variation 
between the price level of import and export goods, was there?—A. No. 
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————— 


Q. Then from 1930 right straight on there has been a very sharp variation | 


with your import goods at a substantially higher price?—A. Yes. 

(. Now, if our dollar had been depreciated in value would it have tended 
to increase that spread?—A. To answer that question one would have to know 
whether the depreciation in the Canadian dollar resulted in Canadian exporters 
offering their goods in foreign markets at a lower foreign price; in other 
words, giving away part of the apparent advantage of the depreciation. 

Q. That is one factor, but it would also depend, would it not, on the 
difficulty of Canadians making payments, for instance, for imported goods 
in the United States with dollars which were depreciated in value?—A. That, 
of course, would have acted as a deterrent to imports. It might have changed 
the volume of imports. It would not have changed the index figure of import 
prices. 

(. If you decreased the supply would it not have tended to increase the 
price?—A. I do not think so, no. 

). Well, if I were going to buy a suit of clothes in the United States and I 
had to pay for it in dollars worth sixty cents and the suit of clothes cost $30, 
would not my price be higher?—A. Oh, yes. 

(). Substantial volumes of goods are imported. Let us take the case of 
raw cotton. The purchase of raw cotton by our Canadian textile industries 
would be paid for in dollars of depreciated value and therefore it would take 
more dollars—A. Oh, yes. The price of imported goods in Canada would 
rise by the amount of the depreciation. 

@. Therefore, in the case we have before us would it not tend to increase 
that spread which exists now?—A. As I say, I think only if Canadian exporters 
gave away part of the apparent advantage of the depreciation by lowering their 
foreign price. 

Q. We dealt a moment ago with Australia, and Australia did not get the 
advantage of the full discount in the currency.—A. No. 

Q. And the same tendency would probably be in existence in Canada.— 
A. Probably, in view of the competition of the times. 

Q. Yes, I would imagine so. There is another one on page 88, the ratio 
: Ss last column. That is the ratio of export prices to imports, is it?— 

. Yes. 

Q. Well, note the relative levels of the Australian prices and the Canadian. 
The Australian prices of export commodities are relatively lower; but I imagine 
it should be so because of the fact that our exports were more largely exports 
a ue ne biel commodities. Would that be the case?—A. No, I should not 

ink so. 

Q. Are we not more largely exporters of manufactured products than 
Australia?—A. We probably have a slightly higher percentage, but we, too, are 
predominantly exporters of raw materials; or, of course, if one classifies newsprint 
paper as a manufactured export, you would be right. 

@. And scotch whiskey, which is another important export?—A. Yes. 

Q. So that a comparison there would hardly be fair because of that other 
factor coming into it. I am through with that, Mr. Towers; all I wanted was to 
point out that there were certain inferences which seemed to support the idea 
that a depreciation of the Australian pound, while it may have been a minor 
factor, was not really an important factor, and that the important factors were 
the changes due to non-monetary influences—A. I think those were the major 
factors. As was said when we were discussing depreciation, the major interest 
of the producer is the relationship of the price of his products to the price of 
other products within the country. Depreciation will probably not, will certainly 
not, after a time, of itself, give any benefit in that respect. The only benefit that 
will be retained, if any, would be in relation to that producer’s debts. 

(Mr. Graham Ford Towers.] 
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Q. Considering conditions in Australia, Australia would be more likely to 
benefit from such a process than Canada? ‘We have our obligations to meet in 
the United States?—A. And they have very heavy obligations in the United 
Kingdom. , 

Q. Yes, but we would be paying our debts in a country which was on a 
higher value. There was a depreciation in the pound——A. Even so, they had a 
25% premium to pay on the payments of their debts in England, 

Q. If the English pound were depreciated while the American dollar re- 
mained at par, it would be an advantage to them, relatively,.more so than it 
would be in our position in paying the American dollar.—A. I do not quite follow 
that, Mr. Deachman. 

Q. If in Australia they were meeting thet obligations in England in pounds 
which had depreciated— Neh That is true, but still they had to pay a 2576 
premium. 


Hon. Mr. Srevens: They maintained a 25 per cent discount below the 
depreciated sterling. That is correct, is it not? 

Mr. DeacHMAN: Not quite, ! think. 

Mr. Towers: Yes. 

Hon. Mr. Stevens: Oh yes; because they went down to 2-74 there. 

Mr, DeacuMan: Throughout the whole period. The figure I have here 
unfortunately is for the Australian pound in Montreal which would be quite a 
different matter from the pound in the United States. 

Mr. Towers: Yes; because while sterling was depreciated here, it was still _ 
more so in the United States. 

Mr. DreacuMan: In Australia they would not have as much importation of 
raw materials for the purpose of manufacture as we would have, would they? 


Mr. Towers: I think not. 
Mr. DracumMan: No. There is a factor there. 


Mr. QuetcH: I should like to ask a question before you leave that. You 
are not desiring to leave the inference that the grain grower in Australia, as a 
result of the depreciation of the Australian pound below sterling, did not 
benefit considerably as compared with the grain grower here in Canada in the 
period from 1931 to 1936? 


Mr. DreacuMan: Not from 1931 to 1936; but over the period of the 
depression for three or four years there was some margin of benefit to the farmers, 
if you leave out the other factors which were involved—that is, the increased 
cost of the goods which he bought. But I have just pointed out that as far as the 
relationship between the two is concerned, it could not help but affect the prices 
of the things that he bought. 

Mr. QuretcH: He exports practically all his grain and purchases only a 
portion of his goods from other countries. The proportion of the goods produced 
in Canada did not appreciate; they depreciated. 

Mr. DracHMaNn: You have your Canadian case where you exchange wheat 
for goods. 

Hon. Mr. Stevens: Abroad? 

Mr. DracHMAN: Abroad. There is not a very substantial margin unless 
the price of wheat is going to rise to the extent of the depreciation of your 
dollar; and against the tendency for it to do that in that period let me point 
out that your wheat was then down to a level, in the years 1931, 1932 and 
1933, running from 55 to 65 cents; the pressure of Australian wheat and 
Argentine wheat was on the market pretty heavily. If we depreciated our 
dollar, there would be a tendency at once for the British buyer to come to 
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Canada for his wheat. I admit that. But the next day the chances are that 
in the Argentine market the price of wheat would decline or the Argentine dollar 
would decline to match that. Instead of operating to increase or to stabilize 
world prices, there would be a tendency to force prices of wheat down in other 
countries; and in the exchange of our products for foreign products, there 
would be a tendency for us to receive less by virtue of the exchange. 

Mr. QuetcH: That would be so if all the goods which were produced in 
Australia were taken as a whole. But while the farmer received a higher price - 
for his products that were exported he was able to buy Australian made goods 
at a relatively lower price and to that extent the farmer benefited. 


Mr. Dreacuman: I am afraid my friend has too great faith in the Canadian 
manufacturer. He charges the prices that he can charge; and when you shut 
out importation and competitive production, there is a tendency for him to 
raise his prices. Besides, he is compelled to raise his prices because, following 
the depreciation in the value of your dollar, he must pay a higher price for 
the product which he imports. Take the case of cotton, where the importation 
is 50 per cent of the value of the finished product, 50 per cent of our total 
finished cotton production. Then he would have to pay in depreciated dollars 
for half of his entire production costs. 

The CuatrMan: Take tractors, for instance. You can illustrate the point 
with tractors which are not made in this country, and are particularly used by 
western wheat producers. 

Mr. DeacHMAN: Quite. 


Mr. QuetcH: On the other hand, you must remember that agricultural 
prices in Canada depreciated to a far greater extent than those of manufactured 
goods while in Australia agricultural prices increased to a greater degree. 

Mr. DeacHMaNn: No. Let us consider the Australian price level during 
the period of depression in Australia in terms of pence. Take your wool, 
which is to Australia what wheat is to this country. They had a billion pounds 
of wool production and the price during 1931, 1932 and 1933, the actual price, 
was the lowest it has been for any period that I can see in the record, unless 
you are going away back. It was just half. Wait till I see—It was slightly 
more than half of the 1929 level. 

‘Mr. QueLcH: Yes; but some of that wool was sold to Japan, was it not? 

Mr. DonnELLY: How does it compare with the world price? 

Mr. DeacuMaN: The same thing is recorded in what I have in regard to 
Canada; it is not the world price, because I had difficulty in getting some 
averages. But the price in Canada—the index, moved somewhat closely along 
the line of Australia. It does not go back quite so far in the figures I have; 
but it parallels it to a certain extent. 

Mr. Tayuor: Have you not also contended that competition in the sale 
of grain would have depreciated currencies in Australia and the Argentine? 

Mr. DracuMan: As a matter of fact, in a book which I was reading the 
other day, a recent book on Australia and New Zealand, the name of which I 
have forgotten, it was pointed out that the New Zealand currency had a 
tendency to force the Danes to reduce their currency values because of 
competitive forces in New Zealand. 

Mr. Taytor: But you have also just now said that what wool is to Aus- 
tralia, wheat is to Canada. 

Mr. DracHMAN: Yes. 

Mr. Taytor: That is so; it is a larger export. 

Mr. DpacHMAN: Yes. 

Mr. Taytor: In value than the wheat of Australia. 

(Mr. Graham Ford Towers.] 
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Mr. DracHMAN: Yes. | 

Mr. Tayior: So that apparently the wheat merchants, in order to get 
Australian markets, would have interfered with the exchange against the wool 
markets. | | 

Mr. DracuMaANn: The very same process would affect wheat as affected wool. 

Mr. Tayuor: Is it not a fact that exchange develops in a country by reason 
of the acceptance of commitments? 

Mr. DeacumMaAN: Yes. What I am coming at primarily is this: Your non- 
monetary factors were apparently the determining price factor in the price of 
wool, and the exchange depreciation which had existed in 1931, 1932 and 1933 
in Australia did not give them a rise in their price of wool. 

Mr. Taytor: But I cannot entirely disassociate what you call the non- 
monetary factors from what you call the monetary factors. 

Hon. Mr. Stevens: You cannot do it. ; 

Mr. Donne ty: It is the price in the country we are talking about. Non- 
monetary factors, of course, affect the price of the goods throughout the world. 

Mr. DracHMAN: So does your monetary factors. 

The CuatrmAn: Mr. Donnelly has the floor. 

Mr. Donnetiy: Monetary factors affect the price locally in Australia, 
but not in the world. 

Mr. DracuMAN: If it affects the price of wool in Australia, it will affect 
it in Canada, because we buy our wool from Australia; and, therefore, we will 
go to Australia for our wool and the prices will be affected there. 

Mr. Donneiy: Compare the world price with the price of wool in Aus- 
tralia. When the price of wool in Australia was going up and down, compare 
the world price with it and let us see what happened there, because it is an 
economic factor. I have always understood that one of the axioms was that a 
depreciated currency is an exporters paradise. 

Mr. DracuMan: It is one of the things we have always heard but which 
will never stand the test of practice; and certainly would not stand the test of 
practice in a condition such as we had in 1931, 1932 and 1933 where you had 
Canadian wheat at, say, 54 cents in 1933. 

Mr. QueutcH: In Canada? 

Mr. Deacuman: Yes. That is your average for the year, according to the 
last Turgeon report. 

Mr. QuetcH: What was it in Australia? 

The CHAIRMAN: Order. 

Mr. DracuMman: Here is the Canadian farmer. As my friend, Dr. Don- 
nelly, well knows, he was bust and as hard up as could be in 1933, when the 
price was at 54 cents. If the monetary factor like the depreciation of the dollar 
had raised that price to 70 cents, would he not have pushed his wheat on the 
market? He certainly would have. When he could have done that, he was then 
selling but he was relatively on e higher price than what he was before. 

Mr. Donnetty: And the man selling wheat at that time did not sell at 
any price, you know that? 

Mr. DracuMaN: That certainly is a monetary factor. 

The CuatrMan: Before we leave that subject might I suggest that the 
Governor deal again with the question which was raised some time ago, that 
exportation under a devalued currency is an export of capital. 

Mr. Towers: Well in these circumstances, Mr. Chairman, there is a 
temptation to lower the foreign price and therefore to sell one’s products on a 
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less favourable basis; that is, give more goods for less goods. That, as a 
matter of fact, is brought out in the table on page 88, the two right-hand 
columns, the figures showing the ratio of export prices and import prices. 
During most of the period from 1930 to 1938 these show an extremely unfavour- 
able position so far as Australia is concerned. 

Mr. DracHMaAN: Yes, but that Australia one perhaps might be in a 
measure—I do not know to what extent, but in a measure, the price level would 
be somewhat modified there because we are a large manufacturing country; 
it was only a short time ago that we were considered the largest manu- 
facturing country per head of population in the world. 

Mr. Towers: I realize that with such things as wool pulp and paper as an 
export factor you would get that result. However, perhaps from a more 
realistic point of view one should regard that as a primary material being 
exported. 

Mr. DracHmMaNn: That division there is extraordinary. 

Mr. Towers: On the contrary. 

Mr. DracHMan: Yes? 

Mr. Towers: Yes. 

Hon. Mr. Stevens: Might I just interject there so as to round off this 
discussion on the statement of the Governor. Under a depreciated currency 
the exporter gets a temporary advantage. I am speaking now of the country 
as a whole, and the importer is penalized to a certain extent. 

Mr. Towers: And the consumer, yes; and labour. 

_ Hon. Mr. Srevens: Yes; but a good deal of the effect internally would be 
this, that the goods imported would be distributed perhaps in- larger measure 
to a class of people who are not the beneficiaries of the depreciated price on 
exports. Let me put this a little more simply. 

Mr. Towers: It would be very hard to determine, I am sure. 

Hon. Mr. Stevens: Let me put it a little more simply. We export a large 
quantity of wheat. 


Mr. Towers: Yes. 

Hon. Mr. Stevens: Which would be the main beneficiary, we will say, of 
a depreciated currency. The wheat producer would consume a much smaller 
proportion of the imported goods than would the city consumef. 

Mr. Towers: I think the important factor would be that the wheat 
exporter would probably consume the total proceeds of his export, except 
for that portion which was destined for interest and debt payment. | 

Hon. Mr. Srevens: Oh, I would scarcely agree with you, with great 
deference. . 

Mr. Towers: You mean that he would have been able over and above 
that to have certain savings? 7 | 
_ Hon. Mr. Srevens: Yes. I would think that the disadvantage to the 
importer would be passed over to another class inside of Canada than the 
exporter of wheat, for instance. That is, the exporter of wheat would get 
the advantage of the increased price because of the depreciated currency, and 
then the penalty that he would suffer because of the rise in imports would be 
less because a large proportion of the imports would be consumed by urban 
population. 

Mr. Towers: Still would it not be true that he would suffer the penalty in 
respect of everything he bought? 

Mr. QuretcH: He would benefit as to payment of debts. 

Mr. Towers: For a certain period of time, yes. 

(Mr. Graham Ford Towers.] 
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Mr. Donnextuy: Has not the price of goods had to rise in the same pro- 
portion, 25 per cent in Australia, the same as the price of money has gone 
down? 

Mr. Towers: Probably not immediately. 

Mr. Donnetiy: Has the Australian price of goods raided 25 per cent, or 
only 10 per cent? 

Mr. Towers: It has risen by that lower percentage. 

Mr. DonneELLY: It has not gone up the full 25 per cent? 

Mr. Towers: No, nor apparently did the export prices. 

Mr. Donnetuy: I would not be so sure of the export price on some goods . 
like wheat. I would rather think it has, because Australia has been getting 
the world price for wheat; don’t make any mistake about that. He has been 
selling with that 25 per cent difference, and he has been getting the world price 
for his wheat. 

Mr. Towers: Certainly; but the relationship between the export price 
and the import price, which is what the farmer is really interested in; or else 
he is interested in the relationship between the export price and the general 
price level, does not show a very satisfactory position for Australia. Incident- 
ally, I should have mentioned this, I think I may have myself referred earlier 
to a 25 per cent depreciation of the Australian pound; in fact, it 1s 20 per 
cent. There is a 25 per cent premium on sterling in Australia but that represents 
a 20 per cent depreciation. 

Mr. DeacuMan: It would not be so high as that when the British pound 
had sunk to the low level of some recent years. 

Mr. Towers: Oh well, I am referring now only to the depreciation of the 
Australian pound versus sterling. The latter has been below parity with the 
U.S. dollar at times and at such times the depreciation of the Australian pound 
would have been considerably greater than 20 per cent. 

Mr. QuetcH: It would be as low as 45 per cent at times, wouldn't it? 

Mr. Towers: Yes, it must have been as low as that. 


Mr. Dreacuman: Now, I want to deal with a different matter, and I 
think in part it has been discussed before, but this is a somewhat different 
aspect of it. I am going to quote from an article which appeared in a recent 
issue of the Economist entitled “ Full Employment”; and this is a paragraph 
arranged a little differently from what it is here in order to bring this out for 
you :—— 

In the most widely accepted economic doctrines of the moment the 
moment the subject of full employment is one of peculiar importance. 
Until “full employment” is reached any increase in the monetary 
demand for goods has the effect not of putting prices up so much as of 
bringing into employment resources of labour and capital that were 
previously standing idle. 


Now, I would like to have your opinion on that paragraph together with an 
explanation of this. They speak here of a condition in which we start from 
a situation such as we have to- day of considerable unemployment and 
abundance of capital and labour but looking at it from an economic stand- 
point is not the failure to employ the capital and labour which we have in 


Canada at the present time the result of either high cost of production or 


low prices; and therefore you must have either a reduction in costs of produc- 
tion to increase profits or an increase in the price level of the products produced 
which will call into activity the capital for the production of more goods. 


Mr. Towers: If you will permit me, Mr. Deachman, I would like to 


- prepare an answer to that. It is a large subject. 
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Mr. DracHMAN: Well, here is the other section of it: The other part:— 

Until “ full employment” is reached, so runs the theory, the creation - 
of new demand by expansion of credit cannot result in what is commonly 
called inflation; on the contrary, it diminishes unemployment and, by 
increasing the national income, gives rise to savings that offset the 
original creation of credit. 

And then he goes on with this:— 

But after “full employment” is reached any further expenditure out 
of credit expansion or money creation will not increase production or 
diminish unemployment; it will merely enhance prices and start the 
revolving spiral of inflation. In the layman’s language, “full employ- 
ment” is the point at which the financing of government deficits by credit 
expansion ceases to be “sound finance” and becomes “unsound finance”. 


Hon. Mr. Srevens: That is until full employment is reached; that is the 
point, is it? 
Mr. DeacHMAN: Yes. 


By Mr. Deachman: 


Q. Mr. Towers, I would like to have your comments on that—A. Right. 
I will prepare them. 

Q. Bearing on the other things 1 wanted to ask, here is a condition in 
which we are not calling on our resources of men and capital; and as I pointed 
out, in my judgment the trouble lies in higher costs and lower prices, that 
there must come adjustments between costs and prices before that is possible. 
Now, if this does not create an enhancement of price; if the added activity 
does not create an enhancement of price, then it fails in its object. Unless 
prices move up or costs come down the expansion will not take place—-A. You 
are thinking there, I expect, of certain groups of prices rather than the price 
level as a whole. 

Q. I am thinking particularly of industrial activity, and I will give you 
an illustration. In 1937 there was a pretty fair volume of industrial activity 
in, say, the textile industry in the Dominion of Canada. Through conditions 
which arose, whatever was the cause, that demand fell off. In my view it is a 
lack of purchasing power or of markets for the basic industries of the nation and 
the relative spread in price levels coupled, perhaps, in some measure with high 
taxes, and my suggestion is that unless something could happen to adjust that 
relationship you are not likely to draw much capital into the textile industry 
at the present time. I am only using the textile industry as an example of 
other industries in the Dominion of Canada.—A. Yes. 

Q. The other question bearing on that is one which we have discussed 
before. Could we increase activity by government spending? And the answer 
to that in part, as I suggest, is that private capital not feeling that conditions 
are such as to induce it to invest money in enterprises it is rather difficult to 
assume that the government could invest and make it profitable. Now, if the 
government did invest in industry or did make expenditures, in order to be of 
value to the country they would have to be, as I think you previously pointed 
out, of some direct benefit to the economy of the country. There is, as an 
example, the construction of a road which might have that effect or.the building 
of buildings, which might conceivably, in some cases, be an improvement over — 
those now in use and, therefore, enable us to conduct our governmental work — 
with greater efficiency. That, of course, is conceivable. The point I want to — 
ask is this: is it possible to find investments of that kind for the government — 
which will not in the long run result in the actual loss of the capital invested— 
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is it not very difficult?—A. Again, I should like to think that over. The test 
of profitability which is applied to private investments is not always applied 
to government ones. . 

@. In what way does it differ?—A. For private investment to be encouraged 
they have to see an actual return—a probable return on the capital invested. 

Q. Does not the government do the same thing?—A. A government, of 
course, can say that there is an indirect return; we will take a chance on that 
being beneficial for the country as a whole although we will not be able to see 
any direct return on this investment. l 

Q. Is not that taking a risk, and does not that risk involve— —A. It is 
taking a risk which private capital could not take. 

@. And does it not mean more than taking a risk; it may involve in a 
great many cases absolute certainty of loss. That is, there may be no economic 
return to the government from the investment and, therefore, the nation is 
poorer for having made the investment. 


The Cuarrman: For instance, the Trent Valley canal. 
Mr. DreacuMan: That is rather touchy. 

The CuatrmMan: That is a touching illustration. 

Mr. DracHMAN: Yes, of course, there are scores. 


Hon. Mr. Srevens: We closed the debate on that twenty-five years azo. 
Mr. Dracuman: I remember it. 


Hon. Mr. Stevens: So do I. It used to come up every year in the house. 


By Mr. Deachman: 


@. There are times when we must recognize values that are not economic, 
and when an expenditure transcends the economic it may be worth considering; 
as, for instance, recent improvements in Ottawa. Nobody can say that there 
is a direct economic benefit from the building of the monument, but no one 
would say it has not a value—A. Yes. 

Q. But the question I am raising is, how far can a government go in 
spending money on enterprises which have not an economic value and must 
result in economic loss? Is not the burden for that economic loss passed on 
in added taxes and, therefore, increasing difficulty for the development of our 
basic industries?—A. The economy is worse off if a better alternative use for 
the capital could have been found. | 

Q. Is there an alternative to waste except the alternative of profit? That 
is to say, if we invest $100 million— I like to spend large sums when it does 
not cost me anything—and suppose that results in a failure to earn what it 
costs.—A. Directly or indirectly. es 

Q. Directly or indirectly. Then we have the maintenance of the enterprise 
or utility which we have produced, the roads, bridges, highways and buildings, 
to be added to that, and the net result at the end of the year is a loss. Now, 
would not the country be better off without it?—A. The country would certainly 
be better off unless one takes the extraordinarily pessimistic view that neither 
public nor private capital could have found better things to put that money 
into. : Perit 

Q. Is not that the position in which we stand to-day, judging from the 
volume of investments, that private capital cannot find a place to use the 
money? Especially is that true in the case of the United States?—A. Yes. 

Q. And, therefore, should not the fundamental approach be that by trying 
to remove whatever disabilities may exist rather than by trying to bring money 
into circulation purely by the construction of projects which are not necessary? 
—A. Yes, undoubtedly. If there are any actions which can be taken to remove 
the things which deter private spending, I certainly agree that should be done. 
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Q. That is where the concentration of effort should be?—A. Yes. I think | 
they are realizing that in the United States, quite apart from anything they 


may be doing. I think there is a realization of that to-day. 


By Mr. Quelch: 

Q. You do not suggest that it is necessary that the government should 
be able to recover the money that they invest in capital works, providing 
those works are beneficial to the country? Private investment is not in that 
position; they must recover their money.—A. The government indirectly really 
does recover, because what benefits the country will benefit the government 
and the government revenue even although you can not see that this specific 
thing has done it. On the other hand, the national debt would rise, and 
history shows that the national debt steadily has risen since confederation. 
There may be slight recessions, but if you took a graph of the period since 
confederation, you would see that the national debt has steadily risen. 

Mr. DeacHMAN: I challenge that statement. 


Mr. Towers: Yes. : 

Mr. Quretcu: I said there may be recession, but over the period since con- 
federation there has been an increase in the national debt. 

Mr. DeacuMan: Take the position of England during the long period from 
1920 to 1938. In that period there has been no increase in the national debt. 

Mr. QuetcH: Since when? 

Mr. DracuMan: 1920 to 1938. There is a slight increase if you take into 
consideration local loans that were guaranteed; but these loans are pretty well 
protected so far as England is concerned. There is a erowth in their assets. 
If you take the deadweight debt without considering the assets, there is an 
increase. 

Mr. QurtcH: Take the gross national debt, there is an increase. 

Mr. Jaqurs: There is a decrease in real wealth. 

Mr. DracuMaAN: In England? | 

Mr. Jaques: No, in Canada. 

Mr. QurntcH: There has been an increase in the national debt since 1920, 
if you take the gross national debt. } 

Mr. DracuMan: I want to come to another item. Let us take, for 
instance, our tourist trade. The suggestion has been made that we ‘should build 
roads to our parks and spend large sums on roads. How far can we go in the 
construction of roads for the use of tourists in three months of the year with the 
relatively small return on those roads in comparison to the volume of money 
expended? 

Mr. Towers: I do not think I can express an opinion on that, Mr. Deach- 
man. . 
Mr. Macponatp: They may be used more than three months. 

Mr. DracHMAN: Let us take our tourist business. A large proportion of 
that is in the sale of commodities to tourists, is it not? 

Mr. Towers: I do not know how much. 

Mr. DracHmMaAN: Twenty-five cents on the dollar? Since 1924 there has 
been an increase in the importation of coffee. The importation of coffee has 
doubled because the Americans are coming over here in large numbers and 
drinking this coffee, but there is a corresponding debit. 

The CuatrMaAn: Also Charlie McCarthy, you remember. 

Mr, DracuMan: It may be due to Charlie, yes; but there is a correspond- 
ing debit item for that, because we have had to purchase the coffee. There- 
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fore it is not all profit as far as the tourists are concerned. There is a limitation 
to the production which we can have from that industry. 

Mr. Jaques: What is the real cost to the country, of building, we will say, 
these tourist roads? Is it not the cost of the materials which we have? We 
have the material, we have the knowledge, we have the ingenuity, we have the 
labour. How does it cost anything but the sweat? 

Mr. Ross: We have to buy machines. 

Mr. DracumMan: As far as the government is concerned, and as far as 
the consumer in the dominion of Canada is concerned, it costs him the amount 
of these materials that are put into the road, plus the cost of the wage bill and 
the corresponding amount put out for maintenance of the road. 

Mr. JAguns: We have the labour idle and we have the material lying idle. 

Mr. DeacHMaAN: Wait until I get a reply from Mr. Towers to He question, 
before you put that one. 

Mr. Jaques: Mr. Chairman, I do not want to get into a tangle with Mr. 
Deachman. 


By Mr. Deachman: 


Q. There, is another item here which consists of a question asked by Mr. 
Woodsworth. The question is found at page 557 of the evidence and is as 
follows:— 

Questions by Mr. Woodsworth on the effect of the government bor- 
rowing $50,000,000 from the Bank of Canada at 1/20th per cent per annum 
to use for public works. 

On page 559 in the second paragraph, appear these words:— 

Active use of the increase in the volume of money would produce an 

internal situation which would force a decision between reversing the 


policy of internal expansion and depreciating the external value of the 
dollar. 


Hon. Mr. Stevens: Whose words are these? 

Mr. Drescuman: I am quoting Mr. Towers’ answer to Mr. Woodsworth. 
You say, “active use”. That is to say, if that money went into active circula- 
tion that would be the result? — 

Mr. Towers: Yes; if the people who had the increased deposits or the 
people who were the holders of deposits were spending them actively. 


By Mr. Deachman: 


Q. Well, suppose it was a condition such as we have at the present time, 
where business is relatively dull and that money was expended in public works, 
the building of buildings, would it be likely to produce that result?—A. That 
has not been the experience of the last few years, no; the increased deposits 
have tended to be relatively idle. 

Q. Well, then, if that money were borrowed and expended on public works, 
as Mr. Woodsworth ‘has suggested, your idea is that the money that was 
expended in public works would simply return to the banks and be so much 
idle capital?—A. That would probably be the pe ee under existing condi- 
tions it has been, anyway. 


By Mr. Ross: 


Q. Is not that the case in the United States to-day?—A. ve it is. Going 
back to the previous question I should note that a large increase and fear of 
further increases might unless the size of the increase, the further increase, 
result in a fright movement from currency. 
79551—2 
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By Mr. Donnelly: | ase a 
Q. Does not that have a tendency to make cheaper money? When you 
have idle capital, won’t interest rates come down?—A. They have, yes. 
Q. But would this bring them further down?—A. Possibly it would. 
Mr. Deacuman: Is there a limitation— 
Mr. Cieaver: Mr. Deachman, would you permit a question? 
Mr. DgracHMAN: Wait until I get this one question asked. 


By Mr. Deachman: 

Q. Is not there a limitation to the ultimate result of the easy money 
policy? How far can you go in the easing of money rates? Suppose we 
doubled our total deposits today, how far would that. go?—A. I could not 
possibly set a figure. There are two considerations there, I think, one is the 
difficulty of rates here going distinctly lower than in the United States. It 
might be impossible for that to take place; and the other is the question of 
desirability, the question of the extent of the sacrifice of the particular people 
affected. 

Q. Mr. Towers, when you are speaking of easy money rates, are you not 
thinking rather of government money?—A. It affects other things as well, of 
course. 

Q. Yes, but in loaning to a business enterprise there is something besides 
the pure interest rate; there is a certain element of risk, is there not?—A. Yes. 

Q. Is that the main factor that causes the price of money to a business firm 
in Wingham, we will say, to be 5 or 6 per cent—probably 6 per cent would it 
not?—-A. You are speaking now of bank loans? 

Q. Yes——A. It would probably be 5 per cent, I should say. 

Q. Five per: cent?—-A. I was thinking, as a matter of fact, of long-term 
money; that is money which industries may get through bond issues or in some 
other form. As 

Q. Take your bank rate. That would be 5 pes cent, and there is not 
much chance by further easy money policy to reduce it much below that, con- 
sidering the amount that has to be loaned and the cost of operating?—A. Prob- 
ably not much. In fact, what has happened in the last few years has made that 
rate on good risks come down from approximately 6 to say 5 per cent, or in 
some cases lower. | 

(. I was going to suggest this: that if business conditions improved and a 
bank office in a country town could loan more money, might not that really 
lower that rate? 

Hon. Mr. Srevens: Likely to raise it. 

Mr: DracuMan: That is what I am coming to. 


Mr. Towers: That is probably true. In other words, if a much larger 
proportion of bank assets were in loans they could afford, other things being 
equal, a lower rate. 


By Hon. Mr. Stevens: 


Q. Why is it that that never happens, Mr. Towers?—A. For that, I have not 
any answer. . 


(. It never happens, as you know. As soon as you get activity, up goes 
your rates. 


Mr. Deacuman: That is precisely the point I was after. 


Mr. Cueaver: Mr. Deachman, I wonder if I could squeeze in my question 
now concerning public works? 


Mr. DEACHMAN: Yes. 
(Mr. Graham Ford Towers.] 
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By Mr. Cleaver: 


@. Coming back to the discussion we had a moment ago on public works, 
do you not agree that as to all necessary public works, works which will even- 


_ tually have to be built anyway in order to properly service the country, the 
- government should enter the construction field and that these necessary public 


works could better be built during times of depression?—A. As you know, 
Mr. Cleaver, I have tried throughout to avoid expressing any opinion on a 
matter which is government policy. I think, in spite of the temptation to answer 
your question, I should stick to that, if you will permit me. 

Mr. Criraver: All right, I shall not press you. 

Mr. Jaques: May I ask Mr. Towers a question? 

The CHarrMAN: Mr. Deachman has the floor. 

Mr. DEAcHMAN: Go ahead. 


By Mr. Jaques: 
Q. Would you admit that anything physically N asible and desirable can 


_ be made financially possible?—A. Certainly. 


Q. To-day it is the other way around; that only what is financially desirable 
is allowed to be physically possible—A. No. 


By Mr. Deachman: 


Q. In connection with the question of Mr. Jaques, wait until I get this 
clear: Something which is physically possible is financially possible? Is that 
the contention?—-A. Yes, physically possible and desirable. 

Q. Yes, if you make it desirable it would have to be economically desirable. 

Mr. Jaques: I added “desirable.” 

Mr. DeacHMan: That is all right. 


The CHAIRMAN: Before you proceed may I make this observation in 
response to Mr. Cleaver’s question? Generally in Europe to-day there is a 


school of thought, particularly in Finland, as to the desirability of carrying 


out public works in times of depression, ‘but also of saving the capital for 
purposes in times of prosperity. 


Mr. Jaques: You bring about a depression by the savings, Mr. Chairman. 


_ The mere fact of saving brings about a depression. 


, 


The CHAIRMAN: No, no. 


By Mr. Deachman: 
Q. Did savings increase from 1921 on to 1928?—A. I certainly think they 
did, yes. 
Mr. QuetcH: What about an expansion of credit? 
Mr. Towers: The expansion of credit does not create savings. 
The CHAIRMAN: The idea is to eliminate waste. 
8 Towers: Savings are real things and are not money. 


r. QuELCH: ‘The issue of credit makes it possible to create real things. 
You i start a project unless you have something with which to start it. 


Mr. Towers: You can borrow from the people’s savings. The credit 
part of it is a very minor factor. 


Mr. QuetcH: ‘That can be accomplished by an expansion of credit. 


Mr. Towers: But the savings are represented by real things. Any expan- 
sion of credit to finance an increased volume of business is a side issue. 
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By Mr. Deachman: | 
Q. In answer to a question which I asked a few days ago in connection 
with reducing rates of taxation rather than increasing expenditures, at page 559 
you make this statement:— : 
In so far as taxes are paid with money which would otherwise 
remain idle, I do not suppose that there would be any increase in private 
spending if the rates were lowered, Only to the extent that existing 
taxes are actually impeding private spending would one expect to obtain 
a stimulus to increased private activity. 
What L want to get at is this: Our urban population in the Dominion of Canada 
is 5,572,000, not all on farms but really relying upon the farms. 


The CHAIRMAN: Urban or rural? 

Mr. DracuHmMaAN: Rural population. - The rural Solan is 4,800,000. 
Thanks, Mr. Chairman. 

Mr. Ross (St. Paul’s): What is the urban? 

Mr. Deacuman: 5,572,000. That is from the 1931 census. It would be 
higher than that now, but it is all right for the question I am asking. 


By Mr. Deachman: 

Q. Among your rural population you admit, I think,—everyone does—that 
there has been a very strenuous time since 1930.—A. Yes. 

Q. That the farmers have not been able to keep up their maintenance as 
they did prior to that time, and therefore to an extent that there was any relief 
from the tax burden so far as the farmer is concerned, would it not find its way 
into expenditures rather than into savings?—A. Probably. | 

Q. In connection with personal income tax, there are 39,000 people in~ 
Canada who had taxable incomes in excess of $4,000. We have about 8,000,000 © 
people in Canada who are twenty-one years of age or over and who might pay 
income tax if they had the income. In that case, dq you think that where the — 
income is less than $4,000 it would go to add to savings or would it increase ex- 
penditures?—-A. That is a very difficult question to answer. 

Q. Well, if we took the case of a man with a family whose income was less — 
than $2,000, there would not be much increase in savings?—A. No. ; 

Q. And taking into consideration the standard of life in cities, if a relief of — 
taxation fell upon those with incomes under $4,000 there would be a tendency, — 
would there not, to express it in a higher standard of living rather than in~ 
savings?—A. Yes. . 

Q. I think so—A. I think that is particularly true in the $2,000 and under 
class. Between $2,000 and $4,000 there might be a tendency to put a little more — 
aside. 
Q. That is absolutely true in so far as the farmer is concerned. Then I Oa 
again: serail 

Very seldom is it true that depression is spread evenly over the fiscal § 
area affected by any given tax. 

That was the suggestion I made. A reduction in sales tax was what I had in ~ 
mind. ; 
Therefore the benefit, if any, from the tax reduction tends to be 
diffused and to a considerable extent go to sections which relatively 
speaking are not in need. ; 
In the construction of public works, the benefit is usually spread in the cities, j 
is it not?—A. I have no way of answering that, Mr. Deachman. 

Q. In general our great public works, if they are large public works, are 
made in the city— 

(Mr. Graham Ford Towers.] 
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Mr. Macponap: (Brantford City) Directly. 


By Mr. Deachman: 
Q. Yes, directly. And it is natural that they should be because most unem- 
ployment exists in the cities——A. It is concentrated in the cities. 
Mr. Curaver: Are you not referring to direct labour? There are indirect 
benefits to quarries and sandpits. 


By Mr. Deachman: 


Q. We can come afterwards to the indirect, which would consist of the 
production of commodities which might be used, but which could be produced in 
the cities. So what is happening in connection with public expenditure is that 
the benefit is not diffused throughout the country—and we have been discussing 


the situation as far as the farmer is concerned—and therefore those in greatest 


need are not getting the benefit from a policy of public works. —A. Is that neces- 


sarily so, Mr. Deachman? 


Q. I would think so. Going back to my figures in regard to rural popu- 
lation, it is pretty hard to measure the benefit of a new post office in Toronto 
or the new station of the C.N.R. in Montreal for the farm population of the 
dominion——A. Perhaps that is true of certain specific public works. But 


there may be, I suppose, others such as roads, forestry projects or things of 


that kind which are more widely spread. 

Q. Again it would be hard to trace the benefit back to the agricultural 
population which has suffered the most, would it not? 

Mr. CuLEAverR: Would not the labourer spend at least a third of his wages 
in food? And would that not benefit the farmer, Mr. Deachman? 

Mr. Deacuman: You are going pretty far on that, Mr. Cleaver; because 
I doubt very much whether, in the expenditure for food, you would get a great 
increase in consumption of Canadian products, because the average worker 
now gets his food anyway, and these are the standard farm products of the 
dominion of Canada. 

Mr. CLEAvER: Does the man on relief get the same quantity of food as 
he would supply to his family if he was working? 

Mr. Dracuman: Not quite the same quantity, and not quite the same 


~ quality. 


Mr. CiEAvErR: Not by any means. 

Mr. DracuMan: Your prices for your products are determined very much 
by the export market, and there is very small opportunity to infuse it there. 

Mr. Taytor: Is it not a fact that the farmer to-day sends his cream out 
and lives on the skim milk? 

Mr. Jaques: Yes, he does: 

Mr. DeacuMAN: That is only a question of his relative poverty; and is 
excellent support for my contention that it is the farmer who has suffered, 
and for relieving the taxes which fall upon this class of people. 

The Cuarrman: Mr. Ross has a question. 

Mr. Ross (St. Paul’s): I was just going to say that a good deal of the 
cost of food which the urban purchaser gets is a question of services; and 


really the farmer does not get the full benefit of the increase. 


Mr. DeacuMaN: Any increase of expenditure on public works could not 
affect the farmer to any very great extent. What I am trying to point out 


is that a certain reduction in taxes could be made to fall upon that class which 


now has an income which is so low that the saving could not express itself in 


increased bank deposits, but would lead to increased purchase of goods. I 
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want to come to the other question: Should Canada use the available surplus 
in the balance of payments to increase imports rather than repatriate debt? 
There is a point in your reply there, Mr. Towers, on which I should like further 
information. You say: “In other words, on the whole, Canadian consumers 
were importing a somewhat larger amount of consumable goods during 1937-38 
than in 1926-29.” That is to be found on page 561. 


Mr. Towers: Yes. 


Mr, Dracuman: While it would be difficult to trace and prove it, I am. 


inclined to think that statement is quite correct. But I come back again to my 
farm population. My contention is that they were able to continue their 
purchasing power by neglecting maintenance and depreciation; and that, there- 
fore, if we could do something so that they could have purchasing power, it 
would enable them to maintain their buildings in normal condition. It would 
be very important. I quoted the other day in the house a statement by Hon. 
D. G. McKenzie, who was former Minister of Agriculture in the province of 
Manitoba and later Minister of Mines and Resources, who said that because 
of lack of purchasing power, the farmers of Canada were unable to buy their 
normal machinery requirements to the extent. of $200,000,000 during the 
depression. What I am trying to reach is this: Would it not be possible for 
us, instead of repatriating our bonds which have been sold abroad, to be able 
to bring back the goods which the farmers need and the people of this country 
need in restoring the productive machine to its normal standard of efficiency? 

Mr. Towers: I should certainly prefer to see a greater level of internal 
activity and less repatriation. 

Mr. Deacuman: How can we bring that about? ‘ 

_ Mr. Towers: There you come right to the question of internal prosperity. 
Repatriation is, to quite an extent, the product of a low internal level of 
activity. It does not cause the low level; but that level being low, it then 
becomes the case that there are surplus foreign funds available; and lacking 
anything better to do, they turn to the repatriation of debt. 

Mr. JAques: Why could we not do both? 


By Mr. Deachman: 


Q. Is it not also due to two things, the disequilibrium of the price level 
and the maldistribution of wealth?—A. Those things enter into that first 
question of yours, do they not, which we were to try to answer? 

Q. Yes, that is true. There is another point here that I have marked:— 


This factor and also the fact that the future markets for our agricul- 
tural products, which have declined in importance, remain uncertain 
because of the existing world trend towards nationalism and _self- 
sufficiency, are two arguments which favour caution when considering the 
question whether Canada should live on a scale which would absorb 
all our present export income. 


Would you not think that if our machine, our industrial equipment and our 
agricultural equipment is depreciating, it would be highly advisable to have it 
restored, as a means of increasing the efficiency of operation, reducing the 
cost and increasing production?—A. It is highly desirable. 


Mr. CiEAvER: How would you propose to step up the purchasing power of 
the farmer? 


Mr. Dreacuman: I dealt with that in the previous question, and I am _ 


unable to convince the government that I am right. When I fail to do that, 
I am a little afraid that if I ask any further questions, Mr. Towers would not 
be willing to go any further. 

(Mr. Graham Ford Towers.] 
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Mr. Cieaver: Other than the reduction of taxation, have you any other 
suggestions? 

Mr. DracuMan: The process which we have been carrying out of trying 
to break down the barriers of world markets to further export is one thing. 
But as long as the present condition exists—I, of course, protest against the 
existence of a sales tax at the height it is to-day. | 

Mr. Queucu: The sales tax would benefit all classes of society. If you are 
just trying to benefit the agriculturist, realizing that they are the ones who 
are penalized most, would it not be a more direct way of doing it to bonus the 
agriculturist, to benefit that one class? 

Mr. DracHMAN: I am quite willing to come to the question of bonuses, 
but you can reduce that to an absurdity very quickly, I think. We try our 
best to do it. We start with bonuses to the manufacturer. We go on from 
that to bonuses to the farmer. - 

Mr. Quetcu: To bring about parity. 

Mr. Dreacuman: Yes, to bring about parity; and when you have brought 
parity among them all, you have reduced the whole thing to an absurdity. 
A further thing 1is— 

Mr. Queucu: Before you leave that, would you not think it would be of 
material assistance to the farmer if means were devised for marketing his 
products so that he would receive a greater share of the ultimate selling price? 

Mr. Deacuman: I have no doubt about this, that so far as the farmer 
is concerned, if he is on an economic basis which permits him to see above the 
level of his own breakfast table, he will eventually, by co-operative means 
and otherwise, take care of his marketing; and all the government needs to do 
as far as that is concerned is to keep from getting in his road. But I do not 
think that the government need to go into the business nor should it do as 
a government enterprise what is in reality the farmer’s own business. 

Mr. Cieaver: Should not the government make facilities available to the 
farmer? 

Mr. DrAcHMAN: Quite. 

Mr. Curaver: To permit marketing of farm products? 

Mr. DeacHMAN: Quite. I am quite willing for that. 

Mr. Tucker: Might I ask if you have given consideration to this, Mr. 
Deachman? It arises out of what you have just said. You mentioned the fact 
that governments to encourage manufacturers may do so by giving them a 
deviated income tax. But that would not work in the case of the farmer 
because the farmer does not get a big enough income to pay an income tax. 
I wonder if you have given any thought to the question of compensating the 
farmer for the extra price he has to pay for his farm implements on account 
of the tariff, in view of the fact that it seems impossible to get the tariff off 
farm implements? 

Mr. Dracuman: One of the difficulties which you face there is the fact 
that in the United States they have been trying to make progress by deliberately 
raising prices, and the price of agricultural implements now in the United 
States has gone up, and the removal of the tariff on that particular item is not 
by any means as important as it formerly was. 


Mr. Tucker: No. I understand on many implements the difference in 
price between comparable points, take Dakota and Manitoba, is just the 
amount of the tariff. Now, it seems to me important in view of the position 
of the rest of Canada, it seems to me advisable to suggest if we are going to 
help the manufacturers in addition to the help they have already received to 
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improve their equipment then similar consideration should be given to helping 
the farmer to improve his equipment by paying him the difference in the price 
he has to pay owing to the tariff policy of this country whenever he buys farm 
implements and various forms of farm equipment. I just wondered if you had 
any explanation of that. 

Mr. DeacumMan: We have to consider certain things as they exist, and you 
and I both agree that they are wrong from our point of view—the whole tariff 
business; but if we are going to have tariffs I can hardly reach the point of 
saying that we should have absolutely free trade in connection with one in- 
dustry and leave other tariffs at rates which are preposterously high in these 
other industries. Agricultural implements are not by any means all that the 
farmer buys, remember that. 


Mr. Tucxer: I know, it is only a small percentage of what he buys. 

Mr. DracuHMan: You are asked to provide for the farmer by other means 
that I think would be even more efficient than lowering the tax upon his 
agricultural implements. 

Mr. Tucker: What suggestion would you make? I understood you to 
make the suggestion that the sales tax be taken off things for him. He has to 
buy many things and there is a sales tax on them all. The Minister of 
Finance says there is no sales tax on implements. 


Mr. DeacumMan: That arises from the misconception that the farmer buys 
nothing else but agricultural implements. If you said that he bought nothing 
it might be pretty close to the truth; but at the same time any of the things 
that he buys are the things that he must pay sales tax on. The sales tax is 
one factor, it is one factor, then there is this other factor— 


Mr. MacDonatp: There is no sales tax on farm implements. 


Mr. DreacuMan: But he has to buy clothing, boots, shoes, and all that 
sort of thing; no, not on farm implements, but on all the rest of the things he 
has to buy. There is a sales tax on everything else he buys, and that includes 
clothing, boots and shoes and a lot of other equipment; but the removal of the 
sales tax would be an effective means. But, I come back to this original 
point— 

The CHairMAN: Order. 

Mr. Macponatp: Guaranteeing him a price for his wheat would be of some 
assistance. | 

M. QuetcH: Surely. 

Mr. Taytor: Arising out of these observations, Mr. Deachman; do you 
consider that it is consistently possible for the primary producer to receive 
satisfactory prices for his products in a competitive economy; isn’t he the one 
who ultimaetly suffers? | 

Mr. DeacuMan: I am just going to answer this one question and then I am 
going to get back to the original subject. So long as we continue to increase the 
rigidity of our economic structure—and we are continuing to do it and passing 
more legislation day by day for intensifying the rigidity that exists there and 
creating new ones—and so long as that condition continues unquestionably the 
basic producer must. suffer; and I suppose he will continue to suffer until such 


time as he realizes that his will must be expressed instead of the will of those 
who ask for these rigidities. 


~ By Mr. Deachman: 


_ Q. I am coming back to Mr. Towers’ answer to my second question—that 
is on page 561.—A. Yes. 


(Mr. Graham Ford Towers.] 
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Q. “If it were considered that the low level of foreign demands for many 
of our exports were permanent, then there would be a case for revamping the 
Canadian economy to enable us to provide more of the things we need at home. 
The heavy cost of such a program makes it impractical for dealing with a 
temporary situation”; that is, we could not attempt to do this, to revamp our 
economic structure, if we thought that there was a future market for Canadian 
products and a future development for Canadian agriculture; that is right even 
there?—A. Yes. 

Q. Now, “In general, any action which would profitably increase our 
export income or reduce our payments abroad would be a strengthening influence. 
In this connection it is worth noting that a reduction in foreign debt results in 
a corresponding decrease in our obligations payable to other countries”; the 
only thing I want to point out there, Mr. Towers, is that it does seem to me 
that so far as this balance that we have now, a balance of payments in our 
favour—if it were possible to do it by any means, might very well be devoted 
to the idea of maintaining Canadian economy in a healthy condition—I refer to 
the maintenance and upkeep of our equipment rather than to buying back 
these foreign securities; have you any comment to make on that?—-A. Only what 
I said before, that I would be glad to see a higher lever of internal activity and 
a lower amount available for debt repatriation. 

Q. Quite. I come to the next question which arises out of the situation 
in England, and it may have been dealt with before, I am not sure. You have 
the stabilization fund in connection with the Bank of Canada?—A. There is 
a thing called an exchange fund which was set up by legislation in 1935. 

Q. But it has not been used?—A. There is a section in the Act which I 
think was one of the ones which was filed here in another section of this report. 

Q. Yes?—A. It gives the Minister of Finance permission to use the exchange 
fund for the purchase and sale of gold, foreign exchange, and so forth. That is 
section 6 of the Act, and sub-section 3 of that section says, “This section shall 
not come into force until a date to be fixed by proclamation of the Governor 
in Council published in the Canada Gazette.” I am not aware that there has 
been any such Order in Council. 

Q. Would it be of any material value at the present time?—A. Not that 
I can see, no. 

@. Conditions might arise in which it would be of use?—A. Yes, I think 
they might; and I think that was in the thought of the government when they 
first set it up. 

Q. There is a very large stabilization fund in England?—A. Yes. 

Q. Is the use of a stabilization fund inflationary in the long term or in the 
short term?—A. Not in the way they have operated it in England, no. 

Q. It could be, but it would not likely be; is that the answer?—A. No. 
Starting as they did in England and borrowing the money for the purpose of the 
operation of the fund there was-nothing inflationary in the system from the 
start. If it had been started by an authority to the central bank to purchase 
foreign exchange that, of course, would have had a monetary effect. 

Q. Quite. As it stands to-day it has not been an inflationary influence in 
England?—A. No, it has not. 

Q. Has there been any inflation in England?—A. Since when? 

Q. Since England went off the gold standard?—A. No, I would hardly say 
that there has. 


By Mr. Taylor: 
Q. Wasn’t the period about 1922—I am not sure that I am correct about 
my dates, but it was around 1922—was not that when the U.S. government 
drew the attention of the British government to the fact that their Bradburies 
_ were exceeding the normal figures—£327,000,000. I am speaking only from 
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memory. Was not that a declared condition of inflation, and did not the British 
government thereafter steadily reduce the amount of those notes in issue?— 
A. I do not know that they did. I do not recall a reduction. Because of 
business conditions there may have been some reduction in the outstanding 
note issue. 

@. I thought it was definitely as a result of the representations made by 
the Federal Reserve Bank and the monetary authorities in the U. S.?—A. I 
do not think they ever made any representations. 

Mr. Taytor: Of course, it is a long time ago. 

Mr. DeacuMan: It does not work out in fact, because the circulation of 
currency notes in England stood at £283,000,000 in March of 1923, and they 
stood at £292,000,000 in 1928 when they disappeared into the Bank of England; 
and in all that time the highest point they ever reached was £297,000,000, 
in 1925. It was a very small change. 

Mr. Taytor: I think it was prior to 1922. 

Mr. DracuMan: The figures only go back to 1923—all I have here. 

Mr. Jaquses: Did not England go back to the gold standard in 1921? 

Mr. Towers: 1925, was it not? | 

Mr. Deacuman: The two circulations were combined in 1928. 


By Mr. Deachman: 


Q. The other question I wanted to ask was: in regard to note circulation 
of the Bank of England has there been a material increase?—A. I think I have 
the figures here. Yes, there is. Say, from 378 million pounds in 1934 to about 
485 million pounds now. 

Q. That would be due to the normal increase in business?—A. Over and 
above that there is considerable hoarding of English notes on the continent. 

Q. So that England’s increased expenditures up to last year have been 
largely a question of borrowing in the ordinary way.,have they not?—A. No, 
not even that—expenditures have been made from revenue, because until the 
rearmament program the British debt has not been going up. 

Q. That is really what I wanted to say. I was looking up their debt. 
Between 1920 and 1938—if you will leave out the American debt—I am leaving 
it in suspense for the moment—the debt of England was six billion, seventy 
hundred and eighty million pounds in 1920 and six billion, four hundred and 
forty-five million pounds in 1988. 


Mr. Jaques: How much had they paid in between? 


Mr. DeacHMaN: The reduction in that period would be roughly £335 million. 
I do not know whether or not the American obligation should be counted. If — 
that is counted in, the change will be almost the same, because it would be 
taken off in both: cases. There is, however, this other factor that certain 
loans have been guaranteed—that is loans for local governments and items of 
that kind, and probably some foreign loans are involved in this, which amount 
now to roughly between seven and eight hundred million pounds. So that if 
we take that into consideration, these guaranteed loans, and call them an actual 
liability of the British government instead of a contingent liability, there is 
an increase— 

Mr. Tucker: Where do you get those figures from? 


Mr. Dreacuman: I will loan it to you. This is the “National Debt” of 
England. If you want to borrow it you can have it. I took it from somebody 
else in the first place and you can take it from me. It is a statistical abstract, 
1920-36, and is printed by His Majesty’s stationery office in London. 

Mr. CiEAvER: I wonder if I could complete one or two questions? 

(Mr. Graham Ford Towers.] 


; 
. 


Se ee 
~ 


BANKING AND COMMERCE 779 


The CHarrman: Mr. Deachman has not finished yet. 
Mr. Curaver: My questions arise out of governmental construction work. 


Mr. DeacHMaAN: I think I have finished. I thank you very much, Mr. 
Towers. . | 

Mr. Cieaver: Before you leave, Mr. Deachman, I wanted to direct a 
question. I have before me now the report which appeared in the Montreal 
Daily Star of May 24th, dealing with a recent survey made of one hundred 
families in the city of Toronto. That survey discloses the fact that children in 
those Toronto families—I refer to children on reliefi—were found to be getting 
one-half of the proper amount of bare necessaries, which means a proper diet. 
Lack of adequate supply of milk was one of the principal reasons for this defi- 
ciency. The children should have been drinking a pint and a half of milk a 
day and actually were securing only one-third of a pint. Now, if government 
works put wages into the hands of the city workers it might have had a direct 
ek to those families in supplying the increased quantity of milk and other 
things. 

Mr. DracHMAN: Well, if the money wage went directly into the hands of 
the people whose children needed that milk; but I think the money wage paid 
out might go to some of the very high class labourers who are probably charging 
a very high rate and do not need it, and the scarcity of milk—I would point 
out another thing, and this is in answer to this talk of scarcity in the midst of 
abundance, and it deals with the matter—the British Medical Association in 
in a recent report makes this statement :— 

To reach an all-round standard of good nutrition our consumption 
of milk would need to rise by 80 per cent, of butter by 40 per cent, of 
eggs by 55 per cent, of fruits by 120 per cent, and of vegetables by 
85 per cent. 


As the standard of living in the United Kingdom is very much higher than 
the standard of living on the continent of Europe, mainly as far as the leading 
countries are concerned, then I venture to suggest that in order to bring the 
continent of Europe up to a proper standard of health, from a nutritional stand- 
point, it would be necessary to double the consumption of foods on the continent 
of Europe. 

The CHatrMANn: Some foods. 

Mr. DracHMAN: Well, I am speaking now of the continent of Europe 
because their demand would be much higher. These figures deal with England. 
This is from the report of the British Medical Association as published in the 
Economist of May 6, 1989. 

The CuarrMan: I think I know the report. Now, what does the report 
say in reference to energerizing foods, for instance wheat? 

Mr. DracuMaAn: It emphasizes that these are the protective foods which 
are needed particularly in England, and if you would concentrate on England 
as far as these foods are concerned—for instance, eggs, butter, cream, milk 
especially, and so on—they would very probably be largely produced in England 
and the increased time and attention of the labour to the production of these 
foods might for that reason leave them open to buy the Canadian foods which 
we would like to supply. 

The CHarRMAN: But the report goes on to say—this is a digest of it. 

Mr. DracHMAN: That is what I am coming to. 

The CuatrMAN: So far as the wheat, for instance, is concerned, they have 
a sufficiency for nutritional purposes. 

Mr. DEACHMAN: Yes, it could be grown there, but if you turn your atten- 
tion to the production of those other foods, it would mean that they would 
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probably drop off in the production of wheat, which is not economically profit-_ 
able in England, providing you get the other step which is the most difficult of 
all, the keeping of men from cutting each other’s throats. 

The CHatmRMAN: ‘The farmers say they have to grow wheat in order to 
have rotation of crops. 

Mr. Ross: I have one question. : 

The CuarrMAN: It is 1 o’clock, but Mr. Ross says he has a question to ask. 


By Mr. Ross: 

Q. Can you control the interest rate level in this country? Would you be 
able to control the interest rate?—-A. It would be foolish to say there is an 
absolute and definite control. 

Q. I mean to say, you could control it for the good of the country. That is 
what I mean.—A. One could have a strong influence on it. 

Mr. CieAver: <A very strong indirect control. 

Mr. Towers: Yes. 


The committee adjourned at 1 p.m. to meet again to-morrow, May 26, at 
11.15 a.m. . 
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MINUTES OF PROCEEDINGS 


Fripvay, May 26, 1939. 


The Standing Committee on Banking and Commerce met at 11.15 a.m., 
the Chairman, Mr. Moore, presiding. 


Members present: Messrs. Baker, Clark (York-Sunbury), Deachman, 
Dubuc, Fontaine, Hill, Jaques, Kinley, Macdonald (Brantford City), Moore,. 
Queleh, Ross (St. Paul’s), Tucker, Taylor (Nanaimo). 


In attendance: Mr. Graham Ford Towers, Governor of the Bank of 
Canada. | 


The Committee continued its consideration of the annual Report of the 
Bank of Canada, Mr. Towers being further examined. 


At 1 o’clock the Committee adjourned until 4 p.m. 


AFTERNOON SITTING 


The Committee resumed at 4 o’clock. 


Members present: Messrs. Cahan, Deachman, Donnelly, Dubuc, Hushion, 
Isley, Jaques, Kinley, Landeryou, Macdonald (Brantford City), | MicGeer; 
Martin, Moore, Quelch, Taylor (Nanaimo), Tucker. : 


Examination of Mr. Towers was continued. 


During the course of his examination Mr. Towers filed answers to questions: 
by Mr. Cleaver and Mr. Deachman, and a letter written by Mr. Henry Mor- 
eenthau, Jr., Secretary of the Treasury of the United States, to Senator Robert: 
F. Wagner. 


Ordered, that these answers and Mr. Morgenthau’s letter be incorporated. 
in the evidence. ; 


At six o’clock the Committee adjourned until Monday morning, May 29, 
at eleven o’clock. | | | 
R. ARSENAULT, 
Clerk of the Committee. 
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MINUTES OF EVIDENCE 


House or Commons, 
Room 277, May 26th, 1939. 


The Standing Committee on Banking and Commerce met at 11.15 a.m. 
The Chairman, Mr. W. H. Moore, presided. 


In attendance: Mr. Graham Ford Towers, Governor of the Bank of 
Canada. 


The CHatrMan: Order, gentlemen. Is it the pleasure of the committee 
that Mr. Ross (Sé. Paul’s) have the floor this morning and then be followed by 
Mr. Macdonald? 

All right, Mr. Ross. 


Mr. Ross: Mr. Chairman and Mr. Towers, I have been listening to some of 
the views expressed by the various members and I think that instead of ques- 
tioning Mr. Towers, I should like to read what I have here and have you com- 
ment after I have read it as to whether I am right or wrong in what I am saying. 
I could easily do it by way of questioning, but I think it would be easier and 
quicker for me to say what I have to say and then you can comment. 

_ The CuHairman: Suppose for the purpose of the record that we assume 
_ that silence does not necessarily mean consent. 

Mr. Towers: I think that might be helpful. 

The CuarrmMan: Does not necessarily give consent. 

Mr. Ross: That is all right. 


a The CHairMAN: That is just for the purpose of the record. 


By Mr. Ross: 

Q. There have been some views explored, during the discussions of the com- 
_ mittee, and I think the following is a fair summary of them. I would ask 
_ Mr. Towers if he thinks I am right when I have finished. I should like to state 
_ these views first. It has been stated that the country continues to suffer from 
_ the depression because the government endeavours to finance its recovery efforts 
__ by collecting taxes or borrowing people’s savings. Is that right?—-A. Because the 
country continues— 

Q. The view has been expressed that the country continues to suffer from 
the depression because the government endeavours to finance its recovery by 
collecting taxes and borrowing people’s savings—A. I would find it very hard, 
_ so far as I now recall, to say that that was a definite expression of opinion. 

r Q. I do not mean it is an expression of opinion by every one of the members. 
_ —A. No, I know, but even if one takes individual cases I find on going over the 
33 record that although various things, including the one that you mentioned, are 
suggested as possibilities, I find it very difficult to say that such and such a 
person has specifically expressed that view. 

x The CuatrMAN: Let the record speak for itself. 

, Mr. Ross: I think so. It has been said further that it would achieve more 
- success if it were to adopt a managed currency and finance its program by 
_ means of “ controlled inflation.” I gather these only from reading the evidence. 
It is also said that many nations the world over have found a new lease of 
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national strength and new recovery of internal prosperity in the management 

of their own currency. It has been said that Britain provides an example of 

this. There government has taken the control of currency and credit away | 
from irresponsible bankers and placed it where it properly belongs, under 

responsible government. ‘The government, in the last analysis, rules the Bank 

of England and the result has been great economic improvement in Great 

Britain; she has “spent her way to prosperity.” In other words, I think that 

has been stated too. 

Mr. Jaques: We won't state that. 

Mr. Towers: 1 think that in reference to Great Britain it has been 
brought out that her expenditures, at least until rearmament came along, have 
been financed almost’ entirely from taxation, so that the example of Great 
Britain has apparently been one along— 

Mr. Ross: No matter whether it has been done out of capital or out of 
taxation, I think it has been said that the example of Great Britain is one that 
shows she has spent her way to prosperity. | 

Mr. Towers: I do not recall that, but perhaps you are right. 

Mr. Jaques: We won’t admit the prosperity. 

Mr. Ross: I am not saying that you do. It has been said that Canada too 
must adopt a policy of controlled inflation directed by the government. The 
Bank of Canada Act, 1934, provided a basis for such a move. (1) The Bank of 
Canada can issue legal tender on a 25 per cent gold basis, although the require- 
ments of gold backing may be suspended in an emergency. (2) The Bank of 
Canada has the exclusive right to issue legal tender currency. (3) The char- 
tered banks must maintain a reserve against deposits of only 5 per cent in 
Bank of Canada notes or deposits. As a result of these measures, there is 
a tremendous volume of unused credit available in Canada, estimated at 
$13,200,000,000. Is that correct? 

Mr. Towers: I think these were the figures which were referred to before. 

Mr. Ross: This voltme of credit arises first from the fact that while the 
Bank of Canada has power to issue four times its gold reserve in notes, it has 
actually almost a 50 per cent gold reserve against its note issue; and secondly, — 
from the fact that whereas the banks may issue twenty times their holdings of ~ 
these notes in credit money, they have only issued about ten times their reserves. 
The amount of gold reserves above the legal limit would permit a credit expan- 
sion of about $7,800 millions. That is right, roughly right? 

Mr. Towers: I do not remember the figures, but I know-— . 

Mr. Ross: The amount of Bank of Canada notes and deposits held by the © 
chartered banks would permit a further increase in deposit liabilities of © 
$2 900,000,000. } 
; Mr. Tavtor: Mr. Chairman, I should like to question that statement about 
the 13 billions. How is that possible? ! 4 

Mr. Ross: I am just reading it. a 

Mr. Towers: I think what I would put in there, if I may, is that, as I) 
think we all recognize, those are theoretical figures. Their only purpose is to 
indicate that the legal possibilities of expansion are very great indeed. 

Mr. Ross: I am not advocating this. 

Mr. Towers: I realize that. 

Mr. Ross: I am simply stating that it has been stated, as far as I can ’ 
gather by some members of the committee. 1 wish to criticize it afterwards and 
{ shall show you how it is made up if you wait a minute. 

Mr. Taytor: I know, but I am questioning the whole thing. 


[Mr. Graham Ford Towers. ] 
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: The Cuarrman: So was Mr. Ross. Mr. Ross was questioning the whole 
thing. 

Mr. Ross: I will question it myself. The amount of savings which it is 
claimed are all available for the purchase of government securities 1s 
$2,500,000,000, so that makes a total credit available of $13,200,000,000. It has 
further been said that in Canada the control of this potential currency has been 
handed over to the Bank of Canada and the privately owned chartered banks; 
that the issue is no longer inflation, for we in Canada adopted inflation in 1934. 
The real issue is: shall our inflated currency and credit be controlled to serve 
Canada, or shall it remain a concession to Canadian bankers? 

It has been mentioned as particularly deplorable that the banks can expand 
$1 Bank of Canada bills into $20 of bank credit money, and exchange that type 
of money for interest bearing government bonds—that the chartered banks can 
exchange mere bookkeeping entries for government, bills bearing interest and 
government bonds. It is, therefore, found not surprising by some that banks 
hold $1,162,000,000 of government securities and that these holdings—That is 
right, is it not? 

Mr. Towers: Roughly, yes. 

Mr. Ross: These figures are rough? 

Mr. Towers: Yes. 

Mr. Ross:—-and that these holdings have increased by $478,000,000 since. 
1934, when this concession was granted. Parliament has authorized the 
chartered banks to create their own buying power with a bookkeeping system 
which they use to buy government bonds. 

The main thread of this argument is that Canada needs inflation, that it is 
possible, due to the great volume of unused credit available and that it should 
be under the eontrol of the government. This is not recommended by all 
members, but by some. Inflation has, of course, several meanings. ‘l’o many 
people it means pouring out large quantities of new money into the economic 


system, with the intention that commodity prices will rise, and with the hope 


that they will not go too high. 

But if one thinks of it merely as a matter of raising the prices of com- 
modities, lowering interest rates on money and increasing loans to business, 
there are many ways in which these aims can be achieved without resorting to 
the printing press. To make money freer it is not necessary that its quan- 
tity be greatly increased. Is that not so? 

Mr. Towers: That is so, on the basis that more active use of the money 
in existence makes it possible to finance a greatly increased production, as 
we have seen on various occasions in the past. 

Mr. Ross: That is so. It has been said that the efforts of the Bank of 
Canada, the government and the chartered banks in recent years have all been 
to increase business activity by lower interest rates, to make borrowing more 
profitable and to make the hoarding of savings less attractive. 


Mr. Towers: Yes. | 
Mr. Ross: It has been advocated, or rather contemplated, that we do 


‘something more drastic than this, although to my mind it is not quite clear how 


this inflation is to be achieved. There is no indication of definite adherence to 
the printing press policy, but neither is it clearly supported that the issue of 
government bonds or progressive income taxation will achieve this result. 
Both these latter are important instruments of government policy; an 
issue of new bonds to finance construction works or high rates of taxation on 
large incomes, may support an inflation since either will tend to put idle 
money in the hands of those who may be expected to spend it. That is right, 


is it? 
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Mr. Towers: I do not think that what you outline there is necessarily 
of an inflationary character. } 

Mr. Ross: I wish to support— 

Mr. Towers: I do not think an issue of bonds unaccompanied by bank 
expansion—in other words, a case where the bonds are bought by the ae 
nor high rates of taxation on large incomes are inflationary. 

Mr. Ross: There are limits to this sort of thing. Either policy, if car- 
| ried too far, will eat into the country’s capital and mortgage the future, 
| either by high taxation or a reduction in capital resources. Is that not so? 

Mr. Towers: I find it rather difficult to follow that. If the character of 
taxation is such that the economy is dislocated for one reason or another, then 
it is true that you risk a falling off in production. JI think that statement 
could be applied to taxation of any character. 

Mr. Ross: ‘Then we all know the disadvantages of excessive inflation, 
regardless of type, are of course obvious. It is difficulut to stop, its temporary 
benefits are irregular and its ultimate ill-effects inevitable. Is that not so? 

Mr. Towers: You are speaking now of inflation? 

Mr. Ross: Yes. 

Mr. Towmrs: Yes. 

Mr. Ross: Some who have spoken in committee appear to be satisfied 
that inflation is sufficiently justified if it is legally possible. Most of the figures 
of the amount of “ unused credit available’? may be correct in the sense that 
the Bank of Canada and the chartered banks have larger reserves than the 
law requires; although one may question the assertion that all savings accounts 
are available for purchasing government bonds. That is so? 
| Mr. Towrrs: They are theoretically available, of coursg. | 
Mr. Ross: Not practical? 

Mr. Towers: It is unwise to expect that the etn majority of the holders 
would want to make any such purchases. 
Mr. Ross: Gold reserves are very high now, are they? 
Mr. Towers: Bank of Canada gold reserves? 
Mr. Ross: Yes. | . 
Mr. Towerr:: I would regard them as being at a reasonable figure. | 
Mr. Ross: Far above the 25 per cent minimum requirement? . 
Mr. Towers: Yes. I think, of course, as has been pointed out, that 25 per : 
cent minimum was never to be necessarily the amount which would be held. j 
Mr. Ross: While the banks usually keep about a 10 per cent reserve against _ 
deposits instead of the 5 per cent required by law. Is that so? 
Mr. Towers: That has been their practice for many years before the law ; 
ever came into effect. 
Mr. Ross: But to say that the law permits’ increased credit is not to prove 
that it is desirable or even, at present, easy or possible. 
Mr. Towers: There are two questions there, one would be the possibility 
or desirability of expansion in:a way which brought the reserves down to 5 per 
cent. I certainly do not think that would be desirable nor do I think the 
chartered banks would regard it as\desirable. . The 5 per cent minimum reserve 
is Just what the name implies, a minimum. 
Mr. Ross: A very large increase in Se would constitute dangerous 
inflation whether permitted by existing law or not. 
Mr. Towers: Yes. 
[Mr. Graham Ford Towers. ] 
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Mr. Ross: Nor does the enactment of a 5 per cent minimum reserve against 
_ bank deposits reduce the risks the banks would run were they to reduce their 

cash reserves below the 9 per cent or 10 per cent which experience has taught 
Is necessary to maintain solvency. Is not that right? 

Mr. Towers: I think that is a desirable figure for reserves. 

Mr. Ross: That is, from experience there is a danger there? 

Mr. Towers: Yes. 

Mr. Ross: We can say no more than this, that experience is the teacher 


Mr. Towers: Yes. 


Mr. Ross: Again, some seem to feel that the failure of credit to expand up 
to the legal possibilities is due to the failure of the government to control the 
banking system. Is that not so? 

The Cuarrman: I would let the record speak for itself. 

Mr. Ross: Yes; all right. 


By Mr. Ross: 


Q. In that regard I should like to ask if money is available to small 
borrowers under our present system in the same way as it is in England, for. 
instance, with respect to the Westminster Bank which does a very large business _ 
in loans to small people, as I understand it?—A. I should think that it is in 
Canada, yes. 
; Q. You think it is?—A. Yes. 

@. Do you not think it might be a good idea if the banks of this country 
were to form some kind of a central bank for the purpose of going into that, 
‘small loans business on a reasonable basis? On account of the cost of doing 
business being so high, if they were to pool their resources, might not some- 
thing like that be accomplished with great benefit?—A. I am inclined to think - 
that the organizations are large enough now to be able to do that, each one on 
their own hook. One of them, as you know, has gone in rather extensively for 
specialized activity along these lines. 

‘ @. One hears complaints from time to time that money is not available to — 
small borrowers?—A. I know that. I think it is most desirable that wherever 
‘possible such complaints should be investigated. I think it is most desirable 
for the banks themselves to have prominently in mind the need for as wide- 
‘spread a loaning business and as generous a granting of credit as it is possible 
for them to undertake within the limits of safety. I think that should be their 
constant preoccupation. If it is the case, due to fears on the part of individual 
Inanagers, that some people have been unable to get loans, shall we say, small 
loans to which a reasonable appraisal of their situation would indicate that. 
they were entitled, if there have been such cases it is regrettable and the banks | 
should constantly endeavour to cut those down to a minimum. | 
| Q. I appreciate that, but the point I am getting at is this: Is not the 
‘small loaning business of an entirely different character from a large loaning 
ing? It just as mortgage loaning is an entirely different business from bank- 


ing? It seems to me that when you look over the figures of the cost of doing 
usiness of those small loaning companies which we had before us, we might 
have some bank which would go into this business to a greater extent than just 
the one bank which we have at the present time—A. Yes. 
_ Q. I am not questioning the policy of the banks in loaning their money 
because I appreciate the fact that there are various factors which enter into it 
‘and it seems to me there are bound to be dissatisfactions from time to time. 
We cannot help that. But I just throw out that suggestion—A. I understand 
the point. Although, of course, we have referred to one bank as making a 
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specialty of that business, I think the other banks do contend that, while they — 
may not have set up separate departments, they go in for approximately the 
same type of business. However, leaving that aside for the moment, as I under- 
stand your point, it was that this business does require some special method of — 
approach, some special training and that a considerable volume is required in 
order to make it possible to do it on a reasonable basis. That was your thought — 
in suggesting that the thing might be combined? 

Q. Yes—A. I am rather inclined to think that the branch organizations, 
the whole structure of most of our banks, is sufficiently large so that they could 
on their own hook develop a reasonably economical volume of that type of © 
business. 

The CuarrMAN: Mr. Ross, may I suggest that you do not revive the old 
controversy which we have had for four years as to personal loans. 

Mr. Ross: I did not intend to revive that. I was thinking more of the. 
Prime Minister’s statement on the eve of the last election that he would issue — 
money and credit in terms of public need. I do not think the Bank of Canada 
can really do that. 

Then we were talking about the expansion of the $1 Bank of Canada bills ~ 
into $20, and so on. Britain’s case has been cited as an example of a different — 
policy, but again, to my mind, the reasoning ts not clear. | 

While inveighing against Canada for depending on high taxes and borrow- — 
ing to finance its recovery efforts, Britain is praised for maintaining a scheme ~ 
of high and widespread taxation on income and she is commended for forcing — 
the banks to absorb her securities by expanding bank credits. | 

With respect to this latter, the argument, to my mind, is particularly © 
inconsistent. In the case of Britain it is said that the purchase of government | 
securities by the banks means the government always has at its disposal a ~ 
plentiful supply of money on its own terms, it can keep the medium of exchange ~ 
circulating, raise the standard of living, increase the volume of trade, and so on. © 

On the other hand, in the case of Canada, the same thing is regarded as 
deplorable. Here, the purchase of government securities by the banks means - 
that the latter “ by expanding $1 Bank of Canada bills into $20 of bank credit © 
money, exchange that type of money for interest-bearing government bonds,” — 
and they create their own buying power with a book-keeping system which they 
use to buy interest-bearing government bonds; and therefore, it is one of the” 
most dangerous concessions ever issued by a democratic government to private — 
capital. : 

I should like to know why we praise the system in one country and_ 
deplore it in another country? ) 

Mr. Towers: If there was praise for the one and a deploring of the- 
other, I would not understand it because, as a-matter of fact, the systems 
operate in the same way. : 


By Mr. Ross: 


@. Both banking systems are practically the same?—A. Yes. 
Q. The principle is there?—A. Except, because of a different situation in 
England, the holding of government securities by the banks in the United 
Kingdom represents a much smaller proportion of their total assets. . 
Q. I think we might easily question the suggestion that England has 
lifted herself out of the depression ahead of Canada by subjecting the banke 
to ruthless control. Is that not so?—-A. Would you repeat that? = 
Q. England has lifted herself out of the depression ahead of Canada by 
subjecting the bankers to ruthless control?—A. No. 4 
Q. When we know that the real reasons for the recovery have probably 
been a boom in construction and heavy expenditures on armaments. That 


[Mr. Graham Ford Towers.] 
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has had a lot to do with it, has it not?—A. Construction activities undoubtedly 
_ had a great deal to do with the earlier stages of England’s recovery. 
Q. And now armaments are having a very large effect on it?—A. Yes. 

Q. The former has begun to wane, and we know that British economists 
are seriously worried about the outcome of the latter; expenditures of this type 
do not produce a healthy revival. Is that so?—A. That is so. 

Q. Returning to Canada, it is suggested that as a result of the extremely 
advantageous position indicated: above and apparently created in 1934, the 
Canadian banks have eagerly sought government securities, and it is stated 
that bank portfolios of government issues have increased by, roughly, $478,- 
000,000 since 1934. I think that is right—A. Approximately that, yes. 

~ Q. Is not the explanation of this increase as we have it there absurd?— 
A. The explanation? 

Q. The explanation that I gave; that the Canadian banks have eagerly 
sought government securities?—-A. They have, yes. 

Q. They have eagerly sought government securities?—A. Yes. 

Q. The fact has been overlooked that in the same period, despite the cen- 
tral bank’s easy-money policy, the average loans in Canada of the chartered 
banks declined by $111,000,000; to this extent the purchase of securities by 


the banks had merely been a replacement of one, form of earning asset by | 


another—A. To the extent that there was a decline in loans, as you say, hold- 
‘ing of government securities instead is a form of replacement. But the pur- 


chase of government securities was considerably in excess of any decline in | 


loans. 
 Q. What would account for that?—A. The addition to the chartered 
banks’ cash reserves arising from Bank of Canada action. 
Q. Is it not so that the demand for loans from banks has decreased?— 
A. Yes. 3 

Q. Apart from the decline in opportunities to make loans to business, the 
tendency to increase holdings of government issues is merely a continuation 
of a trend that set in over twenty years ago due to the change in Canada’s 


economy from a rapidly expanding one to a more or less static condition —A. - 


I would not say as long as twenty years ago, because the security holdings of 
the banks right through to 1929 were relatively moderate in proportion to their 
total assets. 

Q. That period may be slightly too long—A. Since the depression, shall 
we say? , 

Q. What I am thinking of is the expansion of the country with respect to 
railway development and one thing and another of that kind, which was very 
large, and as a consequence of that the expansion. No one regrets this develop- 
~ ment more than the bankers. Anyone must know this; for not only is it not in 
the interests of either the governments or the banks that they should become 
so completely dependent on each other, but the return from such investment 
is much below that from commercial loans——A. Completely dependent, I think, 
is a strong term, because the banks, even although their holdings of dominion- 
provincial securities are substantial, only hold about 16 per cent of the total 
debt. 

Q. So far as the claim that the banks can convert $1 Bank of Canada bills 
into $20 credit money to buy government securities is concerned, might I point 
out that this assumes that the banks maintain only a 5 per cent reserve instead 
of the 10 per cent reserve they actually find necessary, by experience. 

Mr. Tucker: They actually find what? 

Mr. Ross: They actually find necessary by experience. 

Mr. Tucker: It has been found necessary in the past. 

Mr. Ross: It has been found necessary for a period of years. I think Mr. 
Towers agrees with that. 
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By Mr. Tucker: 
Q. But the governor would not say it is necessary under the present set-up. 
—A. Yes, I think it is. I would not like to see them hold less. . 
QO: That is your personal feeling, but it is not necessary, though.—A. I © 
think it is; yes. If they are not going to come into too great a dependence on © 
the central institution, then they should hold a fair amount of cash throughout 
the year. 


By Mr. Ross: 
Oat item that up with this: The interest is made Hobs so by the eons 
ance of maintaining at all times, confidence in the medium of exchange. 


Mr. Tucker: That is not the reason. 


The CHatrMAN: Mr. Tucker, before you came in Mr. Ross expressed the 
desire to proceed uninterruptedly, and only with his permission should is hike 
to see interruptions. 


By Mr. Ross: " 


Q. Secondly, the Bank of Canada cash and deposits held by the banks were 
not created in 1934 by the legalization of the 5 per cent reserve ‘requirement, but | 
were largely composed of dominion notes already held bythe banks and their — 
gold which was taken over by the Bank of Canada?—A. Yes. q 

Q. That is a true statement, is it not?—A. Yes. 

Q. Their present holdings of legal tender are merely what was formerly — 
their own property converted into another form?—A. Plus the additions which 
have taken place in their cash reserves since 1935, and in including 1935, as a ~ 
result of Bank of Canada action. . 

Q. It was used by the banks as a cash reserve against deposit liabilities — 
before 1934 in the form of gold and dominion notes, just as it is used now in the © 
form of Bank of Canada notes and deposits. Is that right?—A. Yes. 

Q. It seems to me that much of the trouble as enunciated appears to pro- 
ceed from the facts, first that they consider a managed currency as necessarily © 
an inflated one, and, secondly, that they fail to recognize that Canada’s mone- ~ 
tary system is just as much managed as any system can be under current business ~ 
conditions and with so young a central bank. Is that so?—A. Well, I think — 
perhaps that can be stated in this form; that we have a managed currency and ~ 
therefore there is a responsibility for dealing with monetary problems by means — 
of decisions which are not automatic, as they may be when a gold standard is © 
in operation. a 

Q. Is not the idea ridiculous; in fact, the inducing of an inflation is probably 
the most difficult piece of management that monetary authorities can ale ee § 
A. Not if you go at it strongly enough. . 

Q. You can induce inflation—A. Yes. P 

Q. But it is a pretty difficult thing to do?—A. If you proclaim your inten- — 
tion and go at it strongly enough, you can undoubtedly inspire a feeling of — 
fright which will result in flight from currency. i 

Q. That is really what inflation is?—A. Of an extreme character, yes. | 

Q. We have inflation to-day, of course?—A. No. r: 

Q. I will ask you that again. Certainly, there is little that the chartered ~ 
banks can contribute on their own initiative to such an effort as inflation?—A. — 
No, the actions of the people who own the money, namely, the depositors, is the 
‘major factor there. 

Q. It is beyond their power, in other prdst ak Initial action by banks ™ 
based on a central bank policy will increase the amount of the deposits, but 
whether or not that produces inflation will depend on the subsequent action of 
the depositors. J 

[Mr. Graham Ford Towers.] 
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F Q. It does not follow that, because a sum of money is available in the 
_ hands of the banking system for the making of loans, the whole of this sum 
will be actually borrowed. The use of the money involves the existence of 
_ persons ready to borrow who are sufficiently credit-worthy for the banks to be 
able to lend to them?—A. Yes. 


By Mr. Pucker 


@. Is that true, Mr, Towers?—A. I think Mr. Ross. was speaking only 
of the loaning end of it. 

@. He said that the only way that the banks can contribute to an inflationary 
policy is to try to find a sufficient number of borrowers.—A. I did not under- 
stand that. 


Mr. Ross: No, I said “It does not follow.” Mr. Towers explained some- 
thing about inflation, but I said “it does not follow that because a sum of 
money is available in the hands of the banking system for the making of 
loans, the whole of this sum will be actually borrowed. The use of the 
-money—” 
Mr. Tucker: And Mr. Towers agreed to that, and I said it was not cor- 
prect. 
Mr. Ross: But I went on to say, “The use of the money involves the 
existence of persons ready to borrow who are sufficiently credit-worthy for the 
banks to be able to lend to them.” 


Mr. Towers: I think Mr. Ross was just at that moment on the loan end 
Bol it. 


Mr. Tucker: I thought he was saying— 


Mr. Towers: It would make a more complete statement if one said that 
in these circumstances a constant effort to increase loans, or failing that an 
an increased purchase of securities, would have the result of expanding the 
total volume of money. 

Mr. Tucker: And cause inflation if it went far enough? 


Mr. Towers: Right. 


By Mr. Ross: 


Q. Money is not the source of purchasing power?—A. I think that is a 
fair statement: in other words, money is the medium of exchange. 
7 Q. Yes. In other words, you may say “The use of money has not in any 
way whatsoever changed these two basic facts. First that the production of 
exchangeable goods is the only way in which purchasing power can be con- 
tinuously created and second, that it is the value of the goods so produced in 
‘elation to the value of the goods the producer desires to obtain that determines 
the extent of his purchasing power.” That is the only way he can make 
‘Money out of it?—A. Yes. 
- QQ. Now, certainly in times of depression it may be very difficult to find 
enough such persons, who are credit-worthy, to absorb all the money which 
is available for lending, or in times such as these, the scarcity of opportunities 
in profitable enterprise reduces the demand for this. Therefore, under such 
eircumstances the banks are reluctant to see their money idle, and will probably 
buy securities of the government—A. Yes. 
~_ Q. —and the government will endeavour, by its expenditures, to take the 
Place of the decline in spending. But this is outside of the responsibility of the 
‘banks?—A. Yes. 
_ Q. The suggestion that the private banks are beyond the control of the 
r ntral bank is just as incorrect, to my mind, is it not? The two best known 
truments of central banking policy are the rate at which the central bank 
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will rediscount commercial paper for the banks and operations on the security 
market. These are the two things?—A. The latter being the most important, | 
in existing conditions. 

Q. The purpose of both these instruments is to try, by altering the cash 
reserves of the banks, to influence their lending policies. I pointed out before — 
that the banks have found it advisable to keep their cash reserves at 10 per — 
cent of their deposit liabilities. If at any time this percentage declines, the © 
banks will probably endeavour to increase their cash ratio by disposing of 
some securities or other readily realizable assets. But if the condition persists, © 
they may find it necessary to reduce their loans. If the percentage rises, the — 
banks, in order that their resources may be fully employed, will purchase more © 
securities and then if possible, increase their loans. That is so, ig it not? 
Thus, it can be seen that if the central bank can control the chartered banks’ 
cash reserves, it can ultimately influence the amount of credit they will feel — 
free to lend-—A. That is true. | 

@. Since each chartered bank must ate its cash reserves in legal tender ~ 
or deposits with the central bank, the central bank can influence those reserves — 
by increasing or decreasing the amount of legal tender outstanding or by altering — 
the volume of deposits that the chartered banks have with it—A. I would go 
beyond that and say that under existing conditions when we are not on the gold 
standard, the central bank does not simply On: the amount of cash reserves, 
it determines them. _ 

(. It determines them?—A. Yes. 

Q. The way in which its rediscount rate will affect these deposits is fairly © 
obvious; if the rate is low, the banks will be able to rediscount more paper and — 
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thus increase their balances with the central bank. The open market operations — 
of the central bank have their effect in a more roundabout way, and work more 
slowly. Is that right?—A. No; the open market operations, I would say, are | 
more direct and positive, because rediscount or borrowing depends upon the 
volition of the various banks concerned. i 

@. Depends on what?—A. On their willingness to do so; whereas by open 
market operations the amount of the chartered banks :cash reserves is a 
without their having to play any part in the transaction. 

@. If the central bank wishes to:.reduce the cash reserves of the chartered. 
banks and force a contraction of loans, it will sell securities?—A. Yes, or some: | 
other asset. 

Q. The purchasers will give it cheques on the chartered banks which it will” 
set off against their balances with it. If the central bank wishes to increase the~ 
cash reserves of the banks and make a loan expansion possible, it will purchase 
securities and give its cheques in exchange; these will be deposited in the 
chartered banks which will in turn deposit them in their accounts in the central 
bank.—A. Yes. 

Q. It is doubtful if the rediscount rate will be an important factor in_ 
Canada, at least for some time?—A. So long as the easy money situation 
continues, it is not likely to be of particular importance. 

Q. Then we go on. There is no reason why open market security dealings. 
should not be just as efficacious as elsewhere. You said it was more important- 
than the other feature?—A. Yes. 4 

Q. These weapons, however, are much more useful in stopping an inflation: 
_ than in starting one. Is that not so?—A. That is true. 

Q. The present difficulty is that while there are admittedly large supplies 
of credit available suitable private borrowers are missing, and also suitable 
opportunities in enterprise are lacking to stimulate this borrowing. It is possible 
| that recovery from depression is not a question of financial manipulation?— 
_ A. I should think it is more than possible; it is probable. . 


[Mr. Graham Ford Towers.] 
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: Q. It is probable?—A. Yes. : 

, Q. It might be to a very small extent?—A. Suitable financial facilities will 

_ ensure that recovery. 

j Q. Now, to summarize some of these just before I go on to something else, 

may I say first, the advantages of inflation depend on its extent; they are 
quickly lost if the inflation becomes too large and rapid. A “printing press” 
inflation is always dangerous. Is that not correct?—A. Yes. 

Q. Secondly, the fact that the law permits a large inflation does not prove 
that it is desirable?—A. No; I do not presume that the law intended to say 
that it was. 

Q. Thirdly, the control of the monetary system rests in the last analysis 
with the Bank of Canada. That is so? It is not the function of the chartered 
banks to determine the volume of credit to be available in the community.—A. 
No, although in their own actions they must of course be guided by their 
conception of prudence. 

Q. And they are forced to do so to a certain extent, under your control?— 
A. You mean, speaking now of prudence? 

Q. No, prudence is one thing, but are they not forced, as a matter of fact? 
—-A. They would be forced to curtail, but they cannot be forced to expand if 
they thought the expansion would be dangerous for them. 

Q. They would have to put their money to work?—A. If they thought that 
the means of employment were too dangerous, they could leave it idle. Up to 

date that has not been the case. 

Q. Is it true it is not the function of the chartered banks to determine the 
volume of credit to be available in the community; they neither wish nor try 
to do so? They function more as analysts, scrutinizing applications for loans 
to see that their basis is a sound one, granting those that have the best chance 
of a successful issue—A. And also determining their investment policy. 

Q. They function as well as a repository for the money of the people. They 
perform a very definite service to the people of Canada. They function as a 
medium to put money in circulation. Is that not so?—A. You are speaking 
‘now of the active circulation in the hands of the people? ! 

Q. Yes.—A. Yes; they are the source from which the people receive their 
requirements for pocket money. 

Q. The cost of doing that has been around 3 per cent of their total assets? 
—A. My guess was that it must be somewhere in that neighbourhood. 

Q. About 3 per cent of their total assets. The rate of interest which they 
charge is governed to a great extent by the control exercised by the central 
bank?—A. I do not know that I would say that; I would says the actions of the 
central bank have a considerable influence in respect to rates on securities, and 

- when these rates are relatively low, decidedly low, there is a pressure on the 
banks to lower the rate on commercial loans, keeping it in some kind of pro- 
portion with changes which take place in other rates. But the central bank has 
not got any absolute determination of what the rate shall be. 

Q. They can have a pretty strong influence, though, on the rates?—A. Quite 
a strong influence, yes. 

Q. What I am getting at is this: the risk involved in the loans, for instance, 
determines to a certain extent the rate of interest which is charged?—A. It has 
a bearing. 

Q. There are a great many factors, of course, in it?-—A. The cost of opera- 

tions and the necessity of survival also have a bearing. 

Q. What we might call the average level of interest rates is controlled by 
the Bank of Canada?—A. Strongly influenced by it, yes. 

Q. Now, I want to ask you this. Has there been always the co-operation 

_ which you desire as governor of the bank between the private banks of Canada 

and the central bank, or have you got full co-operation now?—A. Yes, I would 
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say that we had. I would say that our number of years of operation and the ~ 
character of the problems which have come up during that time, have not — 
necessitated extremely close contacts with the banking organizations. I think 
that as time goes on these contacts may become closer. That, perhaps, is rather 
a vague statement, but I think it is just about the best I can do at the moment. — 
Q. I was going to suggest that the origination of the bank caused a certain 
amount of resentment at the formation of the central bank, but once the bank ~ 
was under way and the advantages which were to accrue from the central — 
bank to the general community and to the chartered banks as a whole was 
realized, that co-operation between the chartered banks and the central bank is 
becoming closer?-—-A. Yes, that is undoubtedly true. All that I was pointing out — 
was that there was no lack of desire to co-operate, but partly because of the 
situation during the last few years and partly because of our comparative © 
youth, the full possible measure of co-operation has probably not yet been 
determined. , 
Q. I would say, to my mind there does not appear to be any justification — 
for the suggestion that there is any less co-operation between the Bank of © 
Canada and the federal Department of Finance than there is between other © 
central banks and their governments.—A. That is certainly the case. | 
Q. In other words, the Canadian government is at least as responsible for — 
the control of the volume of credit as are the governments of those countries — 
whose managed currencies have so aroused the admiration of so many people. 
That is so, is it not? 
Mr. Tucker: What was that statement? I presume you want us to hear © 
what is going on, Mr. Ross. { 
Mr. Ross: Could you not hear me? 
The CuarrmMan: He could not hear the last statement. 


Mr. Ross: My last statement was: to my mind, there does not appear to 
be any justification for the suggestion that there is any less co-operation between — 
the Bank of Canada and the federal Department of Finance than there is — 
between other central banks and their governments. In other words, the 
Canadian government is at least as responsible for the control of the volume 
of eredit as are the governments of those countries whose managed currencies 
have so aroused the admiration of so many people of our country. 


‘ 
: 
Mr. Tucxer: I do not know what you mean by “responsible for it’. | 


By Mr. Ross: 


Q. There are a few more questions I should like to ask you. It was” 
stated in the committee here that 73 per cent of the deposits of this country ~ 
are held by 8 per cent of the people of the country. The statement is found ~ 
on page 243. That to my mind gives an entirely erroneous impression as to~ 
the situation. I have obtained some figures from the department of insurance. ~ 
I can talk about this because I know something about it. We have in~ 
Canada roughly 6,471,000 policies in insurance companies. Let us say we © 
have roughly 6,000,000 policy holders. They have cash in the banks to the ~ 
amount of $25,571,823. These are all.depositors. Their average deposit, you ~ 
see, will be under $1,000. There are millions of dollars as well in fire, casualty ~ 
and all other lines of insurance, and that money is deposited in the banks, 
which on the 3lst December amounted to over $17,000,000. It is true these 
depositors all had less than $1,000 in the banks, but I am trying to show that 
the suggestion that the 8 per cent were all big shots and controlled the deposits” 
is untrue. . 


Mr. Kintey: That 8 per cent includes all the people of the country, men, 
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women and children. 3 
Mr. Ross: It is whatever it is. Be 
[Mr. Graham Ford Towers. ] 
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Mr. Kinuey: What per cent of the people in the country are wage earners? 
_ That would be a fair way to put it. 

Mr. Ross: I do not know. ~ 

The Cuatrman: There are about 3,000,000 wage earners. 

Mr. Ross: I will tell you this. There are some 4,000,000 industrial poli- 


cies held and they average $233 each, roughly. These are all held by wage 
earners. 


Mr. Kinuzy: Not all. 
Mr. Ross: Industrial policies. 

Mr. Kinuzy: The 8 per cent would look much better if it took into account 
the wage earners in the country, wage and salary earners, not all the children. 
Mr. Ross: I am trying to point out this gives a wrong impression. 

Mr. Kinitny: So:am I. 
Mr. Ross: This 8 per cent is wrong. 
Mr. Tucker: What are you dealing with? 


Mr. Ross: The statement was made here that 8 per cent of the people 
control 


Mr. Towers: I think it was 8 per cent of the number of depositors. 
Mr. Ross: Eight per cent of the depositors? 
Mr. KrnutEy: The people of Canada who have deposits. 
| Mr. Ross: Eight per cent of the depositors had 78 per cent of the deposits 
_ in the banks. I say the 8 per cent have not got 73 per cent of the deposits. 
That is entirely wrong, because you have all this cash that I have told you about 
which is owned by the policy holders in these various companies, That is the 
only one I know about. If you were to break down in the classification of 
those with over $1,000 deposits to such as shareholders in other institutions 
and so on, I do not think that impression would be gained. 


Mr. Taytor: Do you imply that is held on deposit? 

Mr. Ross: Which? 

Mr. Taytor: The insurance fund. 

Mr. Ross: I have a record here which I got from the department. 

The CuarrmMan: Mr. Ross put on the record the amount held in deposits. 

Mr. Tucker: Are you arguing there is a fair and equitable distribution 

_ of wealth in Canada today? 

Mr. Ross: No, I am not. 

Mr. Tucxnr: I do not see the point. 

Mr. Ross: I want to point out that is not a correct statement because 
it gives the wrong impression. I wish to show you something else in a minute. 
These deposits belong to these policy holders. I want to correct that impres- 
sion. When we are talking about inflation and the danger of inflation we must 
remember— 

Mr. KintEy: I want to help you. 

Mr. Ross: Am I not clear? : 

Mr. Kintry: The point is you say this creates a wrong impression. I think 
it does too. Your statement is that 73 per cent of the bank deposits is controlled 
by 8 per cent of the depositors. 

Mr. Ross: Eight per cent of the depositors. 

Mr. Kintry: Do you mean by bank deposits, money put into the bank 
as savings? 


Mr. Ross: Both, time and savings. 
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Mr. Towers: Time and demand, as I recall, were used in the neues 

Mr. Kinutey: Time and demand money, not borrowings. 

Mr. Ross: My actual point, Mr. Kinley, was this: this report of the classi- 
fication of loans and deposits would include all deposits which were over $1,000. 
All deposits over $1,000 in the banks were bulked together and then it was said 
that 8 per cent of the depositors controlled 73 per cent of the deposits. 

Mr. Krntey: How are you classing the deposits there? 

Mr. Towers: Number of accounts. 1 

Mr. Krnuzey: You call it loans and deposits. When a man makes a loan 
he creates a deposit. You do not mean that. 

Mr. Jaques: Every deposit is derived from a loan. Every dollar of these 
savings has somewhere corresponding with it a debt. 

Mr. Kintey: If I go to the bank to get. a loan of $1, 000, it creates a 
deposit; that is not wealth. ; 

Mr. Towers: You will find that these deposits which are shown at any 
given moment on the banks’ balance sheets belong to the people, that the vast 
bulk of them belong to the people who have no obligation to the banks, they - 
are in their own ownership. 

Mr. Jaques: But they are balanced, since all deposits are derived from 
loans. 
Mr. Townrs: No. 

Mr. Jaques: In the first place. 

Mr. Towers: No. ; 

Mr. Jaqugs: 99 per cent of the money which we have is derived from bank 
oans. 
Mr. Towers: Or investments. 
Mr. Jaques: The money which is saved to invest is derived from bank 
oans. : 

Mr. Towers: Bank loans or investments, loans and investments. 

Mr. Kinitny: What we are trying to show is that of all the money in the 
banks owned by the people, 8 per cent of the people have 73 per cent of it. 
Mr. Towers: Eight per cent of the number of depositors. 

Mr. Kinutry: Have 73 per cent of it. If that is going to indicate anything ~ 
or have anything to do with the distribution of wealth it must be through savings ~ 
deposits or through day-to-day deposits in the banks, not what is created by | 
paper for credit. These are not deposits that have any value with regard to 
the distribution of wealth. a 

Mr. Jaques: Money is not wealth; it is a claim on wealth. These claims — 
are not exercised. 

Mr. Ross: Anyway, I have tried to make myself clear. With regard to ~ 
this 8 per cent that we have been talking about, may I say that there are 
6,500,000 people who are included in the 8 per cent, that is all. 4 

Mr. Tucker: You suggest 65 per cent or 60 per cent of the people of Cane ; 
ada have insurance at one time or another, including men, women and children? © 

Mr. Ross: There are 6,500,000 polled in force. I may say that we have 
possibly 6,000,000 people insured. Even if you cut it down to 3,000,000— . 

Mr. Tucker: You say 6,000,000 out of 10,000,000, including men, women 
and children? Half the population, pretty well, must be insured. 5 

Mr. Ross: What I was trying to point out was this. I have forgotten exactly 
the figures but you have 4,000,000 policies in issue for $233. That is the average 4 

The CHatrRMAN: Many children are insured. . 

[Mr. Graham Ford Towers.] 
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Mr. Ross: There are a lot of children insured in other ways; but that is 
a very large distribution. I say they are all depositors. I just point out if we 
were to break down the shareholders and so on, there would be a great difference 
in the percentage. | 

Mr. Tucker: Where does this 4,000,000 figure come in? Where is the 

proof that there are 4,000,000 people insured in Canada? I do not agree with 

that. I am unsatisfied there are 4,000,000 people insured in Canada. I should 
like to know where that figure comes from. 

Mr. Ross: Well, you can only guess at the number of people insured, but 
_ what we do know is that you have 4,000,000 industrial policies in force, aver- 
_ aging $233. That is the average amount that the workman has. 
| Mr. Tucker: Mr. Ross, where did you get the figure? You say as a matter 

of fact there are 4,000,000 policies. 

Mr. Ross: I say there are more than 4,000,000 policies. 

The CHAIRMAN: From the department of insurance. 
: Mr. Ross: You can get it from the blue book. 
4 Mr. Tucker: Are you satisfied there is no duplication there? There may 
_ be more than one policy to one person. 
. The CHamrMAN: These are industrial policies that Mr. Ross is talking 
~ about. 
Mr. Macponatp: You say there are 4,000,000 industrial policies? 
: Mr. Ross: Yes. 
Mr. Tucker: And no duplication? 
Mr. Ross: Mr. Tucker, I did not say there was no duplication. I say you 
_ have to make a guess at the number of people, you cannot tell. We do not 
_ know the figures, but I say insurance is widely distributed. 
Mr. Macponatp: There is hardly likely to be any duplication, or much 
_ duplication in industrial policies. | 
a Mr. Ross: No, there would not. You might say there were 3,000,000 
_ policy holders, and probably a good many more than that. 
f Mr. Kinuzy: Industrial insurance is growing very fast. 

Mr. Ross: The reason I brought that out is this: we have roughly 6,500,000 
policies issued, and the amount of those policies in Canada is $7,700,000,000. 
- That is the total amount. I am only using this as an illustration to show that 
if we did have inflation in this country, which has been advocated, would it 
not have a very serious effect on that $7,700,000,000 of savings of the people 
which they have saved to provide for their old age and so on? If we have 
Inflation would not that be one of our great dangers? 

&. Mr. Towsrs: Yes, there is no question of that; although I must say, so far 
as I am aware from the record, no one has advocated inflation. I think there 
_have been suggestions in regard to the possibility of increasing the supply of 
money, but always with the proviso that it sholld not produce inflation. 

gs Mr. Ross: If we have a real revival of industry in Canada we would have 
inflation, would not we? 

Mr. Towers: Not necessarily, no. 

Mr. Ross: You could control it? 

LM Mr. Towers: I think so. 

‘Mr. Jaques: Mr. Towers, if this depression endures, would you say that the 
“savings of the people are quite safe? 

b Mr. Kinury: They always have been. 

P Mr. Jaqusrs: I do not think they have. I should say the vast majority of 
e people’s savings were lost in the last ten years. 
 79023—2} 
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Mr, Towers: How would that loss take place? 

Mr. Deacuman: Not through the banks. , 

Mr. Jaquss: Indirectly, most certainly. I should like to ask the percentage 
of insurance policies which lapsed. I know in some companies—it might not 
be fair to mention names—one of the biggest companies, I think the figure which 
was checked by an insurance actuary in Great Britain was that over 90 per cent 
of their policies lapsed. 

Mr. Kinny: That is a lot. 

Mr. Ross: ‘That is not the lapse ratio in Canada. 

Mr. Jaques: I do not know; it was very very big. The figures for Australia 
are over 90 per cent. 

Mr. Ross: I do not think you have any figures lke that in Canada. 

The Cuatrman: Let Mr. Ross continue with his statement. 


By Mr. Ross: 

Q. Is gold a merchantable commodity, Mr. Towers?—A. Yes. 

Q. Is it not an international money ?—A. In effect, yes. | 

Q. Our currency is backed by gold?—A. Our currency? That is, Canadian 
currency ? 

Q. Yes—A. To the extent of something over 50 per cent of the total note 
and deposit liabilities of the Bank of Canada. 

Q. We are on a gold standard? 

The CuHarrMAN: No. 

Mr. Towers: No. 


By Mr. Ross: 

Q. It is not quite that. All right. When you say that gold is a merchantable 
commodity what value has gold as a merchantable commodity in the manufac- 
ture of articles?—A. I do not think I quite understand that question. 

The CHAIRMAN: For commercial purposes. 

Mr. Ross: For commercial purposes. | 

Mr. Kinutey: You can buy a wedding ring for $5. 

Mr. Ross: It takes the money value; it does not take the useful value. 

Mr. Kinuey: Oh, no, no. 


By Mr. Ross: 

Q. Is it not rather a commodity with a very highly inflated value?—A. I 
think that is a very difficult question to answer. In fact, it is a commodity 
which is being bought at $35 an ounce by a great nation. 

Q. When it has lost its usefulness to a great extent for commercial purposes, 
why should it have an increased value?—A. The value is determined by the 
monetary action of nations who purchase it at a fixed price. 

Q. I cannot get it through my head that it is a merchantable commodity.— 
A. It is merchantable in the sense that it can be sold at the present time in any 
quantity at that figure. 


By Mr. Jaques: 


Q. Is that not the figure set by President Roosevelt?—A. The congress of — 


the United States. 
By Mr. Ross: 


Q. Does not any merchantable commodity have a value on account of its 
utility ?—A. Its utility for monetary purposes is assessed at $35 an ounce by the 


United States, for example. 
[Mr. Graham Ford Towers.] 
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By Mr. Tucker: 


1 Q. I was wondering, Mr. Towers, if you would care to express an opinion 

_ on this matter. Supposing the United States at the present time were to stop 

_ buying gold at any price, do you think it would have a very bad effect on the 

_ price?—A. My mind does not grasp the possibilities there, Mr. Tucker; that is 
all I can say. 

Q. One of these days that very thing. may happen, and it is a situation we 
may have to face. The United States may say, “We have plenty of gold; we 
won't buy any more.”—A. Mr. Morgenthau’s letter not long ago, I think, out- 

lined that situation very well. 

Q. I am not familiar with that letter——-A. That is one which we mentioned 
before. One of the United States senators raised certain questions along those 
lines, to which Mr. Morgenthau replied very categorically at some length. The 
situation really could not. be set out better than he set it out in that letter. I 
will find out just where it was published and mention it later on. 

Q. Is it in our record?—A. No, it is not. 
Mr. Kinuey: Gold is still international currency. 
Mr. Ross: I just asked Mr. Towers that question. 


By Mr. Kinley: 


(). But it is still an international currency ?—A. In effect, yes. 

Q. We can pay our debts with it abroad even if the United States does not 
buy it—A. You must assume that certain people will take it. 

Q. Do they not have to take it?—A. No. 

Mr. Ross: I cannot get it through my head why gold is a merchantable 
commodity. I do not think it is. 

Mr. Jaques: It is in a class by itself. 

Mr. Ross: Yes, I think it is. I do not wish to bore you with reading all 
this material from the report of the National Employment Commission, but it 
outlines certain things which I should like to bring to your attention. 


By Mr. Kinley: 
} Q. In the good old days when you had gold in your pocket and could 
spend it, what was it worth per ounce, about $16, was it not?—A. No, $20.67 


an ounce. 
Q. In the days when they coined it?—A. Yes. I have forgotten how 


long it had that value. 


By Mr. Tucker: 
Q. That was a value put on by statute?—A. Oh, yes. 
Some Hon. Memsper: How long ago was that?—A.I have forgotten 
whether that was the value in 1790. 


By Mr. Taylor: 
Q. 1840, was it not?—A. Before that, I think. However, I am a little 
vague on that. 


By Mr. Ross: 
Q. In the National Employment Commission report at page 25, it states: 
It is to be hoped that the establishment of the Bank of Canada 
will make available for the future ability, experience, and technical 
devices for a prudent control of credit such as did not in the past exist. 
That control can accomplish much toward the lessening of fluctuations in 
business and employment, to the degree that the Bank can give wise 
and independent leadership to business and governments, and to the 
5 degree that such leadership is understood and accepted. 
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How can the bank do all that, or will the bank do all that?—A. Oh, I think 
that is a question which should be asked of some independent observer who is 
not connected with the bank. 

Mr. DracumMan: Modesty! | 

Mr. Ross: I was interested to know how the bank was going to do this 
job because the employment commission tells us it 1s going to do it. 

Mr. Tucker: Was that in the final report? 

Mr. Ross: Yes. I am not going to read the whole of this report, you 
can read it yourselves if you desire to do so. However on the same page 
there is another very interesting. passage: 

The broad analysis which has been sketched is sufficient to indicate 
the proper direction of policy—its strategy rather than its tactics. The 
latter must be devised in the light of particular situations. The analysis 
points to (a) the importance of prudence and courage. on the part of 
eovernments in curbing expenditures and reducing debts in periods of 
rising revenues. ) 

Now, can it be said that we did do that in the past?—-A. Speaking of govern- 
ments, as a whole, throughout the country, I do not know that it can be said. 

Q. I do not think so myself. We have not done it in years gone by. Then 
we are faced with the situation that we have not got our nest egg, which we 
should have for the rainy day (that is to-day) and that is one of our diffi- 
culties. Is there any monetary— — 

The CuarrmMan: Our umbrella for the rainy day. 


By Mr. Ross: 


Q. Our umbrella, that is right. Is there any monetary way that such a nest ~ 


ege can be set up at the present time.—A. I think perhaps those remarks tend 
to give a wrong conception of the situation. I am not criticizing the remarks 
themselves, I am just thinking of some interpretations that might be made. 
I think the idea underlying those remarks was that.during a period of great 
activity, and therefore high government revenues, there is an object in gov- 


ernments reducing the scope of their activities, paying off debts, having in mind — 


that at the time they would be doing so, the people who received that repay- 
ment would find active employment for the funds in private capital develop- 
ment, which by definition must be going on on a considerable scale at such 
times. Therefore, those are times when public debts can usefully be reduced, 


without there being involved any undue curbing or deflationary influence on the 


economy. And if opportunity is taken to reduce them at such times, there is 
likely to be less distortion of the governmental debt situation at some later 
date, if debts have again to be increased. 


Q. Is there any monetary way by which we can do it now?—A. No; this 


is definitely a time when because of the lack of private demand for capital, 
governmental action to repay debts would be a bad influence. 

Q. The report goes on to emphasize the importance of the great advantage 
of intelligent and informed control of credit by the Bank of Canada. I think 
that is right, too. Further down it says:— 

Works undertaken in such programs should be those which have 
a definite value in promoting the competitive strength of Canadian 
industry, and in improving the conditions of life in the dominions. 
It goes on to say:— 
These works may properly include: 
Building of highways to permit the development of mining, tourist and 
other resources. 
Development and preservation of tourist regions; 
[Mr. Graham Ford Towers. ] 
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Projects for the improvement and protection of public health and safety 
(such as provision of municipal pure water supply and sewage dis- 
posal projects, elimination of railway and highway grade crossings, 
etc.) ; | 

Slum clearance and low rental housing schemes in urban areas; 

Forestry plans for extending and preserving forests; 

Reclamation and conservation projects; 

Land clearance and settlement projects where the conditions are purely 
favourable to successful settlement. 


I should like to go back to the question of tourist trade and the advantage 
of the building of roads for the tourist trade and the increasing and development 
of tourist’ regions. I do not suppose it is possible to get what the economic 
advantage to Canada is of this tourist traffic? When we think that it is a 
three-month job, a very seasonal job, that it employs a great many people for 
a certain period of the year, but that on the other hand the roads which are 
built for tourist traffic are non-productive for seven or eight months in the 
year— 

Mr. Kintey: You would not quite say that, would you? 

Mr. Ross: Just a minute. I am not criticizing the necessity for works of 
this kind; but I would like to know if we are not absolutely in the dark on the 
matter. It seems to me that some economic analysis should be made as to what 
the advantage of the tourist traffic is. Mr. Deachman very aptly pointed out, 
I thought, that due to the tourist traffic we had increased the consumption of 
coffee by—I have forgotten the amount— 

Mr. DracHMAN: Twenty million pounds; almost double. 


: 


| By Mr. Ross: 
Q. That is just one thing. If it is the coffee that is consumed, it 1s not 
benefiting the people of Canada very much. Would it be possible to get an 
- analysis of tourist traffic?—A. To arrive at an accurate net value would, I think, 
be extraordinarily difficult, Mr. Ross. 
4 Q. Do you not think is very necessary? 
. Mr. Tucker: Do you think that the buying of that coffee did not help 
Canada? To buy that would we not have to ship out goods which we produced 
- in Canada? 
Mr. Ross: They were using their own coffee. 

| Mr. Tucker: Yes, but when we supply them with the coffee we have to 
ship out goods in oider to buy it. When you suggest that the supplying of 
~ coffee would not help our people here I think that misconceives the whole effect 
of foreign trade. 
; Mr. Kintey: It was in our possession. 
ue Mr. Ross: May be that is so. On the other hand, we built the roads but 
- we built them with machines that are not made here. 
, Mr. Tucker: We have to buy those machines. 

Mr. Ross: I am not putting up an argument for one or the other, I am 
simply pointing out a few things and asking for certain information. I do not 
intend to express an opinion on it. I think all the governments of this country 
are absolutely in the dark with respect to the advantage of the tourist trade 
and the building of roads for tourist traffic. 

4 Mr. Jaques: I agree. 
Mr. Ross: Instead of building these roads I think it would be far better 
- to build roads to take care of byways instead of these six- and seven-lane high- 
4 ways, unless we are going to get some really economic advantage out of 1 Ae ¢ 
- think it should be possible to get an analysis of that made. 
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Mr. Towers: The Dominion Bureau is constantly working to try to improve 
their estimates in respect to tourist earnings. 


By Mr. Ross: 


@. I think it is something we should have. I am just about finished. How 
are we going to finance these works? What are we going to do about this work 
that 1s suggested by the Employment commission to take up the slack, or, as is 
said, “to promote the competitive strength of Canadian industry”? I will not 
ask for your opinion, you can answer if you like, as to whether these works — 
would promote the competitive strength of Canadian industry. I suppose they ~ 
would.—A, I think that is a technical non-monetary question which I would be — 
foolish to try to answer. | 

®. How are we going to do these works in times like these?—A. To the — 
extent. that works of that kind are engaged upon I assume they would be financed 
as they have been in the past, by government borrowing. 

@. On page 36 of the report it states: — 


: 
§ 
The restrictive and harmful effects which increasing taxation has © 
upon private expenditures in productive industry, and therefore, upon 
employment, deserves special mention, especially since between one fifth ; 
and one quarter of the national income of Canada is already withdrawn 

by taxation. Unfortunately, the demands made upon governments under ~ 
depressed economic conditions tend to increase this taxation burden at — 
the very time that stimulation of private expenditures is so vital to the ~~ 
national interests. This serves to emphasize the important contribution : 
which governmental bodies can make to national prosperity by a rigid — 
“control of their expenditures,” and so on. . 


My point is, what are going to do about it? We have these restrictive and _ 
harmful effects which increasing taxation has upon private expenditures in pro- — 
ductive industry, and is there any way we can do it without taxation?—A. Put- _ 
ting those two things together in the report one would assume that they carried — 
a recommendation that useful works should be undertaken presumably by bor- 
rowing rather than taxation, and that so-far as other expenditures of any kind 
were concerned they should be kept as low as possible, and that in any event 
taxation should be lowered. I am trying to put together two fragments rather 
hastily and I do not know whether I have put them together properly. 

(. By borrowing we will increase the debt for the future and not the debt 
for to-day. That is the answer. There is no way it can be done other than by 
borrowing, taxation or by inflation—A. That is right. 

@. Those are the three ways in which it has to be done?—A. Yes. 

Q. We hear about the law of diminishing returns. The finance minister — 
in the house said the other day that we were not in difficulties; that we were not — 
in difficulties with that law yet because we had funds and the collection of money 
through taxes had still kept up although taxes were very high. But do you not ~ 
think that we have come pretty well to the point where our taxes are so high ~ 
that the law of diminishing returns is working against us in so far as production 
and consumption are concerned’?—A. That, I could not say. 4 

(). Again, there is only one way of doing this thing, either by borrowing, 
taxes or inflation, and that is the only way in which monetary control can enter 
into this situation. 

Mr. JAqurs: That is the orthodox way. 

Mr. Ross: It is the only way. 

The CHAIRMAN: Shall we adjourn until 4 o’clock this afternoon? 


Mr. Tucker: Mr. Chairman, there are a couple of questions I should like ~ 
to ask Mr. Towers. I do not know whether this was brought to the attention 


[Mr. Graham Ford Towers.] 
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of the governor of the bank or not but I have a statement here dated May the 
7th, from Premier Pattullo. I do not know whether Mr. Towers would wish to 
comment on it, but I think it is of sufficient importance that we should inquire 
into it. This is what Premier Pattullo is reported to have said, according to a 

Canadian press dispatch of May 7th:— . 
Premier T. D. Pattullo Saturday night said in an interview that the 
British Columbia government has “no quarrel” with dominion officials, 
but said “certain financial and other interests in the east would appear 

to be working against the province.” 


Then he goes on to say:— 

It is a queer thing when British Columbia, which is getting along 
very nicely under all our circumstances, cannot go to the east and 
secure $3,000,000 for debt refunding purposes, without being forced to 
go outside the country for the money. : 


The article continues: j 

(British Columbia raised a $3,000,000 private loan in New York 

recently. Finance Minister John Hart said in a Vancouver address 
that he had been unable to get the money in Canada. ) 


I am just wondering if the governor of the bank would wish to make any 
comment on the statement that, “certain financial and other interests in the 
east would appear to be working against the province.” Also why British 
Columbia, whose credit was apparently good in the United States, cannot borrow 
from our eastern financial interests. It seems to me that is a most deplorable 

- state of affairs. 

Mr. Towers: I do not think that I should comment on that statement, Mr. 
Tucker. 

Mr. Tucker: We are very much interested in it, as the banking and 
commerce committee; if a province like British Columbia, with its credit appar- 
ently regarded as good in a foreign country, cannot borrow the money from 
our financial interests in the east. I think all members of parliament are very 

- much interested in such a state of affairs. 

If you cannot give us any enlightenment or reason or suggestion as to 

what we might do about it, then I should like youto suggest where we might 
go for the necessary information, because it is a vital matter, the question of 
the right of our provinces to avail themselves of credit through the institu- 
tions which we have provided. After all, we have not set up the institutions 
for them to deny a province the right to get credit if it 1s credit-worthy. 

Mr. Towers: In order to secure credit you have to find someone, of 

eourse, who is willing to buy your obligations. In the main that will depend 
on the course of events in the public market. Is it not possible that they were 
able to make what they thought was a more satisfactory deal in the United 
» States? 
Mr, Tucker: Well, he does not say that. He says: 
; It is a queer thing when British Columbia, which is getting along 
¥ very nicely under all the circumstances, cannot go to the east and 
secure $3,000,000 for debt refunding purposes, without being forced 
to go outside the country for the money. 


Mr. Towers: He knows more about that than I do. I have no means of 
knowing whether he was forced or not to do so. Another thing is this, Mr. 
Tucker, and I am speaking from memory: The quotations on British Columbia 
securities in the open market indicate quite a high yield. Now I assume that 
British Columbia did not want to sell a new issue at that yield. Certainly 
- they would not if they could do better in any other form. Therefore, a sale 
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of a British Columbia issue at this moment to the public, which could only 
take place, after all, at a price and yield comparable to those which one can 
obtain through buying the securities in the open market, might not have been 
satisfactory to the provincial government. 


Mr, Tucker: Yes, but I understood you the other day to say, when I 
questioned you, that there was difficulty in the banks getting suitable borrow- 
ings. Apparently the province of British Columbia is regarded as a suitable 
borrower by the United States interests, and if a province like British Columbia 
cannot borrow, is not regarded as a suitable borrower, then the banks are get- 
ting into the state of mind where, as the Minister of Finance says, they are 
not ready to take the necessary risks that they were once willing to take. 


Mr. Towers: The public have a great influence on that, as you know, 
Mr. Tucker. 


Mr. Tucker: Is not this the situation, that now the banks have suffi- 
cient to pay dividends on their shares and to pay salaries they are not very 
desirous of taking any further risks or expanding in the way of making loans 
that are at all questionable, whereas once upon a time when they were trying 
to establish themselves so that they could pay dividends and salaries, they 
actually went out and tried to do business? | 

Mr. Towers: I would say that their desire to do business is as keen as 
it ever was. It may be that because of the fact that profits are low they do 
not feel in some cases justified in taking extra risks. I do not say that that 
necessarily applies to British Columbia. 

Mr. Tucker: You think the situation whereby British Columbia has been 
forced to go out and borrow $3,000,000 from a foreign country is a satisfactory 
situation? 

Mr. Towers: Would it not be rather rash for me to attempt’ to analyse 
that situation, knowing no more about it than that newspaper report? 


Mr. Kinutey: Do you know what they paid for that loan in New York? 


Mr. Towers: There was reference to that in the newspapers. My belief 
is it was in the neighbourhood of 34 per cent—a belief based only on the news- 
paper reports. 

Mr. Kinuey: The point is that the banks and the trust companies can only 
buy these loans if they can sell them to their customers. 


Mr. Tucker: The banks do not have to sell them to their customers. 


By Mr. Deachman: 
Q. Would the depreciation in our dollar have any effect on it?—A. No, it 
is not sufficient. 
@. Where was the loan domiciled? It was a refunding loan?—A. There are 


various loans mostly held in the United States which are maturing—United States 
dollar loans. | 


Mr. Tucker: I have not been able to attend every meeting to follow every- 
thing that has been said, and I should like to know if you have dealt with my 
question as to what effect the small tax on bank deposits would have. 


Mr. Towers: I think so. 


Mr. Tucker: If you have dealt with it, it is okay. I have not been able 
to check up and see whether it has been dealt with or not. 


Mr. Towers: It is on page 562 of the record. 


The Cuairman: Is it the pleasure of the committee to meet this afternoon 
at 4 o’clock? Mr. Macdonald will have the floor. 


[Mr. Graham Ford Towers.] 
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| Mr. Towers: Mr. Chairman, I have here a reply to Mr. Deachman’s ques- 
tion of yesterday. Is it your pleasure that I should reserve that for this after- 
~ noon or read it now? (s 

The CuamrMan: I think it might be well to reserve it for this afternoon. 


The committee adjourned at 1 p.m. to meet again at 4 p.m. this afternoon. 


AFTERNOON SESSION 


The committee resumed at 4 o’clock. 
The Cuarrman: Order; Mr. Macdonald has the floor. 
In attendance: Mr. Graham Towers, Governor of the Bank of Canada. 


By Mr. Macdonald: 
Q. Mr. Chairman, I have a few questions I should like to ask the governor 
of the Bank of Canada. The first one is in regard to the price of wheat. 
The CHarrMan: Before you begin, Mr. Macdonald, do you resent ques- 
tions or interference, or do you invite it? | 


Mr. Macponaup: I have no objection to questions; I neither invite nor 
resent them, but I have no objection to them. 


Mr. Jaquss: Take it or leave it. 


By Mr. Macdonald: 

Q. From time to time during the sittings of this committee, it has been 
stated by different members of the committee that the price of farm products, 
more particularly wheat, is too low, compared with the price of other goods 
and services. My recollection is that statement was made, not in the form 
that I give it, but to that effect, from time to time.—A. Yes. 

Q. Do you, Mr. Towers, know of any monetary action which could be 
taken which would raise the price of wheat.so far as the Canadian producer is 
eoncerned?—A. I think I can only answer that in this way, that in so far as 

- monetary policy can affect prices, it will only operate upon the general price 
level and it can do little in itself to correct disparities between the prices of 
individual commodities. Incidentally, on page 88 of the record there is a table 
which indicates that over the period since 1929 as a whole the relation of 
prices of primary products to other products appear to have been somewhat 
more favourable in Canada than, for example, in Australia. 

; Q. Yes; but I was not particularly concerned about what it has been, it 

- is what it is now.—A. Yes. 

; Q. There has been considerable dissatisfaction expressed by those who are 

particularly interested in grain growers with the fact that the price of wheat 
is too low in their opinion compared with other products and other services. 

Now, I believe it was suggested that the Canadian dollar should be devalued in 

relation to the British pound. What effect would that have on the price of 

Canadian wheat?—A. The effect of depreciation on the general price level and 

~ some of the results which might follow from such depreciation, have been referred 
to. I think it can be found on page 84 and also page 201 of the record. I am 
not trying, as you can understand Mr. Macdonald, to avoid repetition, but on 
these earlier occasions the subject was, I think covered by questions to which 
we had the opportunity of drafting replies. Clearly an answer should be in 
the form of a careful statement. Whether these earlier statements cover the 
eround in a way which you want it covered or not, I am not sure. 
Mr. Lanperyrou: Do you want to know whether monetary action would 
raise prices, without discussing disequilibrium of the price structure? Do you 
~ want to ascertain the fact whether or not it would raise prices? 
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Mr. Macponaup: That is the purpose of the question. 

Mr. Towers: As we stated before, it would have the tendency to raise prices 
in Canadian dollars. Whether that rise would be equal to the depreciation is 
decidedly doubtful; whether it would in the end benefit the farmers is also a 
question which we discussed at an earlier meeting. 


By Mr. Macdonald: 

@. I was coming to that later, but I just want to get the first question an- 
swered now, if I can, as to whether monetary action could be taken which would 
raise the price of wheat to the Canadian producer?—A. Depreciation would tend 
to do that, although probably not to the full extent of the depreciation. 

Q. To a certain.extent?—-A. To a certain extent, probably it would have 
that tendency. 

Q. Having in mind that wheat is a world commodity and the price is a world 
price, what effect would the devaluing of the dollar in relation to the pound 
sterling have on the value of goods purchased by the farmer? Now, take a 
specific instance. Tractors are not made in Canada. In the calendar year 1938 
tractors were imported from the United States to the value of $11,232,997. 


Mr. Lanpgeryou: What year was that? 
Mr. Macponatp: ‘The calendar year of 1938. 


By Mr. Macdonald: 


). Other implements used by the farmers were imported in the same year 
to the value of $7,963,010. Now, if the dollar were devalued, what effect would 
that have on these goods?—A. In so far as any imports into Canada are con- 
cerned, I would expect that the Canadian cost would increase by the full amount 
of the depreciation, because I do not think that we are sufficiently important 
buyers of any manufactured products or commodities to be able to dictate terms; 
in other words, I do not think that a restriction of our purchases of any of these 
goods would be likely to cause a fall in their foreign price. ; 

Q. How can we restrict purchases? We have to -purchase tractors.—A. I 
_ am thinking of the restriction of purchases which might take place because of 

the fact that the Canadian price was a good deal higher; that is bound to cause 
some restrictions. a 

Mr. Lanperyou: But, Mr. Macdonald, would we necessarily have to import 

our farm machinery from the United States? Just recently Germany proposed to 
exchange by a barter system some $30,000,000 worth of farm mathinery for the 
equivalent in wheat; and under a policy of that nature there would not neces- 
sarily be any increase in the price of farm machinery. 
Mr. Towrrs: But your imports from any country will be higher in cost in 
terms of Canadian dollars by the amount. of the depreciation. 
Mr. Lanperyou: Well, under an exchange through a barter transaction? 
Mr. Towmrs: Yes. | 
Mr. Lanperyou: If we are bartering so many bushels of wheat for so many 
tractors, I do not see where the price factor or the exchange value of money, comes 
into it. 

Mr. Towrrs: Then, under those terms, neither appreciation nor depreciation 
would enter into the picture. : 

Mr, Lanperyovu: That is it. 

The CHamrMAN: ‘You mean it would not help your wheat and it would 
not hurt your tractors? 

Mr. Towers: Right; you would be where you were before. 

_ Mr. Quetcu: I think we have not estimated the benefit to the farmers 
this way. At least 50 per cent of the farmer’s income goes to pay debts. I do 

[Mr. Graham Ford Towers.] 
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not think that is exaggerated, because according to the Bureau of Statistics, 
76 per cent of the farmers either have mortgages or are buying their land on 


crop payments; so 334 per cent of their income goes to pay rent charges or 


mortgage charges, and another 17 per cent goes for goods produced in Canada. 
At least 17 per cent of their income would go for goods produced in Canada. 

The CuarrMAN: What percentage of the farms in Alberta are mortgaged? 

Mr. Qurtcu: In the three western provinces, according to the Bureau 
of Statistics, 76 per cent of the farms are either mortgaged or operated on the 
crop agreement, or rented, and under that condition as a rule the farmers turn 
over one-third of their crops alone for rent payments. 

The Cuarrman: Mortgages. As I understood the figure—do you remem- 
ber it, Mr. Deachman?—it was comparatively small. As I understood it the 
mortgage debt was around 30 per cent. 

Mr. QuretcH: I got this figure from the Bureau of Statistics. Seventy- 
six per cent includes mortgages, agreements for sale, and rented land, these 
three. Mortgages were about 40 per cent alone in the three western provinces, 


so in that case 334 per cent of the income of the farmer goes to pay land 
_ charges. Then you have machine charges and various other charges. 


Mr. LANpDERYOU: Taxes. 


Mr. QuetcH: And payment for goods purchased in Canada, and so the 
actual increase in prices due to the fact the farmer is paying higher prices 


for imported goods would be only a small portion of his income. He would 


be benefiting by depreciation on the whole income, and losing because of the 
appreciation to a very small extent. 


The CuatrrMAN: That would only apply when the creditor was a Canadian. 


Mr. QueLcH: The farmers invariably pay their debts in Canadian currency. 
Very few of them pay in New York or in England. 


The CuarirMAN: Some of the creditors have borrowed money abroad in order 


to loan it to the farmers. Now, how would they be affected? 


Mr. QuetcH: That would not affect the farmer because— 

The CHAIRMAN: I was speaking of the creditor. 

Mr. QuetcH: I am referring to how it would affect the farmer. 
Mr. Tucker: How was he affected when our money was appreciated com-: 
pared with United States money? That is another thing. They paid the people 
who borrowed abroad to loan in Canada. They paid at that time practically $3 
worth of debts for every $2 they collected, and it was unjust discrimination 
against the farmer in favour of the financial institutions of this country at that 


f 


me time. 


The CuarrMan: But, of course, it seems to me in this committee, if you 


_ do not mind my saying so, that we sometimes overlook the fact that there is a 


difference between passive capital and active capital. The lender is a passive 


capitalist; he depends for his earnings upon a fixed rate of interest. You may 
like or you may not like the capitalist system but it seems to me that we must 


‘face it. The active capitalist in this case, the farmer, goes searching for profit. 


Now, if we take periods—for instance, I go back one period to war time prices 
for wheat, when the active capitalists made huge profits. 


Mr. Tucxrr: No, he did not. 
The CuarrMAN: I beg your pardon; the record will show that. 
Mr. Tucker: You do not know anything about the situation in the West 


- if you say that. 


The CHarrMAN: Just a minute. May I finish my statement 
Mr. Tucker: It is not true; he did not make a profit. 


——- 
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The CHarRMAN: If I am going to be interrupted in that way,.of course, I am 
going to discontinue. You said a statement’ is not true before you have heard 


my statement. If you are going to make a remark like that I won't carry on — 


the argument. . 
Mr. Tucker: I am sorry if you feel that way. 
The CuHarrMaAN: I think it is distinctly rude. 


Mr. Tucker: If you tell me the farmers in the West made big profits, I 


just simply say it is not a fact, that is all. 


The CHatrmMan: Mr. Tucker, may I say I sat in this. committee ‘and | 
listened to many statements I did not believe, but I did not say they were not — 


true; I held my peace. 
Mr. Tucker: If you disagreed with me, I would not get angry. 


The CuatrmMan: I do get angry with you when you say I was saying © 


something that is not true before I have finished what I was going to say. 
Mr. Tucker: I did not mean it was not true, but it is not a fact. | 
The CHAIRMAN: We cannot continue a discussion of that kind. 


By Mr. Macdonald: 

Q. Then, Mr. Towers, you would say that so far as the payment for goods 
imported is concerned, any benefit that would come to the wheat grower by 
devaluing the dollar in relation to the pound, would be lost in respect of what 
he had to buy from foreign countries?—A. Yes. 

Mr. LANDERYOU: In only particular cases would that be true. Suppose we 
were dealing with cotton goods and manufactured goods from Japan. We 
could bring them in here a good deal cheaper than it would ‘cost from any 
country in the world. In fact, I remember reading an article in the paper where 
a member of parliament rose in the house in Great Britain and stated in refer- 
ence to some article he held over his arm, that if they had their overhead paid 


and their wages paid, they could not produce the goods as cheaply as they got — 


them from Japan. 


Mr. Towers: The answer I made to Mr. Macdonald should probably be — 


elaborated. To repeat what I said before: to the extent that goods are imported 
—I am referring not only to finished goods but to materials for manufacture in 
Canada—the cost of these imports in Canada would increase by the amount 
of the depreciation. Naturally, in the case of certain finished goods in Canada, 
100 per cent of the cost of the goods is not represented by imported materials. 
These goods probably would not rise in price in the first instance to the full 
extent of the depreciation. To the extent that labour was a factor in the cost, 
wages are slow, very often, to change, subsequent to depreciation. This is 
part of the transfer between various sections of the economy. The primary 
producer is probably a little ahead of the game for a while at the expense of 
the other people in the community. Labour is the main ‘sufferer, I would say, 
although you can also include all forms of consumers. 

Mr. Lanpreryovu: ‘Tariff charges make up a large portion of the cost of 
imported goods; is that not true? | 

Mr. Macponatp: Not necessarily. 

Mr. Towrrs: Leaving that aside, I assume that in spite of depreciation, 


tariff rates stay the same and therefore that the added cost is equal to the — 


amount of the depreciation. 


Mr. LaANpERYoU: We are discussing the position of the farmers in western — 


Canada particularly, and it has been established, at least to my mind, that 
tariff charges work inimically to the interests of western farmers. 
Mr. Macponaup: I will go into that a little later on. 
[Mr. Graham Ford Towers.] 
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. Mr. LANpERYov: It enters into the whole picture. 
ig Mr. Macponatp: I do not think that tariff charges necessarily increase 

the cost of any article. There is competition within the country and that would 
_ overcome any tariff charge which might be placed on the goods. All the tariff 
_ does is to assure a market. If there is competition within the country then the 
- cost of the goods should not be increased on account of the tariff, 
Mr. QuetcH: I do not think Mr. Towers should leave that statement in 
_ the way he did. He stated if we had a depreciated currency the farmers would 
_ benefit at the expense of other classes of society. 
7 Mr. Towers: Would benefit for a time. 

Mr. QuELCH: It is also true to say that owing to the fact that we have 

_ appreciated our currency above sterling certain classes of society have benefited 
_ at the expense of the farmers, to make the picture complete. Professor Upegren, 
in his Manitoba brief, claims it has cost the prairie provinces since 1931 to 
— 1936, $47,000,000 a year. 
f Mr. Towmrs: Perhaps one should remember that for a period of years the 
_ Canadian dollar was at a discount on sterling, 
| Mr. QuetcH: The Canadian dollar? 
Mr. Towmrs: Yes. 


Mr. QureLcH: Yes, but the statement was that if we had depreciated our 
currency to the same extent that Australia had, that is, 25 per cent below 
_ sterling, western farmers would have gained $47,000,000 a year from 1931 
x 

to 1936. 

E Mr. Towers: With all due deference to Professor Upgren I think it is 
_ almost impossible to make calculations of that kind. 

Mr. QuetcH: That is, all other things being equal. 


3 Mr. Towers: Since you say “all other things being equal,” the argument 
-is shot. I am not saying behind his back what I have not already said to 
his face. 
4 The Cuatrman: Mr. Quelch, may I suggest something there, that exchange 
_ dumping invariably brings about tariff protection. We in Canada, when there 
x was exchange dumping on behalf of Germany, were the first country in the 
world to put up a tariff barrier. Now, the comparison between Australia and 
_ Canada ought to have the two central thoughts brought out. In the first place, 

Australia was forced into devaluation; Canada at the time was not forced; at 
any rate, it got along without devaluation. In the second place Australia had 

only a comparatively or a relatively small portion of the world’s wheat market, 
- about 12 per cent, and for the first five years after the war Canada had about 
38 per cent. So that it is natural to suppose there would have been more tariff 
~ action even than there had been as a result of exchange dumping. 

Mr. QuretcH: I am not advocating currency depreciation. When this _ 
matter came up once before I stated that I could not see that Canada as a 
whole would benefit, and I was merely stating that in view of the fact that we 
have maintained an appreciated currency the farmer has been penalized, and 
to that extent there is justification for a bonus or a subsidy to the farmer to 
compensate him for that loss. It is merely price cutting. . 
The CHatrMAn: The point I tried to make was that it was questionable, 
as the governor said, whether he had been penalized or not, because he might 
_ have been further penalized by a raising of the tariff against his exports under 
currency devaluation. 

_ Mr. QuetcH: Did that hold good in the case of Australia in so far as 
wheat is concerned? 
Mr. Towers: Oh, I do not think it did. 
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The CHairMAN: But Australia had 12 per cent of the market and we had — 
38 per cent. , : : 
Mr. Towers: Perhaps I should interject something there, that in speaking — 
of this particular subject I have tried throughout not to say whether I thought | 
such and such a thing should be done or should not be done, but simply to limit — 
myself to trying to show some of the effects. | 
The Cuairman: Proceed, Mr. Macdonald. 
Mr. Macponatp: I will leave that— | 
The Cuairman: —highly controversial subject. - 
Mr. Macponatp: —and get on to another subject. We have discussed in 
this committee from time to time the question of savings. Personally I have © 
not been entirely satisfied with the presentation of the subject. I think we ought — 
to have more information on it. We assume that the savings are all expressed : 
im bank deposits. . 
Mr. Towers: That was the point with which I took issue at an earlier 
meeting by saying that I thought in reality they were expressed in terms of : 
physical assets, although those may be denominated in terms of dollars and 
cents as, for example, when a person holds part of a bond issue on a factory. 


By Mr. Macdonald: 


(). There is no doubt that you would say the savings of a nation are very — 
important and the future of any nation depends to a considerable extent upon j 
savings?—A. On the savings in the form of its physical equipment, the | 
character of which will assist or retard production. 

@. Would it be possible for us to have a picture in tabloid, say, for the 
years 1928, 1932 and 1938. I take those years more or less at random. I 
think 1928 we could say was the height of prosperity, 1932 the depth and 1938 — 
the present time. Could we have a statement showing the deposits in the q 
commercial banks and in the federal institutions, such as the post office, the 
provincial savings bank, trust companies and loan companies and other institu- 
tions that take in savings?—A. I am not quite sure about the dates you mention, 
but we have quite a few figures on the record now in that respect. However 
I will check that up. 

Q. Could we have a table for those three years? —A. Yes. : 

Q. And then could you show the insurance premiums?—A. The annual insur- 
ance premiums in those three years? | : 

Q. Yes.—A. I think so. 

Q. Including in that government annuity payments.—A. Receipts? 

(. Receipts. And then on the other side we could have a statement showing 
the shrinkage of industrial capital—aA. I doubt whether it is possible to get : 
statistics on that. 

The CuarrMan: In the form of dividends paid. 


Mr. Towers: In the form of dividends paid, yes, that is possible. 


By Mr. Macdonald: 


Q. With regard to the shrinkage of industrial capital, as the chairman has 
said, that could be done, could it not, by showing the dividend payments in 
those years?—A. It would give an indication of changes in earning capacity in 
that time, yes. 4 

Mr. DracuMAN: There is a recorded statement from the Bureau of — 
Statistics of the capital employed in industry. I do not know how accurate — 
the calculations are. ; 

Mr. Towers: That is true. I am not familiar with the way in which — 
those figures are made up. a 

[Mr. Graham Ford Towers.] 
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fy) eee DracHMAN: It is a statement simply of each company which records 
its capital, employees and the value of its products. 


Mr. Towers: Yes. 


By Mr. Macdonald: 

Q. I think if you could prepare such a statement it would be of assistance 
to the committee——A. Yes. 

Mr. LAaNpERvou: In relation to insurance you stated you could secure figures 
showing total premiums paid. Is it life insurance you want particularly? 

Mr. Macponatp: I had in mind life insurance. There are other forms. 
There is also accident insurance. 

Mr. Lanveryou: If you had it confined to life insurance and accident insur- 
ance could you give the figures showing the total premiums received and losses 
sustained by those companies in Canada including the adjustment expenses, so 
that we would know how much money was paid out in the form of death claims 
and for matured endowments, etc. , ) 

Mr. Towers: We could try. As you know, anything we did there would 
depend on what is available from the Department of Insurance. 

Mr. Jaques: Mr. Macdonald, with regard to savings, is it not rather the 
effect of savings that we should discuss more than the statistics? 

Mr. Macponatp: We have discussed the effect of savings from time to 
time. I believe you discussed them. 

Mr. Jaques: I should like to give you— 

Mr. Macponaup: I was not going into that just now. I wanted more to 
eet these figures properly before the committee because I do not think you can 
discuss these things unless you have the correct picture, and I do not think we 
have had the correct picture to date. 

Mr. Jaquzs: I merely wanted to make a statement in one sentence on the 
effect of savings. Savings by individuals decrease purchasing power without 
lowering prices. Savings by institutions and corporations increase prices with- . 
out increasing purchasing power. 

Mr. Macponatp: That is your statement. I had not intended to discuss 
the effect of it now, but you want that statement on record? 


Mr. JAQquEs: Yes. 

The CHamRMAN: Supposing we have the governor’s opinion on that. 

Mr. Towers: I do not agree with that statement in any way, shape or 
form, Mr. Jaques, but as I said earlier, what has happened here, after all, is that 
you have made a statement without giving any reasons why such a thing should 
be true. And I have said that I do not agree with it, also without giving reasons. 
But if I could get from you the reasons why you believe such a thing to be the 
case, then it would be much easier to make an analysis of it, would it not? 

Mr. Jaques: When Mr. Macdonald is through. 

Mr. Macponatp: Yes, if that is satisfactory to the governor. If I could 
continue in the meantime, then we can come back to it. 

Mr. Towers: Yes. Although perhaps this would not’ be in accordance 
with the procedure that the committee expects to follow, if I could even get hold 
of a brief memorandum on the subject, it would be a helpful way of getting 
ahead. 

The CHarrMan: And place it on the record? 

Mr. DeacHMAN: You mean from Mr. Jaques? 


Mr. Towers: Yes. 
Mr. JAquEs: You mean a memorandum? 
79623—3 
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Mr. Towers: I said I did not want to make any suggestion which would not 
be in accordance with the usual procedure, but that would be one practical way 
of doing it. 3 : 

Mr. Jaques: You mean I should submit a written statement? 

Mr. Towers: So that I could understand what was in your mind. 

Mr. Macponap: In regard to the statement which you made to me, the 
governor has suggested that you elaborate on that by giving him your reasons. 

Mr. JAqugns: At a later time when you are through? 

Mr. Macponatp: Yes, or a memorandum in writing. 

Mr. LanpEeryou: I was very interested in the question you directed, Mr. 
Macdonald, to the governor of the Bank of Canada in relation to the amount of 
premiums collected by insurance companies. Could you explain to me the 
reason why you are interested—as that is a form of saving—in securing these 
figures? : 

Mr. Macponaup: I wanted to secure them for the benefit of the committee, 
because we have no statement which shows the amount of money on deposit in 
the banks; and that has been assumed from time to time—we have jumped to 
the conclusion that that represents all the savings. That, obviously, does not 
represent all the savings. Some of them may be included in those deposits, but 
the insurance companies also have other savings which they put in other forms. 
In order to have a complete picture, we should have this statement of insurance 
companies. 

Mr. Lanperyou: I believe we should have a complete picture. I have 
before me here a few figures—seeing that this matter has come up—showing 
the effect upon the province of Alberta of the operations of insurance com- 
panies. I should just like to indicate to Mr. Towers what information I should ° 
like in this regard. ; 

Mr. Macponatp: I said at the outset that I did not object to interruptions. 
I do not think that Mr. Landeryou wants to interrupt me at any length. 


Mr. Lanpreryovu: No, I did not intend to interrupt! I was very interested 
in your question. 
Mr. Macponatp: I think it is quite proper for you to ask a question. 


Mr. Lanperyovu: There are operating in Canada insurance companies in- 
corporated in Great Britain and others with head offices in foreign countries, as 
well as Canadian companies, provincial and extra-provincial companies are 
doing business in Canada. The effect of their operations in the province of 
Alberta has been, in my opinion, inimical to the best interests of that province. 
The savings that the people of Alberta put in those insurance companies have 
not been returned to them in proportions that would justify the continuance of 
such a policy as investing their savings in foreign companies. For instance, in 
the province of Alberta, there were forty-four Canadian companies listed as 
doing business in 1934, sixty-one British companies, ninety-three foreign com- 
panies, two provincial companies and three extra-provincial companies, selling 
fire insurance. The Canadian companies took $1,065,694.30 in premiums—that — 
is, gross less return premiums; the British companies, $1,631,082.31; the foreign 
companies, $1,308,801.82; the provincial companies, $4,345.02; the extra-provin- 
cial companies, $100,155.70. The total for 1936, gross less return premiums was 
$4,110,082.15; for 1935 it was $4,357,667.79; and in 1934 it was $4,455,991.31, or 
a total for the three-year period of $12,923,741.25. The greatest portion of 
those premiums went to the British and foreign companies. The total net losses 
incurred, including adjustment expenses, for the three-year period were: In 
1936, $899,473.37; in 1935, $1,047,570.26; in 1934, $1,060,161.70, or a total of 
$3,007,105.33. So that on that premium total of $12,923,741.25, the net losses 
were only $3,007,105.33 for the three-year period. 

[Mr. Graham Ford Towers.] 
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7 Mr. Macponatp: Just a minute. I did want to try to get through today. 
- I do not know how long you proposed to go on. 

‘ Mr. Lanperyou: I just wanted to finish this. It would only take me two 
j minutes to put in a picture of this relation of profits to losses. 


Mr. Macponatp: I said at the outset that I had no objection to questions; 
- but I said nothing about speeches. 
; Mr. Lanprryov: I do not intend to make a speech. What I wanted to.do 
- was to get the same facts for the dominion of Canada as I had secured for the 
_ province of Alberta. 

Mr. Macponatp: All right. 

Mr. Lanperyovu: I think that would help you. 

Mr. Macponatp: I think so. You can ask that. 


Mr. Lanprryovu: That is what I had in mind. I will just give it as I 
have it here for 1934 and it will not take me but two or three minutes. The 
- gross premium, less return premiums, for fire insurance companies for 1934 were 
 $4,455,991.31. The total net losses incurred, including adjustment expenses,. 
» were $1, 060,161.70. For automobile insurance companies the gross, less return 
premiums, were $695,321.85 and the losses were $437,611.57; for hail insurance 
- companies the gross, less return premiums, were $225,049.08 and the net losses 
_ were $81,404.51. For miscellaneous insurance companies, the gross, less return 
premiums, were $728,326.51 and the net losses incurred were $336,303. This 
makes a total net loss for those four groups of companies—fire insurance, auto 
insurance, hail insurance, and miscellaneous insurance—of $1,915,480.78, while 
_ the total premiums paid by the people of Alberta amounted to $6,104,688.75. The 
_ life insurance premiums for that year totalled $11,226,210.72. Altogether the 
premiums paid by the province of Alberta on fire insurance, automobile insur- 
- ance, hail insurance, miscellaneous insurance and life insurance total $17,330,- 
899.47. The total losses, including adjustment expenses, of all those companies 
is set out in this way: $1,915,480.78 for the four groups of companies I have 
- mentioned; and for life insurance, death claims were $2,103,087.93; matured en- 
_ dowments, $510,331.51; dividends, $1,835,418.58, making a total of $4,448 838.02, 
- the total losses, including adjustment expenses, on the part of the life insur- 
_ ance companies. So the fotal of all the companies amounted to $6,364,318.80— 
- that is the total net losses, including adjustment expenses—while on the other 
, hand, the gross less return premiums of these companies were $17,330,899.47.. 
_ These companies have tremendous investments in Alberta and are setting tre-- 
{ mendous revenues off them. If they do not desire to invest their surplus earnings 
in the province of Alberta, they can invest them some place else, and Alberta 
gets no advantage through ‘the re-investment of their savings in their own prov- 
ince for the development of that province. 


% The Cuairman: Mr. Landeryou, I think you should allow Mr, Mac- 
_ donald to proceed. 
Mr. Lanperyou: I should like to finish this one sentence. 
f The Cuarrman: I know, but you have taken two minutes, now it is five— 
x Mr. Lanpreryovu: One sentence and I shall conclude. 
ty The Cuarrman: All right. 

Mr. LAnperyou: I should like to have a complete picture, if it is possible, 
f the operations of all these insurance companies in Canada, showing the 
e ffect upon Canada. 
Mr. Towers: I wonder if we are the people best qualified to give that 
# 


2° 


information? At best it would be second-hand, because we are not experts 
on that subject. I assume that the ebsites of Insurance know a great deal 
more about it than we do. 
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Mr. LANDERYOU: Possibly. 
The CHarrMAN: Proceed, Mr. Macdonald. 


Mr, Lanperyou: Then we cannot get information to show the effect of 
the savings in insurance. 


Mr. Dreacuman: The story would not be complete, because there are 
investments on the other side. We hold insurance securities investments. 


Mr. Lanperyou: I should like to get the complete picture. 


Mr. Macponatp: The statement I made at the outset still holds good, that 
I have no objection to interruptions; but I think that they should be more 
in the way of questions than long statements or else I shall hardly get through. 
I shall forget what I am talking about myself. 


The CuHatrman: Proceed, Mr. Macdonald. 


By Mr. Macdonald: 


(. Mr. Governor, according to the evidence given to this committee, there 
are 4,122,963 savings accounts or what the banks call notice accounts?— 
A. Yes. 

Q. In the banks of the Dominion of Canada?—A. Yes. 

Q. The total amount of those savings is $1,659,646,000. That was in 
December, 1938?—A. October. 

Q. October, at least—A: October, 1938. 

Q@. Yes, October, 1938.—A. Yes. | 

Q. It has been suggested by members of the committee that the govern- 
ment should print and put into circulation by means of public works or other- 
wise, a certain sum of money. In fact, some members have gone so far as to 
suggest that $200,000,000 should be given to the people directly. Irrespective 
of the method of distribution, and bearing in mind that many of these savings 
accounts have been accumulated by the efforts of hard work, and often by 
actual manual labour, and by the sacrifices of those who have gathered their 
savings together, and also having in mind the fact that many of these savings 
accounts were the accumulated savings of numerous people, which are repre- 
sented by deposits in insurance companies, what would be the effect on these 
savings of the creation and distribution of $200,000,000 of so-called debt-free 
money ?—A. We come there again, as you have in mind, to the question of infla- 
tion. I do not think that anyone could say that such and such an addition to the 


medium of exchange will cause a certain degree of inflation., and not more | 


or less. 
Q. It would be inflation. There is no doubt of that-—A. It would un- 
doubtedly have that tendency. . 


Mr. Lanperyou: Do you mean uncontrolled inflation? Naturally, it is 
an addition of money. Do you mean by that an addition of money or do you 
mean an absolute inflation where prices will rise and there will be a dislocation 
of trade? What do you mean by that? 


Mr. Macponatp: Would the printing of $200,000,000 cause inflation? — 
The CHarrman: Some inflation. . 
Mr. Macponaup: Some inflation. 

Mr. Towmrs: I would guess that it would,, yes. 

Mr. Macponatp: “Yes. 

Mr. Tucker: That it would what? 

Mr. Towers: That it would cause inflation. 

Mr. Tucker: You mean a general rise in the price level? 

Mr. Townrs: “Yes. . 


[Mr. Graham Ford Towers.] 
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By Mr. Quelch: 
Q. Are you basing that on the thought that the chartered banks would be 


expanding upon that issue?—A. Yes; even although they did not expand in 


full, I would still think that that would be sufficient to cause an inflationary 
situation. 
Q. Without any expansion on the part of the chartered banks?—A. No. 


I would say particularly with some degree of expansion on the part of the 


banks. 
Q. Suppose steps were taken to prevent the chartered banks— —A. I beg 


-your pardon?. 


Q. If steps were taken to prevent the chartered banks from expanding, it 
might be possible to add $200,000,000, if it were used in a certain way, and it 
might not cause a rise in prices, in view of the fact, that we have a favourable 
balance of payments of $185,000,000?—A. That would be difficult to answer 
categorically. But, in any event, of course, that suggestion of a possible expan- 
sion in currency, sterilized to a major extent by raising the minimum reserve 
requirements of the chartered banks, was one which was made by Mr. Tucker 
early in the hearings; the effects of that so far as the country as a whole was 


concerned, we tried to list in an earlier memorandum. 


By Mr. Tucker: 


Q. In that event, of course, prices would not necessarily rise?—A. They 
would not necessarily rise. Monetary policy, as you know, is not an exact 
science. There has been a considerable expansion of deposits in the last few 
years. That has not had an inflationary effect, partly because money has 
tended to be rather idle. If you get into the minds of people the thought that 
not only are there increases taking place, but that the method of approach is 
such that there well may be larger increases at a later date, then you may very 


well stimulate a fear in respect to the future which will result in a fright move- 


ment from the currency; and then you have inflation with a bang. 

Mr. Tucker: What I can’t understand about that, if your factories are not 
working at full capacity and if you have a great deal of unemployment and if 
you get a great increase in the demand for consumable goods there will be a 
reduction of your overhead, of your factory burden attached to each item of 
goods; why should there be a rise in prices? In other words, if the farmers 


were, for example, to have their purchasing powers increased so that they could 
‘buy supplies of farm machinery that could be put out by the farm implement 


manufacturers of Canada who could quite easily produce with their present 
equipment all that would be required; so that it seems to me that instead of 
prices rising they would fall, if you had proper play of competition. 

Mr. Towers: Proper play of competition—perfect direction of production 


-—complete mobility of labour and many other things. We have tried to 
express our views, and I think we have dealt with this particular angle of the 
~ subject. 


Mr. Tucker: But the difficulty is more purchasing power. 
Mr. Towers: I think we dealt with that on page 194. 
Mr. Tucker: Then Mr. Macdonald asked you the question that if you 


. printed $200,000,000, or if you issued $200,000,000, without any qualifications ; 
and your answer was without qualifications that you would get a rise in prices; 


‘that negates all that has gone before. Someone might pick up this report and 
read it and they might see your answer in that form and they might say, Mr. 


_ Towers said this, there it is. 


bs 


we 
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Mr. Towers: I should be sorry through giving too brief answers to cause 
a wrong impression. It may be that in trying to give quick answers rather 
than reserving reply for written ones, that a wrong impression has been given, 


‘ you at least. 
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Mr. Tucker: I am not worrying about myself. 
Mr. Towers: I understand. 
Mr. Tucker: Anyone picking up that report and seeing it might be misled. 


Mr. Lanpreryou: I have just one question on that point which I would like 
to ask. 


The CuatrMAN: Mr. Macdonald, if you don’t mind. 
Mr. Macponatp: I don’t mind, if it is just one question. 
Mr. Lanperyovu: That is all I want to ask. 


The CHatrMAN: You are very prone to make speeches when you say you 
just want to ask a question; but you have said that you just want to ask one 
question and it is on the record. 


By Mr. Landeryou: 


Q. In answer to the question as to whether or not the issue of two hundred 
millions of dollars of free money would create inflation you stated that it would 
have tendency to create inflation; by that answer do you mean to imply that it 
would create a condition which would be harmful to the economic condition of 
Canada?—A. Yes. 


By Mr. Macdonald: 


Q. Now, the question which I asked with regard to the number of savings 
accounts and the amount of savings; the other day in this committee, on 
Tuesday, May 2nd, in the report of the committee at page 243, Mr. Landeryou 
stated :— : 


Q. I am correct in that?—A. I would say, just working it out | 
roughly here, that about 92 per cent have 27 per cent, or something © 
like that. 


Now, -in other words, Mr. Landeryou stated that 92 per cent of the depositors — 
had .27 per cent of the money, and he further went on to say that would mean — 
that 8 per cent of the total depositors held 73 per cent of the total deposits. 
Now I think that hardly sets forth the conidtions correctly? 

Mr. Lanperyou: Those figures were obtained from the, bank. 

The CuHarrMAN: Order, gentlemen. 


By Mr. Macdonald: 


Q. Just one minute. I have a statement which was tabled in the house, — 
a statement which comes down each year on the classification of deposits in — 
Canada as of October Ist, 1938, and that statement shows deposits payable on — 
demand and deposits payable after notice. And now, according to the state- 
ment of Mr. Landeryou the 8 per cent would include all the deposits except 
the deposits payable after notice of $1,000 or less?—A. I do not understand 
that, would you repeat it? ; 

Q. The statement that 8 per cent of the people control 73 per cent of the — 
total deposits?—A. Eight per cent of the deposits in savings accounts. 

Q. Yes—-A. Have 73 per cent of the total savings deposits. 

Q. No, he doesn’t say savings deposits; that would include both deposits 
payable on demand and deposits payable on notice?—A. I am wrong then. 
That 8 and 73 do represent figures applicable to the total number of deposit 
accounts and the total amount of the deposits. 


Mr. LANpERYoU: Those answers there are not mine. Those are answers 
to my questions directed to Mr. Towers himself, and are his answers. 
[Mr. Graham Ford Towers.] 
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By Mr. Macdonald: 


Q. Then, Mr. Towers’ answer is to the effect that the 8 per cent and the 
73 per cent of the deposits include all deposits whether demand or notice?—A. 
In chartered banks. 

Q. In chartered banks. Now, the deposits up to $1,000 or less on demand 
total 604,490 representing $88,127,361.37?—A. I have the round amotint here. 
I would say that is right. | 

Q. I suppose they include all small accounts which are held by small 
merchants?—A. No doubt. 

Q. Garage men?—A. Yes. 

a And what we call small people doing business on the smaller scale?— 
A Les, | 

Q. So that in that 8 per cent there would be a lot of what we call little 
fellows in the way of business?—A. Yes. 

Q. So that if any impression went abroad from your statement that 8 
per cent of the total deposits were held by big businessmen that would be 
incorrect?—-A. I think I may have made a mistake there, the 8 per cent 
refers to 8 per cent of the number of deposit accounts, doesn’t it? 

Q. Yes. Eight per cent compares to the number of deposit accounts ?— 

A. The small accounts that you refer to would be in the 92 per cent, would 
they not? 

Q. No, not on this statement, this is Just with regard to the savings. The 
8 per cent is after taking out the savings deposits of $1,000 or less. They 
amount to 73 per cent.—A. I don’t think so. 

Q. Or, do they not amount to 92 per cent of the number of depositors and 
the 27 per cent of the deposits?—A. Savings and demand combined, yes. 

Q. Yes. So then the 8 per cent——?—A. Represents the number of de- 
positors, the proportion of depositors with accounts whether demand or savings 

in excess of $1,000. 

A Q. I hardly think the figures would work out that way. I think my 

compilation would show that you have demand and savings deposits of less 

than $1,000, and they come to 73 per cent of the deposits?—A. I do not think 
they do. All savings deposits of $1,000 or less amount to $452,000,000 out of 
the total of deposits of $1,655,000,000. 

Q. That is just savings?—A. That is just savings; in other words, a little 

» less than 25 per cent. 7 

i: Q. Then when you take in the other figures of demand ?—A. The 

_ demand deposits of less than $1,000 are $88,000,000 out of a total of $749,- 

4 000,000; in other words, about 12 per cent of the total. 

Ri Q. Well, there is no doubt that in these deposits of $1,000 or less there 

__ would be the small businessmen?—A. Yes. 

- . Q. And you said that the 8 per cent does not include them?—A. The 8 per 

cent is the number of depositors, or the proportion of depositors with accounts 

~~ of more than $1,000. 
Q. That is savings accounts?—A. Both, but I could do it for one or the 
other. 

| Q. There is no doubt that many depositors have current accounts of less 

than $1,000?—A. There are 604,000. 

Q. What is it in savings accounts?—A. The total number of savings accounts 
is 4,123,000. Accounts of $1,000 or less, numbered 3,797,481. 

Q. And that is, those of $1,000 or less?—A. Yes. 

Q. And now, the man who has $1,001; where would he come in?—A. He 

- would be in the range of $1,000 to $5,000. 

S Q. And if he had $1,005, he would be in that class?—A. Yes. There are 

284,000 of such accounts. 

Q. 284,243 accounts of depositors having deposits ranging from $1,000 to 

 $5,000?—A. In the notice deposit category. 
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Q. That is all within the general term of savings banks?—A.° Yes. 

Q. That totals 4,081,724? Is that correct?—-A. I think so, yes. 

Q. And they have $1,024,485,657.04?—A. Yes. 

Q. And that would represent 62 per cent of the total savings deposits? — 
A. Yes. . ; : 

Q. And if we average the number of depositors having $5,000 or less, 
4,081,724 into the total amount of their deposits, that is $1,024,485,657.04, each 
depositor would have an average of $250.99?—A. Approximately, yes. 

Q. So that I would be correct in saying that there are to-day in the savings 
accounts or notice accounts 4,081,724 accounts having an average deposit of $251? 
—A. In the class of accounts ranging from $1 to $5,000. 

Q. Yes. Well—no. I am taking the small men, the men with $5,000 or less? 

Mr, Lanperyou: Why not take $1,000 or less, those are the small accounts 
which come within the figure of $1,000 or less, why bring in $1,000 to $5,000? 

Mr. Macponatp: I took in the higher group because I do not think it is 
fair and because the man who has $1,001 automatically comes into the $5,000 
group of accounts. I think it is more fair to take all the savings accounts 
below $5,000 and average; and I find that 60 per cent of the total savings 
deposits in our banks to-day are held by people having less than $5,000, in fact 
they average $251. 

Mr. LanpEeryou: That does not tell a complete story because there are 
3,000,000 depositors who have on deposit less than $1,000 or an average of from 
$117 to $125 apiece. That is the bulk of the deposits. 


Mr. Macponatp: We have to get a fair picture, and I think a more fair 
picture would be obtained by taking all the small deposits. My idea in having 
all the small deposits is not by taking in the $999 and leaving out the man who 
has $1,001 on deposit. 

Mr. QuELtcH: To a great many people in Canada a deposit of $5,000 is a 
very large deposit. 

Mr. Macponatp: So I average them all, the man who has only $1 in the 
bank up to the man who has $5,000; I average them, and as I said before, I find 
that 62 per cent of our depositors are in that class and they have $251 each 
in the bank. 


By Mr. Macdonald: 

Q. Now, Mr. Towers, if there were inflation how would the value of these 
accounts be affected?—A. A change in the value of money, of course, affects 
not only savings depositors but also anyone who has a fixed obligation in his 
favour. That applies to savings deposits, life insurance policies, to bonds or 
preferred stock with a fixed dividend, and to a certain extent to wages or salaries 
which are not necessarily fixed over a term by contract, but do not change very 
readily. 

Q. Suppose inflation depreciated the value of these savings 50 per cent, a 
man with $251 as savings would find that his savings would be depreciated to 
the value of $125.50—A. They would have a purchasing power that would be 
equivalent to that, yes. 

Q. And the man with $25,000 in the bank would find that his savings would 
be depreciated to having a purchasing value of $12,500?—A. Yes. 

Q. So then, would I be correct in saying that the little fellow—the chap 
with the $251—would feel the pinch, and feel it worse?—A. That is probably 
the case because he has not usualy got the means for taking advantage of the 
inflation. By taking advantage, I mean the advantage that an individual can 
take of such circumstances. He probably has not got as good a means of 
offsetting the sacrifice by appropriate steps in the form of switching his invest- 
ments or doing something else which will bring grist to his mill. 

[Mr. Graham Ford Towers.] 
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M 
: Q. And also the man with the bigger deposit would have $12,500 left any- 
-way of purchasing value and the other man would have left only $125. 50.—A. In 
respect to that particular asset, in the form of savings accounts. 
@. I suppose that would affect all accounts, whether they were. savings or 
demand accounts?—A. Yes; it affects all fixed obligations phrased in terms of 
-money. 
Q. And is it true that practically all municipalities have accounts in the 
banks, money on deposit?—-A. Yes, usually. 
Q. School boards?—A. Yes. 
@. And municipal institutions, such as municipal railways?—A. Yes. 
@. And hydro commissions?—A. Yes, although of course, it is a pretty long 
complicated story to work out the effects, to the extent that anyone can, on the 
various sections of the community. There is a transfer of wealth that takes 
place. | | 
Q. We are just now assuming that there was inflation to the extent of 
50 per cent?—A. I know that you are speaking of the effects. 
Mr. Lanperyou: How much money would it take to arrive at that? 


By Mr. Macdonald: 

q Q. I am speaking of the effect in respect to these particular things only.— 
. Yes. 

2 @. Do you know whether or not it is so that the Toronto Hydro Commis- 
sion, for instance, has $3,000,000 on deposit?—A. I do not know, but it does 
‘not sound an unduly large amount. 
Q. And other hydro commissions throughout Ontario have substantial 
deposits?—A..I dare say they have. 

@. And the provincial and federal governments have deposits?—A. Yes. 

: @. And the United Grain Growers and other grain organizations have 
deposits?—A. All business organizations have. 

@. And there is no doubt about insurance companies having deposits?—A. 
Yes, but not large in proportion to their business. 

Q. But they would be substantial?—-A. Oh, yes. 

@. And churches all have money on deposit?—A. I hope so. 

@. And trades and labour unions mostly have deposits?—-A. Yes, or invest- 
ments. I would say deposits are only one feature of the whole thing. 

@. And fraternal societies? —A. Yes. 

Q. As I say, if there were inflation to the extent, say, of devaluing the 
‘money only 50 per cent, would not all the accounts of these institutions that I 
have mentioned be affected to the same extent?—A. Yes; to find out the total 
effect on them, of course, one would have to examine their other assets, their 
‘other forms of activity to find out whether in the course of the transfer of 
wealth which took place, they might be ahead of the game, and others behind. 
| Q. I am talking about money on deposit.—A. On that particular aspect of 
‘their affairs they would be behind, of course. 

Mr. Lanperyou: How much money would have to be issued under this 
proposition? How much capital would have to be moved into the financial 
‘structure of Canada in order to create such a situation that there would be 
60 per cent depreciation in the value of the dollar? How much money are you 
talking about? 
¢ Mr. Macpona.p: I started with a suggestion of $200,000,000 printed and 
‘distributed immediately. 

Mr. QuetcH: You do not wish to leave the impression that $200,000,000 
‘would cause a 50 per cent depreciation? 

Mr. Macponatp: I do not. It is my own opinion, once $200,000,000 were 

‘printed and distributed there would soon be a demand for another $200,000,000 


818 STANDING COMMITTEE 


and there would be a loss of confidence in Canada if even $200,000,000 were 
printed and distributed; but I should like to know what the governor . the 
Bank of Canada has to say in regard to that. 

Mr. Towers: I do not know. It depends on psychology and the assumption 
of what the future is likely to hold. : 


By Mr. Landeryou: : 

Mr. Towers, there has been an increase in bank deposits fheough the 
sale of bonds to the banks?—A. Or banks purchases of government securities of © 
various kinds. 

Q. The banks purchase of government securities have created in fact 
$500,000,000 in the last few years?—A. This amount that Mr. Macdonald has 
mentioned is far far in excess of that? 

Q. Not the $200,000,000 he mentioned.—A. The increase in cash in the last. 
few years has been approximately $47,000,000. 

Mr. Tayuor: May I ask a question here?’ q 

Mr. LANpmryovu: I want to finish. 

Mr. Taytor: Is not inflation a condition of the minds of tie people, and | 
not a matter arising out of an extra-sensory perception? What I want to arrive: 
at is this. You have yourself expanded the currency of the country by — 
$450,000,000 during the existence of the bank. | 

Mr. Towers: Have taken action which enabled that other thing to take — 
place. 
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By Mr. Taylor: 


Q. Exactly. Suppose that on the formation of the Bank of Canada the © 
question had arisen in the house, what do you intend to do? And the Minister 
of Finance had said, I propose in the next five years to increase the currency — 
position of this country by $500,000,000. Would the people have accepted that — 
as anything but inflation?—A. I think they would have considered it a rather 
rash statement because they would have realized that he could not know what — 
the changes of the next four years would be. 1 

@. But you have infused that extra currency and they have taken it like 
little lambs?—A. The conditions of the times have probably produced that. 
That does not necessarily mean that the process could be continued ad nauseam, 
of course. 

Q. I quite agree with that. I only want to establish the firm belief that 
inflation is a matter arising locally and in the minds of the people. You can 
create a local inflation by a local condition, or you can create a country inflation — 
by a countrywide condition, It arises, and has inception in the minds of the 
people themselves. ; 

Mr. Macponatp: If I could get on, I should be very pleased. I do want 
to get through. Could you reserve as many questions as possible until the end? 


Mr. Lanpreryou: I have one question. 
Mr. MacponaLtp: You might reserve it until the end. 


By Mr. Macdonald: 

Q. I am thinking particularly of deposits, and more particularly of the 
statements that have been made from time to time that the banks create deposits. 
I think that should be cleared up. It seems to be a part of the stock-in-trade 
that money is created and can be created out of thin air. Now, if that can be 
done, I think we should know how it is done. I should lke to go through this 
Mr. Lanprryou: Would you like me to explain how it is done? 

Mr. Macponatp: I should like to ask a question to know whether or ane L 

am right, with regard to money. . - 
[Mr. Graham Ford Towers. ] 
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By Mr. Macdonald: 


Q. Suppose a man needs money and he goes to the bank—I want to know 
whether I am right in this sequence of events—and he deposits a security, it is 
either personal or collateral, and he arranges a loan. He might take part of it 
with him and he might leave part of it in the bank. 3 


Mr. Lanpreryovu: What part does he take with him? 


Mr. Macponatp: He may take part of the cash with him and leave part a it 
in the bank. 


By Mr. Macdonald: 
Ses Is that the sense in which it is said that the banks create deposits?— 
A. Yes. 

Q. Well, is that creating a deposit, or is it not merely a restoration of invested 
savings to liquid form? I had my security; it was not in liquid form. It origi- 
nally must have been in liquid form or I could not have purchased it. I purchased 
the security. Now I need cash; I take it to the bank, and was I not restoring 
it to its liquid form?—A. Well, I suppose it can be said that that is the process 
in the particular case you mention; but still I really think that it would be better, 
if the thing which was referred to as a creation of deposits could be understood 
in another form; that is by insistence on the fact that it is a creation of liabili- 
ties so far as the banks are concerned. 

Mr. Lanpgryov: And assets as well. 


Mr. Towers: Everyone has a different method of approach to this subject. 


By Mr. Macdonald: 

Q. It is a liability of the bank?—A. It is a liability of the bank, and as I 
say that process can be followed by anyone who can command any degree of 
eredit at all. If you go to a grocer and acquire, say, an asset, in the form of 100 
pounds of sugar, and the grocer is willing to trust you for that $6, you have 
a credit. 

Q. I have to give him some security, maybe my personal security ?—A. Yes. 

Q. Or it may be something else?—A. Yes. 

Q. Is not that just a change?—-A. I suppose one can phrase it that way, 
although I do not quite follow the implication there. 

Mr. Tucker: You are suggesting that the bank is monetizing your credit. 

Mr. Lanperyou: Monetizing your real credit. 
~ Mr. Macponatp: If I deposit a bond which I have purchased with cash and 

I leave that bond with the bank, I say that it is just restoring that bond to 
liquid form. 

| Mr. Tuckmr: Suppose you were to take the example you gave a moment ago. 

What they are doing is, they are monetizing what they consider to be your 

' credit, 

Mr. Macponaup: I must have something material behind me or else they 

- won't give me the money. They must be satisfied that I have got something 

that they can get possession of if I do not make payment. 

i Mr. QuEetcH: No. The banks have given money on personal notes, which 

_ had nothing but the integrity of the individual behind it. 

The CuHarrMan: That is what Mr. Macdonald has said, personal security. 

Mr. Quetcu: Integrity. He said providing they can get hold of some security 

_ that he had. They may give you a loan on your ability to produce wealth in 

the future. 

Mr. Macponatp: The bank must be satisfied that I have something. 

The CHarrMAN: They must be satisfied that you will pay the bank. 


820 STANDING COMMITTEE 


Mr. Macponatp: Yes. , : 
Mr. Lanperyovu: Do you believe the banks can create money out of thin 
air? 
, Mr. Macponaup: If they can, that is what I am endeavouring to find out. 
I am here, and I think the committee is here, to find out whether it is possible 
for the banks to create money. | 
Mr. Lanpreryvou: They have done it for years and years. That should be 
a matter of common knowledge at this time. | 
Mr. Townrs: You would not object to saying they create liabilities? 
Mr. Lanperyovu: As long as you include assets at the same time. 
Mr. Towers: In acquiring an asset the bank also acquires a liability. 
Mr. Lanpreryovu: I will admit that. They create a liability at the same 
time that they create a revenue producing asset for themselves. 
Mr. Quetcu: And they make a profit on the transaction. 
Mr, Lanperyovu: They make a profit on the transaction. 
The CHatrMAN: Order; not all at once, please. 


By Mr. Macdonald: | 

Q. Following up my reasoning and statement, I am of the opinion, and 

I should like to know whether the governor of the bank agrees with me, that 

the bank does not really create anything, it rather converts, as I said before, my 
property into liquid form, and it holds it to my order. 


Mr. Lanpgeryou: What is the liquid? 


Mr. Towrrs: It has that effect, yes, which I think is very much the 
same as putting it the other way. 


By Mr. Macdonald: 

Q. Let us get down to the question you mentioned of creating money out 
of thin: air or in other ways—fountain pen money that the bank can create. 
I should like to have this cleared up beyond all doubt, as I think a lot of people 
have been deceived by it. If it is a simple matter for the bank to create money 
and call it out of thin air or by use of a fountain pen, I should like to have, 
some of it. 

Mr. Lanppryrovu: You cannot get it. 

Mr. Macponatp: Not for myself, personally, but for the city of Brant- 
ford, for instance. There are in that city today 4,241 people on relief. Some-. 
one has said that these people do not want to work. I resent that statement; 
I think it is an effrontery: I know the people in Brantford who are on relief. 


want work; are anxious and ready to work, and I believe that the other 100,000 


{ 


or more who are also on relief are on the whole anxious to work. But I will. 
speak about the 4,241 people in the city of Brantford who are on relief. They 
are very deserving people. They are living on a very small amount. I do: 
not see how they subsist. I do not see how they got along on the small amount 
that is given them. For instance, five people living on relief in the city of — 
Brantford get $32.10 a month. That is a little less than $1 a day. In addi- — 
tion to that they get a shelter allowance, but $1 a day to keep five people, 
including food, fuel and clothing, is not very much. As I say, I do not see 
how they exist at all. I should like to know if there is any way in which the 
banks can create money, call it out of thin air or by the use of a fountain pen, 
and wipe out poverty. I should like to know how it can be done. If it can be 
done I should like it done so that these people in Brantford who are on relief, 
and others, can get some of this money. 
[Mr. Graham Ford Towers.] 
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Mr. Towers: In spite of all that has been said I still think there is a 
lurking thought, when people say that banks can create money, that that 
means they can create money for themselves. In fact, they can create lia- 
bilities, and those liabilities being bank deposits which are readily acceptable, 
so long as the institutions are thought to be solvent, the net result is that 
they create money for other people. They cannot create it for themselves. 
In the process of banking, they acquire assets in the form of loans or invest- 
ments and, at the same time, assume liabilities to pay such and such an amount in 
deposits. Now, the benefit to the banking system of that process depends on 
the difference between the earnings which they receive on the assets and the 
costs they incur in the form of interest and operating charges in connection with 
deposits. That is and always has been the business of banking and it is the way 
in which the public obtain the medium of exchange which they want and need 
to do the country’s business. 

The banks have it in their power to decide whether or not they will conduct 
such a banking operation in any individual case. It is the central authorities in 
most countries who determine the sum total of what can be done along those 
lines, and presumably base their determination on what they conceive to be the 
proper amount of medium of exchange for the country as a whole, remembering, 
of course, that that medium of exchange is not wealth, it is just what the words 
used to describe it indicate. 


Mr, Lanperyou: Could you deal with this proposition of Mr. Macdonald’s— 
The CHairMan: Order, please, let Mr. Macdonald continue his examina- 
tion. 
By Mr. Macdonald: 


Q. Could the banks by some fountain pen method create enough money to 
wipe out poverty ?—A. Money will not wipe out poverty because it is not wealth. 
And in any event, the banks create nothing for themselves in that respect. They 


_ create liabilities so far as the banks are concerned. The deposits are in the hands 


of the respective owners thereof. 
Mr. QuetcH: Do you not think it is true— 
The CHarrMAN: Order. 


By Mr. Macdonald: 
Q. They create liabilities and those liabilities must be wiped out.—A. Those 


_ liabilities they must be prepared to pay, or, so long as they have those liabilities, 


they must see to it that they have an appropriate amount of assets under admin- 
istration so that there are assets to respond to their liabilities. 

Q. I shall leave it at this: You know of no method whereby I can obtain 
sufficient money from the bank by a fountain pen method or out of thin air, or 


_ any other method, to put these people who are on relief in funds so that they 


will have a substantial quantity of the medium of exchange?—A. No method 
of that kind, no. 

Mr. QuetcH: That is hardly a fair question. Is it not true— 

The CuHarrman: Order, please. 

Mr. QuetcH: Is it not true that money can be obtained by that method in 


_ order to stimulate production thereby wiping out poverty? I do not think that 
is a fair way of putting the question. 


‘ 


Mr. Towers: If it is desired to stimulate production through the invest- 


ment of capital, that capital, of course, can be obtained in various ways. One 
_ way is by borrowing the savings of the people. 


y 


'* 


to increase the medium of exchange. But I should say that the decision as to 


Mr. QueutcH: Or by this method? | 
Mr. Towers: Or by this method, to the extent that it does seem desirable 


| 
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which method would be employed is one which should be determined by the — 
thought, is the medium of exchange sufficient in volume or not? If it is sufficient, 
then any money required for capital investment should come from the savings 
of the people. f 

Mr. QuetcH: In active circulation? You cannot force people to invest. 
If they will not invest, then the government should do it. 

Mr. Towers: You mean that the government in that case wanting money 
for capital development — 

Mr. QUuELCH: Yes. 

Mr. Towers: —finds that the people of the country will not lend it the 
money; in other words, they have no confidence in their government? 

Mr. Qustcu: No, I am not prepared to say that. | 

Mr. Towers: That is the answer. They will do it if they have confidence 
in the government, and if you assume the people have not got sufficient con- 
fidence you have a pretty serious situation. 

Mr. Tucker: But you would have to let the civilization which you have 
built up fall. Let us follow this along— 

The CHamrmaNn: Just a minute, please. Mr. Landeryou rose a few moments 


ago to ask a question and I am going to ask Mr. Macdonald, as a special favour © 


to the chairman, to allow Mr. Landeryou to ask his question. But just one 
question. : 


By Mr. Landeryou: 

Q. At the present time, Mr. Towers, is it not correct that the banks are 
creating by the use of their fountain pens money with which municipalities, 
provincial governments and this federal government contribute to relief?—A. I 
- would say that over the period of the last four years the monetary policy of the 
central bank has resulted in the banks, the chartered banks, acquiring a good © 
many additional government securities, and that that has increased deposits. — 
I would not say that is the only way in which governments could have obtained— 

Q. No, but that has been done—A. For the reason that it has been con- | 
sidered desirable to increase the medium of exchange. Between December — 
1936 and December, 1938, speaking broadly, that was not done. 

Mr. Quetcu: Yes, but coming back to your answer, is that because— 4 

The CHatRMAN: Order. Mr. Landeryou is asking a question. Mr. Quelch, — 
please let Mr. Landeryou ask his question. ' - 


By Mr. Landeryou: a 
Q. I am just trying to get an answer to the question that was asked by @ 


Mr. Macdonald. As I understand it the question was whether banks can © 


create money by the simple expedient of using a fountain pen; if that is so, © 
why cannot unemployment be financed in that way? Now, is it not true 
that banks have created through pen and ink entries in their books credit — 
that has been used by municipalities, provincial governments and federal F 
eovernment to pay the cost of relief? A simple answer “Yes” or No”, I think, 4 
would cover it-—A. Oh no. First of all, while it is perhaps a psychological 
question, I do not think that the fountain pen reference is a very satisfactory 
one. After all, we are dealing with a serious subject on which I do not suppose ~ 
anyone wants people to obtain wrong impressions. I suppose, with due respect — 
to the King’s Printer, I could refer to all the laws of this country as pen and — 
ink laws, but if I went out and tried to break them and said in court, “It was 
only a pen and ink matter,” I would not get very far with the judge. These - 
are real transactions which take place in banks. These are serious liabilities 
which they assume. The business of banking is to loan and invest within the 

[Mr. Graham Ford Towers.] 
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limits permitted by their reserves. It has so happened that because of a central 
bank policy, with which the chartered banks had nothing to do, the additional 
‘cash with which they have been supplied in the last four years has led them 
into purchasing additional government bonds. Now, if we had not done that, 
you would have found, I assume, that the expenditures of the governments 
for relief and other purposes would have been just the same, but that not one 
‘dollar of those expenditures would have come from additional bank credit. 


& 


By Mr. Macdonald: 
: Q. I have just one more question I should like to discuss briefly. I had 
not intended to go into this matter but on account of the reference: to the 
tariff yesterday I thought it should be mentioned today. It is a question which 
has come up from time to time, the claim that the west has been exploited 
by the east. I think that is an unfortunate feeling that is abroad in certain 
sections of Canada, particularly in the west, that the east has exploited the 
west, 
Mr. LANpERYovu: Hear, hear. 


Mr. Macponatp: Some members of the committee say “Hear, hear,” which 
shows that they feel that way but may or may not be prejudiced. I think we 
should go into the question with an open mind and not decide before we dis- 
cuss it that the west has been exploited by the east. 
| Mr. Lanperyou: Well, by the -east—— 

The CHatrMAn: Order, please. 

| Mr. Macponaup: Or by anyone else. I think we should consider the 
matter and endeavour to get the true facts and not go into it with a closed 
mind and say that a certain thing has been done and is still being done. 
Yesterday the tariff was mentioned and it was said that there was a very 
high tariff against manufactured goods, and the impression was left that there 
was no tariff against any other goods. I should like to put on record a state- 
ment of the tariffs on farm products. 

Mr. Dracuman:. Not much good.’ 

| Mr. Tucker: Do you suggest the high tariff on wheat helped raise the 
price of wheat? 

_ Mr. Macponatp: Helped raise it? 

Mr. Tucxksr: Yes. 

Mr. Macponatp: Yes. 

| Mr. Tucxer: If that is your idea then your opinion in regard to the 
matter would not be worth much to the average farmer. 

_ Mr. Macponarp: It may not be worth much to you and some other 
members, but if it is a fact then it has to be— p 

By Mr. Tucker: Where has it raised the price? 

_ The CHatrman: Order. Please allow Mr. Macdonald to continue. 

Mr. Macponatp: ‘This tariff rate is in reference to the United States, and 


do not think the statement can be denied. 

| On live cattle, there is a duty of two cents a pound. 

4 On sheep, there is a duty of $2 a head. | 

~ On hogs the duty is 14 cents a pound; on fresh beef, 6 cents a pound; on 
lambs, 6 cents a pound; on canned meats, 30 per cent (canned hams: less 20 per 
cent under the Polish agreement). On baby chicks there is a duty of 4 cents 
each; on bacon and hams, 14 cents a pound; on beef in the brine, 3 cents a 
pound; on lard, 1} cents a pound; on tallow, 174 per cent; on eggs in the shell, 
2 cents a dozen; on cheese, 7 cents a pound; on butter, 12 cents a pound; on 
mops, 10 cents a pound; on powdered milk, 5 cents a pound. I would also 
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remind members of the committee that there is an absolute prohibition of the 
sale or manufacture of margarine in this country which is also a considerable 


protection, I would say, to makers of butter. 
Mr. Tucker: Has that raised prices any? That is the point. 
The CHairMAN: Order. 


Mr. Macponaup: If you are discussing the raising of prices, we will go into : 


the whole question of tariffs, and whether tariffs raise prices or not. 
Mr. Tucker: Has that raised prices? 


Mr. Macponatp: As I mentioned a moment ago, in my opinion, facile do | 


not necessarily raise prices. 
Mr. DeacHmMan: Not when you— 
The Cuairman: Order, please. 


Mr. Macponatp: - You say that the price of butter is not raised on account 
of the tariff. There is one instance where you have proved my argument for — 


me. If you take into account the percentages— 
Mr. Tucker: Surely you are not advancing this argument seriously. 
The CHatrMANn: Order, please. 
Mr. Macponaup: If you take into account percentages—I have the price 


it brings your tariff up to about 60 per cent. 
Mr. DeacuMan: I can give you higher ones than that. 
The CHarRMAN: Order. 


Mr. Macponatp: Then we will take cheese. Cheese, new large, on the 
same date, was 10 cents a pound; and the duty on cheese is 7 cents, which q 


would put ‘the duty on cheese up to 70 per cent. 
Mr. LANpERYOU: What is the surplus of cheese in Canada to-day? — 


Mr. Macponatp: I am not discussing the surplus. I am just pointing out 
to the members of the committee that it is not only manufactured products that ~ 
have duties, that have tariffs, and have, if you want to call it that, tariff pro-— 
tection. But there is this long list of farm products which also has tariff pro- | 
tection. Added to that, I would remind members of the committee that there 


is a guaranteed price for wheat. ' 
Mr. Tucker: But that guaranteed price for wheat— 
The CHatRMAN: Order, please. 


Mr. Macponatp: Which at the present time is considerably above the 


market value. 


Mr. Deacuman: But that is one year. That is only a year, and the tariff 


has been stealing from us for sixty years. 
Mr. Macponatp: It was one year this year and one year last. 
Mr. Deacuman: That is two years out of sixty. 
Mr. Macponaup: And it may be one year next year. 
Mr. Deacuman: And it may be after that. 
Mr. Macpona.p: If we are going into this question with an open mind— 
Mr. DeacuMan: That is what we are doing. 


Mr. Macponaup: We must remember that there are these duties on those 


farm products. 


another. 
The CHAIRMAN: Order. 
[Mr. Graham Ford Towers.] 


of butter on May 22nd; creamery butter solids, No. 1, sold at 203 cents a pound | ; 
—when you put on a duty of 12 cents or take a duty ‘of 12 cents on that butter, © 


Mr. Tucker: But they work semester as compared to one thing and 


e 


ny Pe a) Bind 
fee 8 


ae en 
s a 


OE da aat | ae 


g in al ve 
G i BANKING AND COMMERCE 825 


Mr. Tucker: There is no use comparing them without sdnMiler He how 


they work. 


Mr. Macvonatp: You can say that about any tariff. Whenever a tariff is 
mentioned, it is suggested that when it gets into some other department than 


_ the Department of Finance, it works a little differently. 


Mr. DracuMan: You have the very same thing. Your raw materials for 
your implements are duty free. 


Mr. Macponap: Then we must put both the duties on farm products and the 
duties on manufactured goods on the same basis. They all have duties. 


Mr. Tucker: All right. Let us just take that. 
Mr. Macponatp: You have added to that, as I have said, prohibition, actual 
prohibition— 
~ Mr. Dracuman: Never. 
Mr. Macponaup: On a product which is in competition with butter. 
Mr. Tucker: Yes, and what is the effect? 
Mr. Macponatp: Also, as I have said before, you ee a guaranteed price 


for wheat. Now it is suggested that the duty should come off. Some members— 


I do not know whether there are any in this committee; I doubt it—have sug- 
gested that the duties should come off all manufactured goods. If they came off 
all manufactured goods, they would necessarily, I submit, Mr. Chairman, have 
to come off all farm products. 


Mr. DeacuMan: Welcome. 
Mr. Tucker: Welcome. 
The CHarrMan: Order, order. 


Mr. Tucker: We have been asking for that for the last twenty years. Re-- 
move all tariffs. 


The CHarrMAN: Restrain your enthusiasm, gentlemen, and let Mr. Macdon- 


-ald continue, please. 


Mr. Macponatp: If they come off all farm products, then necessarily the 


fixed price on wheat would have to come off. 


Mr. DracHMaAN: Hear, hear. 

Mr. Tucker: Get off our backs, and we will not ask for any favours. 

Mr. Macponaup: And all subsidies in any way to wheat growers would 
have to come off. 

Mr. Tucker: Hear, hear. 

Mr. Macponatp: They would have to come off. 

Mr. Tucker: Get off our backs and we do not want any subsidies. 

Mr. Deacuman: Do not forget the coal fellows. 

The CuairMAN: Order, order. 

Mr. Jaques: May I make a statement? 

Mr. Macponatp: I wish the members of the committee would not get so 


enthusiastic. 


Mr. Jaques: I have not said anything yet. 
The Cuarrman: I know you have not. You are always good. But let Mr. 


~ Macdonald finish. 


Mr. Jaques: When he is through, I am going to make a statement. 
The CuarrmMan: When Mr. Macdonald finishes I think, with the unanimous 


approval of the committee, Mr. Jaques will have the floor. Go on, Mr. Mac- 
_ donald. 


Mr. Lanpreryou: He is very popular with the committee just now; let him 


go ahead. 


79623—4 


826 STANDING COMMITTEE 


Mr. Macponatp: I might say that I have no objection to all the members 
of the committee speaking at once after I am through. 

Mr. DracuMaN: We are all in accord. 

Mr. Macponaup: But my fear is that if you take the duties off all farm 
products, off butter and cheese and cattle and everything else I have mentioned — 
--I have forgotten, for instance, vegetables. I thank one member of the com- 
mittee for reminding me of that. 

Mr. Kinuzy: You forgot sugar beets. 

An Hon. Memser: And fish. 

Mr. Macponatp: There are also sugar beets and fish. But I am dealing 
more with farm products. If the duties were taken off all farm products, if — 
there were no guaranteed price given for wheat, if there were no other subsidies — 
to the wheat growers and no other protection or guarantees of any kind, then it — 
might be reasonable for members of the committee to argue that the duties should 
be taken off all manufactured goods. But my fear is that if all the duties were 
taken off farm products, if all the assistance were taken away from the wheat 
growers, the men who make the farm implements in Brantford would be unem- 
ployed because there would be no farmers left and no farm implements could be 


sold. 


q 

Mr. Tucker: The west has been fighting to get the tariffs off for the last 
twenty years; and they have said right along if they get the tariffs off, they 
do not want any favours. , ! 

The CHarirnMAN: Order, order. - 

Mr. Macponatp: There is another matter under the heading which Iq 
mentioned, the so-called exploitation of one section of this country by another. — 
I wonder, Mr. Chairman, if it would be possible to get some figures—to get the | 
present value of prairie agriculture, its growth by years, decade by decade, and | 
the number of decades. We are now living in 1939. If you go back four or 
five decades and come up to the present time, you will find that the growth, © 

| 


: 
: 
. 
: 
the increase in the value of the agricultural country of the prairies has .been 
phenomenal. 
Mr. QuetcH: It has gone back in the last decade, though. q 
Mr. Macponatp: There may have been a temporary set-back. But if you. 
take it by decades, you will find that it has been the surprise of the whole world. 
It is not so long ago when that country was thought to be valueless. ; 
Mr. QuetcH: We have ruined a lot of good prairie. 
Mr. Macponap: It has gone up. 
Mr. Kintey: I do not see how you can justify this discussion, Mr. Chairman, 7 
except on the grounds that money is the root of all evil. 
The CuHarrMAN: Order. 
Mr. Macponap: It has gone up very greatly. 
Mr. QuetcH: We have ruined an awful lot of good prairie. 
Mr. Macponap: I should like to get the figures, if possible, comparing the ~ 
value of the western prairies with the value of the country elsewhere in the- 
world, bearing in mind that in every other country in the world it has taken” 
generations and generations to bring it up to its present value, whereas in - 
western Canada it has been done in a comparatively few decades. 3 
Mr. Jaques: May I make a statement? 
The CuarrMan: You follow Mr. Macdonald. i 
Mr. Macpvonatp: I will not be long. I thought I was very generous in 
allowing interruptions at the beginning; and if I may be allowed to conclude, it 
[Mr. Graham Ford Towers.] 
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will take only a few minutes. I*would remind members of the committee that 
western Canada has been developed to a very large extent by credit advanced 
from where? To a very large extent from eastern Canada. 

Mr. DeacuMan: At eight per cent. 

Mr. QueEtcH: Ten. 

Mr. DonNELLy: Twelve or thirteen. 

The CHAIRMAN: Order. 

Mr. Kinuey: But they repudiated the interest. 

Mr. Tucker: They have repudiated after they have paid it off two or three 
times. 

Mr. Macponatp: I am not talking about interest rate. At the present time 
I am not discussing the interest rate or whether or not the debts have been 
repudiated—whether the debts in the east have been repudiated by the west. I 
think we should put that aside for the time being. I am not saying whether 
they have been or whether they have not been. I am merely pointing out that the 
west was developed to a very large extent by credit advanced by eastern Canada 
—either from the state or from loan companies in eastern Canada. When we talk 
about loan companies in eastern Canada, we do not necessarily talk about large 
corporations. We must consider that those loan companies have a great many 
shareholders. So that the credit that was advanced by the loan companies was 
advanced by shareholders of the loan companies. 

Mr. Kinury: May I ask a question, Mr. Macdonald? 


Mr. Macpona.p: Yes. 

Mr. Krnutey: Who is benefited, the borrower or the lender, when you 
borrow money? 

Mr. Jaquss: Neither. 

Mr. Tucker: Neither a borrower nor a lender be. 

Mr. Kinury: I do not think there is any favour to the west in lending money 
on which they paid interest. 


3 Mr. Macponatp: I would say that when you loan money, you expect to 
_ have it paid back. 
An Hon. Memper: You hope to have it paid back. 


i Mr. Macponatp: Yes; you hope to have it paid back. 

: Mr. Krnuny: You do it for your own benefit, not for the benefit of the 

4 ‘man who is borrowing it. 

‘ Mr. Macponatp: You loan it for that purpose. 

: Mr. Kintry: A man loans money to make money. 

- Mr. Macponatp: Unless you can get someone who is prepared to loan it 

~ to you and take that risk, you cannot vet it. When you have a country like 

western Canada, someone had to have confidence in that country or they would 
not have loaned anything to it. True, they expected it to be a profitable trans- 
action; but I do not think it should ever be forgotten that someone in eastern 

: Canada had confidence in western Canada and they were prepared to loan their 
- money to western Canada in order to develop it. - 

“¢ Mr. Lanperyou: There are millions of dollars in western Canada that 

have come from outside of the country. 

| Mr. Macponatp: ‘True, as Mr. Landeryou has said, and probably as Mr. 

Jaques was going to say, there is certain capital which did come in from outside 

‘of Canada, from other countries; but to a large extent it came from eastern 

Canada. Someone has said, “What about interest rates?” When you are con- 

sidering this whole question, I would ask you to compare the interest rates In 
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other countries of immigration. Take any other country of immigration and 
compare the interest rates in those countries with the interest rate in western 
Canada. | 

Mr. Tucker: Did the United States loan to us at lower rates than they | 
loaned to South American countries because they liked us? 

Mr. Macponatp: They would not do that—not necessarily because they @ 
liked you. It is nearer at home and they could follow their investments easier | 
in this country. 

Mr. Tucker: If we could get money at the same rate of interest—- 

The Cuarrman: Order, please. 

Mr. Macponatp: I think it is a most unfortunate thing for the people in — 
any section of this country to have the idea solidly within their minds and refuse © 
to have it displaced, that one part of the country is getting an unfair advantage 
over the other part of the country. 

Mr. Tucker: Well, it is; that is all. 

Mr. Macponatp: I feel that if the whole thing were considered, and I feel © 
that if the farmer would consider the benefits he receives both by guaranteed — 
prices and by subsidies of one kind and another and by tariff protection, he — 
would not think the manufacturer is getting a very great advantage over him. — 
And also I feel that if the west would consider and think of what the east has 
been prepared to do and are prepared to do now that the feeling that one part 
of the country is trying to exploit the other would vanish, and I trust it will. — 
Thank you, Mr. Chairman. | 

The Cuarrman: Thank you, Mr. Macdonald. 

Mr. Jaques: I would like to remark first that I have lived in the west all 
my life and I have no feeling against the east, not the slightest, and if the east is 
exploiting the west I don’t believe the mass of the people in the east are any 
better off for it, in fact, I would rather take my chances in the west. 

This country though, has all its finances concentrated in the east, and to 
that extent, we refer to the east, simply because it is the headquarters of 


pe 7 
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finance—l do not mean the Bank of Canada, but what we call finance. 
Now, I want to say a word about tariffs, two or three words about tariffs. 
I know that Liberals are free-traders, but there is not a Liberal in the country i 
who if he had the power would put in free trade. And now, tariffs are only — 
tentative. We have them and there they are, and we shall continue to have 
them in spite of what we believe to the contrary; but to my mind they are only © 
tenable from one point of view, because, why is it we don’t mind, at least we 
are anxious to export as much of our wealth as we can but we hate to bring ~ 
any wealth in. The only intelligible explanation of that situation is there is a 
shortage of purchasing power in the country. Now, if you can get rid of as | 
much wealth—that is, goods—as you can then it does raise the purchasing © 
power for the goods which are left; and tariffs are not a cause, they are a con- 
sequence of that fact. All countries are the same. All countries want what 
they call a favourable balance of trade. Now, by any real reasoning it is 
untenable—the balance of trade, how can you say that if the country gets rid ~ 
of more of its real wealth than it brings back—how can you say that is a favour- 
able balance of trade, that is unfavourable; but it is favourable to the economic 
conditions in the country because as I say if you can get rid of more goods 
than you bring in, than the goods that you bought, then you shift up the price 
of things and therefore the money which is left in the country is more capable 
of distributing the goods that are left; and that is, if I may say so, the social 
credit viewpoint on tariffs and the necessity for them. If we had a sufficiency 
of purchasing power to buy, to distribute everything we could make then there 
- would be no reason to fear even steps such as free trade, we could then have 
very nearly a free trade. | 
[Mr. Graham Ford Towers. ] 
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The CuairMAN: Gentlemen, is it your wish to meet Monday morning? I 
understand we may have the mortgage bank bill before us at that time. 


Mr. Tucker: It is referred to us now. 


The CuairMan: They may have it ready Monday morning. I was asked 
if we would be ready Monday morning because of the desirability of having 
representatives of those who are interested present. 

Mr. Kintey: Will you be able to have those people here by Monday 
morning? 

The CuatrMAn: I think they will be able to come. I think we should 
adjourn until 11.15 Monday morning. | 

Mr. Tucker: Why can’t we meet to-morrow and discuss the sections of 
the bill that we can discuss prior to hearing the representations? 

The CHAIRMAN: There are many members of the committee who went 
away on the understanding that we would not meet to-morrow because parha- 
ment does not meet to-morrow. | 3 


Mr. Deacuman: I would like to make a suggestion. The chairman has 
sat here day after day very patiently. I have known him for a long time, and 
I never in my life knew him to sit so long and so quietly without having some 
idea of his own, and I am going to suggest that before this section of our pro- 
ceedings closes that we might give the chairman a little space and put some 
competent person in the chair; and then’, of course, he would be subject to 
questioning on this thing, and we would have a rather interesting hearing. I 

am serious about this, Mr. Chairman, and I would like to see it done. 
| The CHarrMAN: If there is time, gentlemen, there is nothing I would more 
like to do than to express my views. Put someone in my place; but if I do that, 
however, I would like to proceed without interruption and then stand 
examination. 

Mr. Tucker: Yes, that is the right way. 

Mr. Towers: Before the committee adjourns I have here replies to certain 
questions asked by Mr. Cleaver and Mr. Deachman; is it the pleasure of the 
committee that these be placed on the record? 


q Some Hon. Mrempers: Agreed. 


REPLY TO MR. CLEAVER—THE EFFECT OF SECURITY PURCHASES 
3 BY THE BANK OF CANADA 


‘ Suppose the Bank of Canada decides upon a policy of expanding the 
, ‘chartered banks’ cash by, say, $10,000. Suppose also that its gold ratio is 
4 already at the legal minimum of 25 per cent. The Bank will therefore have 

to buy $2,500 of gold from, say, the Gold Mining Company. Suppose also that 
bit buys $7,500 of, say, Dominion of Canada 3’s of 1955 from John Smith at par. 
In each case it pays in Bank of Canada notes. The Bank of Canada’s balance 
sheet (which as given here is purely hypothetical as to figures and condensed 
in form) will change as follows:— 


1. BEFORE 
é Assets Liabilities 
Gold and Foreign Exchange... .. .- .$ 3,000 Chartered Bank Deposits.. .. .. ..$ 6,000 
De etm od 1 so ag 12,000 Notes—in Hands of Banks.. .. .. .. 1,500 
i _ _in Hands of Public.. .. .. -. 4,500 
PA tate ie ky joy loko > 1,000 Capital and Other Liabilities.. .. .. 3,000 
| $15,000 $15,000 
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2. AFTER 
Assets Liabilities 
Gold and Foreign Exchange.. .$ 5,500 Chartered Bank Deposits. . .-$ 6,000 
(Previous 3,000+2,500 purchased Notes—in Hands of Banks 5 
from Gold ‘Mining Company) in Hands of Public.. . 16,000 
Securities. . . 18,500 (Previous 6,000+10,000 ‘issued to 
(Previous iy (000-47, 500 ‘purchased Gold Mining Company and John 
from ene Smith) ’ Smith) 
Other Assets. PAIN the a 1,000 Gavttal: and Other Liabilities.. 3,000 
$25,000 $25,000 
There are now $10,000 new Bank of Canada notes in existence. To the 


extent that some of the notes are needed for the purpose of making hand to 
hand payments, or to the extent that the Gold Mining Company or John Smith 
decide for other reasons not to deposit, the $10, 000 worth of notes will not 
come back to the chartered banks. They will be in active circulation or hoards. 
. Let us assume, however, that John Smith does deposit his $7,500 in a savings 
account and that the Gold Mining Company deposits its $2,500 worth of notes 
in a current account. The liability side of the Bank of Canada’s balance sheet 
(No. 2 above) has now been determined in the following form:— 


Chartered Bank Deposits.. . ..$ 6,000 
Notes—in Hands of Banks.. . 11,500 
in Hands of Public.. 4,500 
Capital and Other Liabilities. . 3,000 
$25 ,000 


It is likely that the chartered banks would, for convenience of transfer, exchange 
some of their Bank of Canada notes for an increase in their deposits with the 
Bank of Canada. For present purposes it does not matter whether this happens 
or not. The important point is that their cash reserves have increased by $10,000. 
For convenience of illustration we shall now assume that there is only 
one chartered bank operating in Canada. The change in its balance sheet 
(hypothetical as to figures and condensed as to form) are shown below:— 


3. BEFORE 
Assets Liabilities 
Cash.. ..$ 7,500 Deposits... SH ae tA ge . ..$75,000 
Loans and Investments. . « 70,000 Capital.. MTSE Bee rasa 8, 
Other Assets.. 5 aie 7,500 Other Liabilities. . eR 5,000 
$85,000 $85,000 
4, AFTER 
Assets Liabilities 
Cash .$17,500 Deposits. . . $85,000 
(Previous ” 500+ 10, 000 deposited by Previous 75 000-4 10, 000 from Gold 


Gold Mining Company and John Mining Company and John Smith) 


Smith) 


Loans and Investments. 70,000 Capitals. ’: 5,000 - 
Other Assets. 7,500 Other Liabilities. 5,000 
é $95,000 $95,000 


As the balance sheets show the Chartered Bank’s cash ratio has risen from the 
conventional 10 per cent (7,500:75,000) in No. 3 to 20-6 per cent (17,500:85,000) 
in No. 4. 
The changes in earnings which have taken place up to this point are as 
follows:— 
1. John Smith who had bonds giving him an income of $225 per year has, 
for reasons of his own, exchanged them for the more liquid form of a 
savings deposit, giving him only $112. 50 per year. He has lost $112.50 
a year in income. 
(Mr. Graham Ford Towers.] 
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2. The Bank of Canada, on the assumption that it had decided upon an 
expansionist policy, i.e. on the assumption that it took no action to 
offset. this purchase by selling other bonds, would have increased its 
income by the interest on the $7,500 of bonds, i.e. by $225 a year. 

3. The Chartered Bank would have added nothing to its earning assets, 
while its savings deposits would have increased by $7,500. Its net 
sncome would therefore have been reduced by the amount of interest it 
had to pay on the deposits, ie. $112.50 a year, plus whatever net 
additional costs it might incur in servicing its increased deposits. 


Summary 


Loss of income to John Smith............+-0+55- $112.50 a year 
Additional expense to Chartered Bank, at least.. $112.50 a year 


Additional earnings of Bank of Canada.......... $225.00 a year 


The Chartered Bank has now an unnecessarily large amount of cash in 
relation to its deposit liabilities and, on the other hand, has suffered a reduction 
in earnings. After setting aside $1,000 of the cash which it has just received 
as a reserve against its new $10,000 of deposits it has every incentive to look 
about for loans which it can make or securities which it can buy with the 
remaining $9,000 cash. Assuming that it has disbursed the whole $9,000 in 
cash in this way its balance sheet would be as follows:— | 


5 
Assets Liabilities 
De ee ol ks ey S000 Deposits patente Barton cals Sh hte): eiuice pure se melee 
(Previous $17,500 — $9,000 paid to 
borrowers or sellers of securi- 
ties) 
Loans and Investments.. ........ 79,000 Gapitaly-asieareirecst > siiveiegs waipicete 5,000 
(Previous $70,000 + $9,000 of new 
loans made or securities pur- 
B chased) ~ Bip le 
POTIOTPARRCLBcrlnc ce bs ee ee 8 ge 7,500 Other ‘Liabilittese deci ca feces 5,000 
$95,000 $95,000 


If we assume that the holders of the $9,000 of notes just paid out do not need 


- them for active circulation ad have confidence in the Chartered Bank they will 


. 


2 J 
a 


deposit the notes with the Chartered Bank and increase its cash accordingly, 


Its balance sheet will now be: — 


i 


y 


6 
Assets Liabilities 
ne es Ss se ge 817,500 Deposits... 6. os s+ s+'e2 ee ae oe $ 94,000 
(Previous $8,500 + $9,000 from (Previous $85,000 +- $9,000 of 
new deposits) notes deposited ) 
Loans and Investments.. .. -- -- 79,000 Capital Adc ecger., satel aes 5,000 
ME TSP oc ma gg ke eek 7,500 Other Liabilities... .. .. ++ «- 5,000 
$104,000 $104,000 


The first stage in the Chartered Bank’s attempt to repair a loss in earnings 


through expansion on the basis of an abnormally high cash ratio may be sum- 
- marized in two steps thus:— 


; Step 1 Step 2 Net Result 
oe ae Bi Sicice Sakae — 9,000 +. 9000 = no change 
Loans and Investments. -+ 9,000 no change = -+- 9,000 


Deposits ...-+.0--++5> no change + 9,000 + 9,000 
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The Chartered Bank has the same cash as it started wath (though this is only 
possible because no additional notes are needed for active circulation and because 
the people who got the notes have confidence in the bank) but has $9,000 addi- 
tional loans and investments and $9,000 additional deposits. 

Its balance sheet (No. 6) still shows a cash.ratio much higher than the normal 
10 per cent. It would presumably feel safe if it had only $9,400 in cash. It 
then takes the other $8,100 of the total $17,500 and uses it to make loans or 
buy securities. Again we assume there is no increase in active circulation and 
no hoarding and so again the cash comes back to the Chartered Bank, increasing 
its deposits by another $8,100. They will now total $102,100, loans and invest- 
ments will be $87,100, and the other items in the balance sheet will be the same 
as in No. 6. 

A surplus of cash still exists, to the extent of $7,290. The same cycle of 
operations will be repeated many times, each expansion of loans and investments 
on the asset side and deposits on the liability side being 9/10 of the last, and 
each cycle depending for its completion upon the willingness of the public to 
redeposit with the Chartered Bank the cash that has been paid out to it. 

This tendency to invest surplus cash in loans or securities will continue — 
until deposits have risen to $175,000, i.e., until the customary 10 per cent. — 
ratio has been restored, when there will be no more surplus cash. The Char- 
tered Bank’s balance sheet will then be as follows:— 


Assets Liabilities 
iG yee ne Woe hime ence ice gis $ 17,500 Deposita es Eco uiaae 6c ee ee $175,000 
Loans and Investments ........... 160,000 CAD GAL Fey tee tie tee erage we ,000 
OtherrAmsets yes ay es Ye 7,500 Other “Liabilities” 2.4 ia ee ee 5,000 
$185,000 $185,000 


The sequence of events would be only slightly different if the Bank of — 
Canada originally purchased its $7,500 worth of securities from the Chartered — 
Bank rather than from John Smith. a 

In the first instance there would be no change in the Chartered Bank’s — 


deposits; it would simply have exchanged interest- bearing securities for non-— , 
interest- bearing cash. It would lose $295 a year in earnings and the Bank of 7 


Canada would gain by a like amount. Its balance sheet would have changed 
as follows: 


Before 
Assets Liabilities + oy 
OTST GSES ESR USP SU NSERE aR ot ey BHT Bs $ 7,500 Deposits” oF Hews ay Lk eek ean ea $75,000 
Ooms ands Vest ments” Whos woads 45 70,000 CA DIG ALS od aves es ay Oe ae ce ee é 4 
DSier PA RSEES oe Udy al ye 7,500 Other~ Liabilities S37 Nee ee 5,000 
$85,000 | $85,000 
After 
Assets Lia bilities 
Cash (previous 7,500 + 7,500 pone Deposits (previous 75,000 + 2,500 ; 
sold to Bank of Canada Slee deposited by Gold Mining Com- 
deposited by Gold Mining Ghieees $17,500 POY) che ae ee a ee $77,500 © 
Loans and Investments (previous Camibak (ric. el oe aa eae ee 5,000 
75,000 —bonds sold to Bank of Other Tiabilities ..20 ee ee 5,000 
Canada) Pree Weta ites iB RIES wakes Ba are 62,500 : 
Aer ga ES 1 ae Oa Re eR ARR MER A Rantt 7,500 $87,500 
$87,500 


In the second stage there would exist the basis for a $97,500 expansion of 
loans or securities, and thus deposits, rather than one of $90,000 as in the. 
example previously given. The same considerations would apply and the 
Chartered Bank’s final balance sheet would be the same. 

[Mr. Graham Ford Towers. ] 
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-' - The net result of the chain of operations which began with the Bank of 
Canada’ s open market purchase of $2,500 of gold and $7,500 of securities has 
therefore been to increase the Chartered Bank’s deposits (and thus the volume 
of money in the hands of the public) by $100,000, But this did not take 
place immediately, in a single step. A whole series of transactions was necess- 
_ary and the process of expansion could have been checked at any time through 
any one of the following developments—a need for more notes for active 
circulation, a lack of desire to deposit, or a ite of suitable loans or invest- 
ments. 
When the banking system includes not one but ten banks the process of 
expansion becomes still less automatic so far as any individual bank is con- 
cerned. If none of the surplus cash which it pays out for loans and investments at 
a given stage comes back to that bank then or later, its share in the expansion 
is finished. The expansion of assets and deposits of the system as a whole tends 
to go on, of course, so long as there is any bank in the system with a cash ratio 
perceptibly above normal. But the ability of any individual bank to gain its 
share of the expansion depends on its ability to attract its share of the public’s 
deposits of surplus cash as it is paid out in each cycle for the purpose of making 
-new loans or purchasing securities. 
) Whether from a net profits point of view the Chartered Bank is better or 
worse off than it was before the operation began depends upon how the inerease 
in its earning assets is distributed between loans, on which it earns , Say, Oo per 
cent, and securities, on which it earns, say 2 per cent: and also upon the increase 
in its overhead and operating costs resulting from the increased volume of 
deposits. On the basis of its whole business, a rough guess at the relation 
of these costs to its deposits would be approximately 2 per cent a year. But if 
any leeway in the matter of staff or premises had existed before, the addition 
to costs would probably be less than 2 per cent a year on the new deposits, 
especially if the new deposits are relatively inactive. The increased earnings on 
the Bank’s new assets would range between $1,800 (all new securities) and 
$4,500 (all new loans). The increased expenses would be, say, $1,000 interest 
on deposits (an average of 1 per cent on 100,000) and probably something less 
‘than $2,000 in overhead and operating expenses. 
’ The increased volume of deposits may be needed as medium of exchange 
‘for an increased volume of business. In that case larger average holdings of 
cash are one of the necessary expenses to business of an increased turnover. 
i Active use of the new deposits while the volume of business was not increas- 
‘ing would mean an inflationary rise in prices. The costs of a development of 
that sort in the way of a redistribution of income and the ownership of assets 
‘are well-known. 
If, however, as under the conditions of faite qs few pale the new deposits 


ings of indiv iduals and businesses are greater than required, Those wie can 
will attempt to exchange their deposits for some asset which is slightly less 
liquid but which gives a somewhat higher return e.g. a government bond. This 
‘competition for high-grade liquid assets will drive down the return obtainable 
from them and the quest for a little higher earnings at the expense of a little 
Tess liquidity will continue. How far down the scale of liquidity the pressure 
of easy money will be substantially felt depends on the circumstances, but it 
does involve some reduction in the rate of return to, and thus sacrifice on the 
part of, the investor class as a whole. 
Replying to a further question by Mr. Cleaver: 
bie Many times during the past two months the belief has been expressed or 
implied that somehow or other there did exist a “costless”” method of government 
financing, and although I have dealt with this question from many different 
‘a gles it is so fundamental that I am glad to have an opportunity of going over 
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Government expenditure necessarily involves a transfer of goods and ser- 
vices from one section of the community to another. Where the expenditure is 
financed by taxation, or by borrowing savings, the incidence of the sacrifice is 
plain enough, and in this case the money equivalent of the sacrifices passes 
formally through the government coffers. The reason for calling the financing 
of expenditure by issuance of new money “ eostless”’ is, apparently, that under 
that procedure the government has no direct dealings with those who forego 
goods and services in the course of the transfer which government expenditure 
entails. But the sacrifices still exist in spite of the fact that their money value 
does not pass through the government’s books in the process of being made, and 


I should now like to indicate how they do arise. I shall do this in connection with » 


Mr. Cleaver’s request to trace the effects which might be expected to follow a 
decision on the part of the government to finance its expenditure, to the extent 
of $250 millions in a year, by issues of new money, presumably in the form of 
non-interest-bearing loans from the Bank of Canada. 

As the government spends the $250 millions of new money most of it is 


normally deposited with the chartered banks and if so increases their cash. 


reserves and deposits accordingly. As I have pointed out in the memorandum 
which has just been placed on the record, this reduces the banks’ earnings by the 
amount of interest paid on the new deposits and by the increased operating 
costs incidental to servicing them. The banks have both the necessity for and 
the means of acquiring additional earning assets by way of making loans or 
buying securities; and in doing so they would of course add to their deposits and 
thus to the volume of money in the hands of the public. 


I. It might be that the banks would not take advantage of the opportunity 
to expand their assets and thus restore their earnings. They could certainly be 
prevented from doing so by government action of one type or another which 
would have the effect of sterilizing the money which it had spent. This would 
amount to the government forcing the banks to make it a non-interest-bearing 
loan. The cost to the banks would necessarily be passed on to the share- 
holders, the staff, or, through a decreased rate of interest on deposits or increased 
service charges, to the banks’ customers. : 


If we assume that the money requirements of the country, 1.e., its medium — 


of exchange needs, are already being adequately supplied, and if we also assume 
that the addition of $250 millions to the volume of money in the hands of the 
public remains idle, then average cash balances of individuals and businesses 
throughout the country will be larger than necessary. As I nientioned in the 
previous memorandum those who can will attempt to exchange their deposits 
for some asset which is slightly less liquid but which gives a somewhat higher 
return, e.g. a government bond. This competition for high-grade liquid assets 
will drive down the return obtainable from them and the quest for a little 
higher earnings at the expense of a little less liquidity will continue. How far 
down the scale of liquidity the pressure of easy money will be substantially felt 
depends on the circumstances, but the policy we are discussing does always entail 
some lowering of interest rates and thus a sacrifice on the part of the investor 
class as a whole. 


II. Suppose alternatively that the banks do utilize the $250 millions increase 
in their cash reserves to expand their earning assets, and thus their deposits, in 
the way I have mentioned in the preceding memorandum, by $2,250 millions. If 
we assume that the additional deposits, now totalling $2,500 millions, remain 
idle, then the developments which I outlined in the last paragraph will be 
enormously intensified. For example, the interest return on high grade bonds and 
all other types of liquid assets would fall sharply, and the rate paid on bank 
deposits would have to be cut still further or eliminated. To give only a few 
instances of the possible repercussions of such developments, insurance com- 
panies would probably have to raise premiums on new policies and reduce or 

[Mr. Graham Ford Towers.] 
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eliminate dividends on existing ones; in the case of the endowments of educa- 
tional institutions the reduced return would force those institutions to raise fees 
or reduce salaries; and the decline in the average rate of return to municipal or 
- government utility sinking funds would necessitate increased tax levies or service 
_ charges for debt amortization. 
__ I make no attempt to give an exhaustive account of what might follow the 
injection into our economy of a very large block of money which remained idle. 
Perhaps enough has been said to indicate that the government financing out of 
which this arose would in fact involve substantial sacrifices on the part of at 
least one large group within the community. In any case, I believe the assump- 
tion that the additional $2,500 millions in deposits would remain idle is quite 
unrealistic. I believe that such an assumption is unrealistic because it would 
run contrary to what has happened in every other country which has been 
exposed to such monetary conditions. To argue that a doubling of deposits 
- would not cause apprehension, coupled with a fear in respect to further increases 
in the future, and would not form the basis for a flight from the currency into 
commodities, foreign balances or some other form of real wealth, is to assume a 
lack of sensitivity or perception on the part of the Canadian people which I am 
sure does not exist. , | 
| I do not propose to enlarge upon the disastrous effects of inflation because 
they are well known to members of the committee. Suffice it to say that in so 
far as the deposits are used actively they will tend to increase sharply all prices 
which are free to rise. Many forms of return such as wages, interest and 
pensions are, however, more or less fixed over short intervals and would lag 
_ behind commodity prices. Profits would encroach upon the real income of wage- 
earners, and organized labour in the United Kingdom and the United States has 
shown it is well aware of this by declaring vigorously against inflation. Capital 
values which are fixed in terms of the monetary unit, e.g. bank deposits and 
insurance policies, to mention only the most obvious examples, would depreciate 
§ with respect to goods and services in the same way as fixed incomes. As inflation 
_ progressed the shift in the distribution of our national income and the ownership 
- of our real assets would become so great as to distort and disrupt the economy. 
4 I have shown how the financing of $250 millions of government expenditure 
in Canada by the issuance of new money would inevitably entail sacrifices on 
the part of certain groups within Canada. It is true that their sacrifice, or its 
"money equivalent, would not be collected by the government before being passed 
on to those who benefit from the expenditure; it would merely be remitted by 
another route. But if this is all that the adjective “costless” implies, I find it 
meaningless. In connection with any government expenditure and the method 
by which it is financed the vital questions are, “Does this particular transfer of 
goods and services strengthen the economy as a whole?” and “Is the necessary 
sacrifice equitably distributed?” Compared with these the question of the 
‘manner of transference is unimportant. 
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Reply to Mr. Deachman: 


Yesterday Mr. Deachman asked me to comment upon the following para- 
“graph which appeared in The Economist of May 6 under the title of “ Full 
_ Employment ”:— 

In the most widely accepted economic doctrines of the moment, the 
concept of “full employment” is one of peculiar importance. Until 
“full employment” is reached, any increase in the monetary demand 
for goods has the effect, not of putting prices up so much as of attract- 
ing into employment resources of labour and capital that were previously 
standing idle. Until “full employment ” is reached, so runs the theory, 
the creation of new demand by expansion of credit cannot result in what 
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is commonly called inflation; on the contrary, it diminishes unemploy- 
ment and, by increasing the national income, gives rise to savings that 
offset the original creation of credit. But after “full employment cant 
reached, any further expenditure out of credit expansion or money crea~ 
tion will not increase production or diminish unemployment: it wall 
merely enhance prices and start the revolving spiral of inflation. In. the 
layman’s language, “full employment” is the point at which the 
financing of government deficits by credit expansion ceases to be 
“sound finance” and becomes “ unsound finance.” 


No one will disagree with the statement contained in the second last 
sentence, “But after ‘full employment’ is reached, any further expenditure 
out of credit expansion or money creation will not increase production or 
diminish unemployment: it will merely enhance prices and start the revolving 
spiral of inflation.” 

In regard to the rest of the paragraph I do not think The Economist was 
passing any comment upon the validity of the theory which it was quoting. 
What it seemed merely to say, in effect, was, “If this theory is correct | 
it is vitally important for us in Great Britain to determine how close we are ! 
to full employment.” | es 

In dealing with this question The Economist rightly pomted out that con- 
sideration of global figures of unemployment was not enough. And examining 
the number who were available for employment in the individual industries — 
which would have to expand to meet government orders it came to the con- — 
clusion that important “ bottle-necks’”’ would develop some time before the — 
irreducible minimum of unemployment was reached. In other words, the — 
immobility of labour places important practical limits upon the validity or: 4 


the theory that deficit spending cannot cause inflation while the over-all figures 
for unemployment remain large. This limitation does of course apply with ~ 


special force to Canada where distances increase immobility and where the — 
industrial mobility of its most distressed group, the farmers, is particularly low. a 
There is another important limiting factor which this article in The — 
Economist does not mention but which has been widely discussed in the ~ 
British press, viz., the nation’s foreign resources. If government expenditure § 
necessitates increased imports without producing correspondingly larger exports q 
the currency will sooner or later depreciate, and prices will rise regardless of ~ 
how much unused capacity may exist within the nation. ie 
Even if a program of public expenditure in Canada was such that it did i 

not call, directly, for any import of foreign materials, it is inconceivable that | 
none of the income thus distributed would be spent on foreign goods or services, — 
in that or succeeding cycles of expenditure. Some increase in imports would — 
result no matter how carefully the program was designed to employ exclusively ~ 
domestic factors. es) 
Mr. Deachman has pointed out that our present active balance of pay- — 
ments allows some leeway for an increase of imports. However, as I mentioned 
in a memorandum which is on page 561 of the record, this active balance ~ 
exists only by virtue of very large exports of resources which are not being © 
replaced, and the total volume of imports of consumption goods has, in fact, — 
been well maintained. It is possible to argue that an increase in consumable © 
imports should, as it has done, wait upon a growth in exports of the type which — 
do not deplete our natural resources; and that the proceeds of quasi-capital ~ 
exports should be invested either in imports of capital goods or in repatriation ~ 
of foreign debt. During the last six years, because openings for profitable 
private capital development in Canada appeared to be lacking, the result has ~ 
naturally been the latter of two alternatives. , 
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This raises the question which has come up in a more general form many 
times during the past ten weeks: Would a program of government investment, 
which would stimulate imports of capital goods, have been preferable to the 

type of private investment which has taken place, viz., the repatriation of 
‘foreign debts? This is, of course, a matter of government policy. In so far 
‘as its economic effects are concerned, as I pointed out in a memorandum 
which is on pages 148-151 of the record, they are entirely dependent on the 
specific character of the expenditure. Perhaps the most fundamental problem 
facing this country is whether it shall stake its future on increased exports or 
ereater self-sufficiency. There are so many major uncertainties at the present 
time that probably no basis for a reasoned decision exists. But unless or until 
the government of Canada has decided upon a policy of moving the country 
toward a much greater degree of self-sufficiency, it seems to me that a most 
important criterion of the desirability or otherwise of government expenditure 
is that it should strengthen the competitive position of our economy rather 
than weaken it by increasing any overhead or fixed operating expenses which 
are chargeable to exporting industries. As Mr. Deachman mentioned, we must, 
in order to stimulate private enterprise have either a rise in prices or a reduc- 
- tion in costs. In the export trades, where prices are largely outside our influence, 
_ the emphasis must always be on costs. That is why I think that the types of 
expenditure included in a government program are more limited in scope and 
should be chosen with much greater care than they would have to be in more 
largely self-contained countries such as the United States, Germany, or even 
_ Great Britain. 
‘ Finally I must mention once more a consideration which is vital in all 
4 countries; if private enterprise is to remain the motive force of a functioning 
- economy every precaution should be taken to see that government policies do 
~ not have the effect of discouraging it. 
Finally, there have been during the course of the meetings one or two 
_ references to the United States’ gold buying policy. On both occasions I 
have mentioned a letter written by Mr. Morgenthau to Senator Wagner in 
that connection. It was mentioned this morning, and I am not quite clear 
_ whether or not the committee wanted that placed on the record? 


Mr. Tucker: Yes. 
The CHAIRMAN: Yes, please. 
Mr. Towers: Then I have it here. 


Letter from Mr. Morgenthau to Senator Wagner 


; TREASURY DEPARTMENT 

WASHINGTON 

‘For Immediate Release, Press Service 

‘. No, 16-83 

_ Tuurspay, March 23, 1939. 

; Secretary Morgenthau today made public the following letter from Senator 
Robert F. Wagner, Chairman of the Banking and Currency Committee of the 
Senate, and his reply thereto: 


UNITED STATES SENATE 
COMMITTEE ON BANKING AND CURRENCY 


March 14, 1939. 

My dear Mr. Secretary: 

My interest in our monetary policy as Chairman of the Senate Committee 
Banking and Currency has, of course, been intensified by the Committee's 
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present consideration of my bill (8.910) to extend certain monetary powers. — 
I should like your help in answering a number of questions which have arisen — 
both before and during our consideration of the bill. i 

I ask these questions with no critical intent, but solely with the hope ~ 
of clarifying the whole subject. I realize that they relate to problems which — 
are somewhat complex and technical and that any comprehensive answer may © 
of necessity be somewhat lengthy. Nevertheless, I feel that a satisfactory — 
discussion of them would be very helpful to the Congress and the public and I © 
would appreciate your going into some detail. A 

The questions that seem to me most pertinent are these: . 


1. Who owns the gold now in the Treasury? . 
2. How much of the gold in the Treasury has been purchased with funds — 
obtained from the sale of interest-bearing obligations of the govern- — 
ment? 
3. Why has so much gold come to the United States in the past five years? — 
4. Is it true that gold comes here in large amounts because the Treasury — 
is paying a higher price than other countries for gold and because — 

it buys gold at a fixed price? 
. How much more gold do you think we will get? : 
. Why doesn’t the Treasury stop buying gold? 4 
7. Of what use to us is this large stock of gold? Is there any likelihood 
that we will get so much of the world’s gold that we will “get stuck” 


So On 


with it? 
8. Isn’t it true that foreigners are getting shares of our productive indus- — 
tries and giving us in return gold that we\have no use for? i 


9. What action, if any, should be taken with respect to the gold situation? ~ 
Should we, for example, return to the gold standard of pre-19383? — 
10. Did devaluation of the dollar in 1934 have an unfavourable effect 
on our imports? 3 
11. Who in England and France has the power of altering the gold value 
of their currencies and what is the extent of that power? ; 
12. Is there any basis to the contention that the power to devalue operates © 
to undermine the business man’s confidence so as to, deter him from ~ 
making loans and investments in the United States? 4 


I believe that you can supply more satisfactory answers to these questions ~ 
than anyone else and I should therefore appreciate your replying to them at 
your earliest convenience. : 

Very sincerely yours, 
| (Signed) Robert F. Wagner. 
Honorable Henry Morgenthau, Jr., 
Secretary of the Treasury, 
Washington, D.C. 


March 22, 1939. 

My dear SENATOR: d 
In your letter of March 14 you ask several important questions. These and~ 
similar questions, relating to gold and foreign exchange, have been asked so” 
frequently that I welcome this opportunity to answer them and to make clear 
the policy of the Government with respect to these matters. 
As you say, the questions raised involve technical matters which cannot be 
adequately handled in a page or two. However, I shall be as brief as is possible 
with materials of such complexity. 72 
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1. Who owns the gold now in the Treasury? 
VY Title to all gold held by the Treasury, now amounting to about $15 billion, 
is vested in the United States. 

A large part of this gold ($12,336,858,533 on March 15, 1939) is held as 
security for gold certificates (or credits payable in gold certificates) issued to 
and held by the Federal Reserve banks pursuant to the Gold Reserve Act. Such 
gold certificates may be redeemed in such amounts of gold bullion as, in the 
judgment of the Secretary of the Treasury, are necessary to settle international 
balances or to maintain the equal purchasing power of every kind of United 
States currency. 

The remainder of the gold held by the Treasury is accounted for as follows:— 

Gold Reserve—held pursuant to law as a reserve against 

United States notes and Treasury notes of 1890.. .. $ 156,039,340 


3 
4 
; 
; 
: 
ib 


Allocated: to the Stabilization Fund... 2.0.4...) 1,800 ,000,000 
| Gold in General Fund (against which gold certificates or 
credits have not as yet been issued) : 
q (a) Balance of increment resulting from reduction in 
4 the weight of the gold dollar.. .. .. .. «1 6. 142,288,196 
Ve ee raworkine= balance 4) wl 3 Pe meee wea 547,899,564 


r. 
4 The Treasury disposes of gold in the following ways:— 

(a) For use in industry, profession or art. Any person needing gold 
: for any such purpose can purchase gold from the Treasury. 

! (b) For the purpose of meeting the international balance of payments. 
E To this end the Treasury sells gold to the members of the Tripartite 
: Accord and to their stabilization funds and fiscal agencies. The 
F Treasury also may sell gold to foreign central banks upon applica- 

tion and under special conditions. 


3 

; Neither Americans nor foreigners can obtain gold from the Treasury for the 
j purpose of hoarding. 
¥ 


_ 2. How much of the gold in the Treasury was purchased with funds obtained 
. from the sale of interest-bearing obligations of the Government? 


q The Treasury pays for gold with the cash assets in the General Fund, 
specifically out of the Treasury’s deposit account with the Federal Reserve Bank 
- of New York. The account is normally compensated by the deposit with the 
_ Federal Reserve Bank of gold certificates or gold certificate credits issued against 
- the gold then acquired. 

Up to December 22, 1936, it was the policy of the Treasury to issue to the 
Federal Reserve Bank gold certificates or gold certificate credits against the full 
~ value of the gold acquired. Under this procedure the purchase of gold by the 
' Treasury did not involve any increase in the Federal debt either directly or 
indirectly. Shortly after December 22, 1936, however, the Treasury Department 
_ adopted a different procedure with respect to new gold purchases. Gold pur- 
chased was placed in an “inactive gold” account and paid for from the general 
~ cash balance of the Treasury. without issue of additional gold certificates against 
the new gold acquisitions. . 

This procedure was departed from several times, however, by the issuance 
of gold certificates against gold released from the “inactive” account or against 
- gold acquired but not placed in the “inactive” account. The “inactive” account 
~ was discontinued in April, 1938, and at that time the Treasury issued $1,400 

millions in gold certificate credits to the Federal Reserve banks against the gold 
released from the “inactive gold” account and thus increased its cash balance 
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by that amount. Since that time the Treasury has followed a policy of issuing 
gold certificates periodically for additional gold acquired. Gold purchases are © 


permitted to accumulate in the General Fund in varying amounts before gold — 
certificates. are issued against them. On March 15, 1939, there was in the — 
General Fund $548 million of gold purchases against which gold certificates had — 
not yet been issued but which had been paid for by checks drawn on the Treasury — 


account with the Federal Reserve Bank of New York. 4 


3. Why has so much gold come to the United States in the past five years? 


Gold comes into the United States in settlement of the balance of inter- 
national payments arising out of all transactions between the United States and © 
all foreign countries. These international transactions include exports, imports, E 
shipping services, tourists’ expenditures, capital movements, interest payments, — 
etc. When the demand for dollar exchange increases more rapidly than the ~ 
supply of dollar exchange resulting from these transactions, the price of dollar — 
exchange on the foreign exchange market rises. It may rise to a rate at which 
it becomes profitable for bankers and dealers, foreign and American to ship gold — 
to the United States, sell the gold to the Treasury for dollars, and then sell these 
dollars on the foreign exchange market. 

A survey of our balance of payments for the last few years reveals at once — 
that the greatly increased demand for dollar exchange which has taken place — 
during the past five years is largely a consequence of the huge flow of capital | 
to the United States and, more recently, of the large “favourable” trade balance. — 
None of the other categories of items in our international transactions can be — 
held responsible for the substantial net increase in the demand for dollar — 
exchange during this period. In fact, for several\important categories the net 
demand for dollar exchange decreased. It is the flow of capital to this country, 
particularly before 1938, upon which our attention must be focused if we are to ; 
understand the chief reason for the large gold inflow. © 

The following figures show the contrast between the large recorded inflow — 
of capital in the past five years and persistent and large outflow of capital in © 
the years preceding :— 


million million 4 

outflow inflow { 
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PGS a ND OO ORG Ca all nena 4 
POSE hs OG 1087: Se 
ORD sh MS ei T9880 ee 4 
POR Ra Ae ea q 


The capital inflow of in the years from 1935 through 1937 was the major ~ 
factor responsible for the inflow of gold, for it amounted in total to $3,500 
million or 86 per cent of the value of gold imported during that period. i 

The trade item did not become important from the point of view of gold — 
inflows until the last quarter of 1937. From 1934 to 1937 the excess of our 
exports ovér imports averaged only $250 million a year, (Incidentally, if silver 4 
imports were included in our merchandise imports, which is the procedure fol- - 
lowed by many countries in the world, our excess of exports over imports would q 
have amounted to only $80 million a year in this period.) In 1938, however, the — 
favourable trade balance greatly increased and was the dominant factor induc- j 
ing the large flow of gold into the United States. The excess of exports over 
imports totalled $1,134 million—the largest we have had in seventeen years. 
This increased “ favourable” balance of trade, together with other items, was 
responsible for the net inflow in that year of $1-6 billion of gold. r 
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Thus it is evident that because there was a large inflow of capital in recent 
years, and in 1938 a large excess of exports over imports, there was a great 
increase in the net.demand for dollar exchange; and because of this large increase 
in the net demand for dollars there was a large inflow of gold: Therefore, in the 
final analysis your question: “ Why has so much gold come into the United 


reduces itself to the questions: ‘Why did so much capital come to this 


country during the past five years” and “Why did we have so large a ‘ favour- 
able’ trade balance in 1938?” 


The answer to the first of these two questions, together with a description 
of the kinds of capital coming here, was given in some detail in my letter to 
- Senator Vandenberg of September 22, 1936, a copy of which is enclosed for your 


(a) 


(6) 


(c) 


(d) 


(e) 


(f) 


convenience. 
In Section 3 of that letter the causes of capital imports into the United 
States are set forth as follows:— . 


Capital withdrawn from abroad by American owners because of the 
ereater security or the more attractive field for investment offered 
the capital at home. The return of these funds to the United States 
—much of which left the country in 1930-31-32—is, of course, an 
indication of the relative strength of our recovery and of the prevailing 
confidence in the future of American industry and American financial 
institutions. | 

Funds sent to this country by foreigners who likewise felt that American 
securities offered a more attractive or more secure investment oppor- 
tunity than did investments available to them elsewhere. 

Repurchase by foreigners of some of the foreign securities which Ameri- 
cans had purchased during the post-war decade and were now glad 
to get rid of even at low prices. This was particularly true of the 
securities of certain countries where nominal high exchange rates were 
coupled with devices whereby the nationals of these countries were 
encouraged to repatriate these securities at an exchange profit to 
themselves, or where maintenance of debt service was provided for 
only internally but not for foreign holders. 

Need created by increasing foreign trade for larger working dollar 
balances to be kept in American banks by foreign banks and traders. 
Our international trade during 1934 and 1935 increased by one-third 
over the two years previous. It is to be expected that this greater 
volume of foreign trade transactions would call for larger working 
dollar balances. 

Fear prevailing in some countries abroad of confiscation of property 
or of loss through inflation of their local currencies led during this 
period to a flight of capital from some of the countries whose economic 
and political situations have been threatened by disturbances with 
which you are doubtless familiar. 

Lastly, funds sent to this country by speculators in the hope or expecta- 
tion that an exchange profit will be possible if and when the currencies 
of their countries become depreciated in terms of the dollar. 


These are the causes which account for most of the capital inflows. Yet 


these capital inflows would not have resulted in such large sums being | 
due to the United States were it not for the virtual cessation of foreign 
investments by Americans. Whereas in the years prior to the depres- 
sion, annual foreign investments by Americans of more than a billion 
dollars were common, since 1931 the annual sums invested abroad have 
been negligible; nor does it appear that the United States will approach 
in the near future the predepression volume of foreign investment. 
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Since the above was writteen (September, 1936), nothing has occurred to 
alter substantially the trend of capital movements or the reasons for them. — 
With the exception of one nine-month period, capital has continued to flow to — 
the United States in large volume. During that nine-month period, October, 
1937, to June, 1938, there was a net outflow of short-term capital of over $1 
billion, but the flow reversed during the Fall of 1938, and more than a billion — 
of short-term capital has since come to the United States. 

Capital will continue to flow into the United States in large amounts so — 
long as:— 

(a) The opportunities for secure and aeantapl investment in foreign — 

countries are not great enough to attract American capital abroad; 

(b) The prospects of continued recovery here appear satisfactory to — 

foreigners. | 

(c) The political situation abroad remains disturbed; 

(d) There is possibility of further depreciation of some foreign currencies. 


Whether the flow of capital into the United States will continue to take 
the form of gold of whether it will gradually assume the form of goods and 
services rather than gold depends upon the rapidity with which the mechanism 
of adjustments of international accounts operates. In earlier decades this ad- 
justment process operated tolerably well and with fair speed to transform inter- 
national movements of net balances into movements of goods and services. This 
adjustment process served to keep gold movements between countries relatively 
small in volume. In recent years, however, this\smechanism has operated badly 
and haltingly. Moreover, it has had to operate under sudden and large capital 
and trade shifts which differed from those of earlier decades not only in magni- 
tude but in character. To put it graphically, the mechanism of adjustment has 
had a heavier load to carry, the road has been uphill, and the incline has grown 
steeper. 

The reasons and nature of this change taking place in the effectiveness of 
the so-called adjustment process of international accounts are matters too 
technical to warrant discussing in this letter. Suffice to say that because the 
numerous obstacles to rapid adjustment still prevail in virtually all countries 
with free exchanges any large movement of capital to the United States in the 
near future will doubtless take the form largely of an inflow of gold. ; 

The significance of this fact as an explanation. of the continuing flow of — 
gold to the United States cannot be emphasized too strongly. As compared 
with the decades prior to 1930, there are now different relationships between 
international movements of capital and of gold, changes in domestic price levels, 
trade changes, contraction and expansion of credit, and changes in the volume 
of business activity. Realization of this basic economic change is necessary 
to appreciate the need for treating present day problems of gold and capital 
flows quite differently than was appropriate prior to 1929. Monetary experience — 
of those years, particularly in its international aspects, does not suffice for safe q 
guidance for present day policy. 4 


4. Is it true that gold comes here in large amounts because the Treasury is — 
paying a higher price than other countries for gold and because it buys 
gold at a fixed price? 

This is a question we frequently hear. Unfortunately it is not wholly clear — 
just what is meant since the phrase a “higher price for gold” may be interpreted — 
in two different ways, and the answer to each of the two interpretations would © 
be arrived at through quite different lines of reasoning. 

If the question be interpreted to mean that gold comes to the United States 
in large amounts because we pay a “higher price” than other countries do in terms — 
of money price (i.e., in terms of dollars) then the answer is definitely nes 
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The United States pays the same price for gold, allowing for arbitrage and 
transportation costs, that any other country does—no more and no less. We 
do not pay any higher prices for gold than does England or France or Belgium 
or India. | uae 
The price of gold that is permitted to move freely in international channels 
of trade is (and must be) virtually the same the world over. An Englishman 
who sells gold in London gets the same return in pounds and shillings for i1t— 
with small variations to be explained in a moment—as he would get were he to: | 
send the same gold to New York or to Amsterdam or to Paris or to Bombay 
to be sold. Right now, for example, he would get about 148 shillings for an 
ounce of gold in the London gold market. If he ships that gold and sells it to 
the United States, he gets $35 an ounce (less 4 of 1 per cent). When he converts: 
the dollar proceeds of the sale of that ounce of gold back into sterling and 
deducts the expenses of shipping, he gets approximately the same amount of 
sterling as he would have obtained had he sold the gold at home—namely, about: 
148 shillings. In other words, when a foreigner translates the dollars he gets: 
from the sale of his gold back to his own currency, he finds that the price of 
gold is almost the same in London, Paris, Amsterdam, or Johannesburg. We 
pay dollars for gold, England pays sterling, Holland pays guilders, etc., but. 
when conversion from one currency into another is made at the prevailing ex- 
change rates we find that an ounce of gold brings approximately the same price 
in one country as in another. 
_ I say approximately the same price. There are slight relative variations im 
the price as between different countries, variations which invariably result: 
: from changes in the supply of and demand for foreign exchange. Any change,. 
no matter how slight, in the relationship of the supply of foreign exchange to 
the demand will bring about a change in the price for foreign exchange. The 
fluctuations of exchange rates, together with the fluctuations in the price of 
gold in terms of foreign currencies, result in the occurrence of relative differences: 
in the price of gold in different national money markets when computed in 
terms of a single currency, but these relative variations can occur only within: 
narrow limits. 
These slight relative variations in the price of gold as among var1ous: 
markets which make possible a profit in shipping gold from one country to: 
another would continue whether we paid $10 an ounce for gold, or $50, or 
$60. Slight variations in the dollar-sterling, dollar-franc, dollar-guilder rates,. 
-etc., do give dealers small profits when selling gold in one market rather than 
another but these variations operate as among all countries and at all levels of 
prices for gold; they are not peculiar to the United States alone, nor to the 
$35 price for gold. Exactly the same condition prevailed when the price of 
gold was $20-67 an ounce and when other countries had a fixed price of gold. 
Jt is the normal mechanism which has always prevailed and must inevitably 
_ prevail so long as gold is the international medium of exchange. | 
; To dispose briefly of another common misconception. It has been some- 
times claimed that gold comes here because the United States pays a fixed 
price for gold, whereas other countries buy gold at varying prices. The mere 
fact of fixity of the price of gold in terms of any given currency has little to do 
with the movement of gold. For example, England does not have a fixed 
price of gold, and yet her net imports of gold in some of the past few years 
were greater than ours. Belgium has had a fixed price for gold for two years; 
yet her reported gold holdings are no higher now than they were three years 
ago. Moreover, our gold price, although fixed in terms of dollars, is not fixed 
in terms of other currencies. When, for example, an Englishman sells gold to 
the United States, the number of dollars he gets may be fixed, but the amount 
of sterling he gets, if he converts the dollars into sterling, is not fixed; it 
fluctuates with every change in the sterling-dollar exchange rate. The amount 
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in his own currency which an Englishman or a Frenchman receives when he — 
sells gold is not fixed whether he sells his gold in New York, London or Paris. 

So far in answer to this question the discussion has been based on the 
interpretation of the phrase “higher price’ as meaning higher monetary price. | 
If, however, the phrase is to be understood to mean—as is doubtless intended — 
by many who put the question—a “higher price’ in terms not of money but 
of goods and services, then the question becomes a quite different one. It 
should then be phrased as follows: “Is it not true that gold comes to the United 
States in large amounts because we give more goods and services for a dollar 
(or its monetary equivalent in foreign currencies) than does any other 
country ?” 

The answer to this question is likewise “no,” though less unqualifiedly so 
because adequate statistical data for a categorical answer are not available. 

The purchasing power of the dollar in the United States in terms of goods 
can be compared with its purchasing power in other countries only very roughly 
and only with respect to those goods which do (or easily might) move from 
country to country. With respect to ‘‘ services” comparison of the purchasing 
power of the dollar in the United States and elsewhere relates chiefly to 
shipping services and the expenditures by tourists. 

Now it is extremely difficult to measure the differences in purchasing power | 
of gold or currency as between different countries even with respect to such 
goods and services. Fortunately, for the puproses of the question we are exam- — 
ining, no such measurement is necessary. Were it true that an ounce of gold 
had a significantly higher purchasing power over American internationally — 
traded goods than over foreign goods, indirect but definite evidence would be 
revealed in our trade figures. Our export excess would have so increased since | 
1933 that either we would have drained the outside world of all its monetary — 
gold, or we would have forced other countries to adopt strict exchange or import 
controls or much higher tariff schedules. No such developments have occurred. — 
Foreign countries still have large gold holdings; many of them have not signifi- ~ 
cantly heightened their barriers against imports of the world. 

Convincing evidence that we do not pay a higher price for gold than do 
other countries in terms of goods and services is contained in the record of our | 
balance of international payments on current account. For the years 1934 to 
1937, inclusive, the balance of payments wtih respect to the pertinent commodity ~ 
and service items was in the aggregate unfavourable by $1,200 million, as far 
as the records show. Unfortunately, however, our international accounts, though — 
more complete and reliable than those of other countries, are still subject to a 
substantial margin of error. In each year there has been a substantial “residual” — 
item (i.e., unaccounted for) which during the four years in question totalled 
approximately $14 billion due the United States. Some portion of this unfavour- 
able balance must be allocated to trade and services—how much it is impossible 
to know. But, even if we allocated the whole residual item to commodity and 
service items—which would be an extravagant allowance—there would result — 
only a small balance due the United States for those items during the four years— 
in question—$400 million for the four-year period. This constitutes too small” 
a sum relative to the magnitudes involved in our balance of payments to 
justify the claim that an ounce of gold can buy more here than elsewhere. . 

There is little basis, therefore, for the contention that an ounce of gold 
could in general buy more goods and services in the United States than elsewhere 
from the years 1934 to 1937, inclusive. Or to put it in simpler and more accurate 
terms, the United States did not achieve any special competitive advantage 
in international markets as a consequence of its external monetary policy. The 
change in the gold value of the dollar in 1933 merely helped the United States 
to regain its earlier position. In 1938 the trade situation appeared to change. 
We did experience a sharp increase in our trade balance. Exports, as pointed 


we 
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out earlier, exceeded imports in 1938 by some $800 million more than in 1937. 
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But most of this increase cannot be attributed to any changed relationship of — 
the dollar to other currencies because the exports excess arose from a sharp 
decrease in imports, and not from an increase in exports. The recession in the 
United States more marked and earlier than in other countries caused a tem- 
porary decrease in our purchases from abroad greater than the simultaneous 
decrease in our exports. This gap may be expected to narrow as recovery 
proceeds. 
The only sense in which it might be said that we give more for gold than 
other countries is that in addition to $35 an ounce we also give peace, security, 
prospects of higher returns on investment, and better speculative opportunities, 
with the result that foreign capital funds flow here in the shape of gold. It is these 
ee that constitute the chief factor conducive to a flow of gold to the United 
tates. 


_—_ 


5. How much more gold do you think we will get? 
How much we will get depends upon the extent and direction of changes 

in our balance of trade and services upon the output of new gold, and upon the 
trend of capital movements. 
Since capital movements are so sensitive to international political -and 
economic developments, one can only hazard a guess as to their future trend. 
At this moment it looks as though the European situation will remain so 
disturbed as to postpone for some time any substantial repatriation of foreign 
~ balances. It also appears as though early resumption of American lending 
abroad such as would cause a gold outflow is extremely unlikely. 
5 As for our balance on commodity and service items, the fear of war and 
the preparation for war by foreign nations are likely to sustain our exports and 
reduce American tourist travel in Europe and Asia—both developments making 
for additional gold inflows. On the other hand, continuance of our recovery 
here will tend to increase our imports and to increase American tourist travel 
in the Western hemisphere. I believe the latter trend will outweigh the other 
and that on commodity and service account the net balance due us will be less 
in 1939 than it was last year. On the other hand, capital inflows will probably 
be large so that, on the whole, it appears that in the near future the United 
- States will continue to get gold, perhaps in as large volume as in recent years. 
a Current world gold production (outside the United States) now amounts 
to over one billion dollars per year. The bulk of this newly-mined gold can 
- go only to a few countries. Most countries now utilize practically every available 
dollar of foreign exchange to purchase imports or to make additional payments 
- on outstanding foreign debts. Much as they would like to acquire gold, and much 
as they need it, they want to acquire additional imports even more. Therefore, 
it is to be expected that until current hostilities and intensive preparedness 
_ for wars cease, and until the world economic situation improves, the bulk of 
' the newly-mined gold will be added to the monetary stocks of only a few 


- countries and the United States will get a substantial share of it. 
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6. Why doesn't the Treasury stop buying gold? 

-_ A simple way of stopping gold from coming into the United States would be 
"for the Treasury to announce to the world that we will not buy any more 
gold for the time being. But, such a step, taken unilaterally, would have dis- 
| astrous effects on our economy. It would disrupt the foreign exchanges and 
| gold bullion markets and would very soon cause such drastic disturbances in 
| international trade and even in the domestic sphere as seriously to impede the 
recovery of business. | 
Present relationships among the various leading currencies would be upset. 
The dollar probably would appreciate immediately in terms of other leading 
urrencies. At present, when the demand for dollar exchange increases, for- 
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eigners need only obtain gold (either at home or on the London market), ship 


it here and obtain dollars in exchange. Thus an increased demand for dollar — 
exchange relative to the supply is met. If, however, this means of securing © 
dollar exchange were removed, dollars would rise in value indefinitely in terms — 
of other currencies. While it is impossible to know in advance what rates of — 
exchange would finally emerge, we can be certain of at least one thing—that — 
no country would benefit from the ensuing international monetary disruption. — 

Were the United States, moreover, to declare a complete embargo on gold | 
imports, it might deal a serious blow to the value of gold as a monetary © 


medium. (Such action coming at a period when there was discussion of the 
possibility of world over-abundance of gold might have repercussions which 
would disturb the public’s confidence in the value of gold.) The leading gold 


producing areas would be hard hit and some might even bbe involved in a major 


economic Crisis. 
A closely related question that has frequently been asked is: “Should not 


the price of gold be reduced? Is not $35 an ounce too high a price for gold?” — 
Possibly the simplest way to answer this question is to examine the consequences ~ 
that would ensue from an increase in the gold content of the dollar (or, to 


phrase it another way, from a decrease in the monetary value of gold). 


A reduction by Congress in the monetary value of gold would probably — 


not be as calamitous as a complete embargo. It would limit the extent of 


possible depreciation of gold (or appreciation of the dollar in terms of foreign — 
currencies) and the psychological disturbance caused by the change would not — 
be as potent, yet it would have disadvantages serious enough to render resort — 
to any such action most unwise. If-the reduction made in the price of gold 
were small, our trade and service balance would not be much affected over the 
next year or so, nor would the inflow of capital cease. Once the drop in the 
price of gold was regarded by the rest of the world as definitive, the subsequent 


effect on capital imports would be virtually nil. Our securities would continue ~ 
to be bought for the same reasons that they aré bought now and dollar — 
balances on foreign account would also continue to increase for the same reasons — 


that they are increasing now. But, were a small decline in the price of gold 
to be regarded by numerous domestic and foreign investors and exchange — 
speculators as being but the first of a series of drops, the result might well be 
to attract more, not less, funds to the United States, and to intensify the 
inflow of gold—the very thing it is designed to check. Speculators would rush — 
to buy dollars and hold them here in anticipation of the next appreciation. — 
Thus the effect on capital movements, both long-term and short-term, might 
more than offset the effect on trade and service items; instead of getting less — 
gold we would find ourselves getting more. Nee 

On the other hand, were the monetary value of gold to be cut with one 


stroke substantially, and definitely—say, for example, to $25 an ounce—the © 
effect would be quite different from that described above. Such a step might . 
reduce the volume of gold imports and perhaps give rise to an outflow of 
large dimensions; but, the economic effects on our economy of the change in — 
the foreign exchange value of the dollar would be little short of disastrous. 
The 40 per cent increase in the price of American currencies to foreigners — 
would constitute a severe handicap upon our exports. Our exports play a 
role in the level of business activity much in excess of the magnitudes involved — 
and so great an appreciation of our currency in terms of other currencies would 
be bound to curtail our exports seriously. In the past six months the dollar 
has appreciated in terms of other leading currencies by some 5 per cent and price 
movements in the various countries have not been such as to offset this com- 
petitive disadvantage to us. The appreciation of the dollar has not been due to 
a change in the dallar price for gold but rather to a depreciation of foreign cur- 
rencies in terms of gold. You will note that our exports during January 1939 
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were more than 40 per cent less than they were in January 1938. Although it is 

~ too soon to evaluate the full significance of the decline, it is not reasonable to 
assume that the less favourable position of the dollar in terms of other currency 
(i.e., higher prices of foreign currencies in terms of gold) contributed to the 
drop in exports. 

Our imports on the other hand would, in the event of a reduction in the 
price of gold to $25 an ounce, be 30 per cent cheaper. Our domestic producers 
would then be exposed to greatly sharpened competition in the American market 
from foreign producers both because the prices in dollars of imports would be 
less, and also because the numerous ad valorem duties would constitute smaller 
protection. 

Foreigners would have a greater advantage in this market but unfortunately 
even this would be of dubious value to them. The ability of Americans to buy 
voods, whether imports or domestic goods, depends chiefly upon the state of 
business activity here. It is chiefly for that reason that our imports during the 

recession of 1938 dropped to almost one-half and that our imports began to | 
increase in the Fall of 1938. Thus, though the sharp appreciation of the dollar 
~ would make foreign goods cheaper in this country, our imports might actually 
_ be less than during the previous period and instead of benefiting the rest of 

the world we would be hurting world business as well as our own. 
' Judging from past experience we could not expect the prices of domestic com- 
 modities and services to move either at home or abroad with sufficient rapidity to 
— adjust quickly and fully to any substantial alteration in exchange rates. For 


many months, perhaps for years, the economic position of large groups of 
_ American producers, including farmers, would be worsened and there would be 
_ widespread unemployment. The combined effect on our domestic economy of 
a sharp drop in exports and of increasing competition in the domestic market 
would be keenly felt. Domestic prices would begin to fall. Many corporations. 
- would suffer loss of business and profits. In times such as the present these 
short-run effects—and by short-run we mean from a few months to several years 
- —are of paramount importance. To brush aside, as some are prone to do, these 
 shiort-run effects on the ground that in the long-run appropriate adjustments will 
_ take place is to ignore the unstable world in which we live and ithe real problems 
- which confront us from day to day. 

a Moreover, were we to reduce the price of gold and were it to result in an 
outflow of gold there is no reason to believe that the countries who most need 
- gold would get it. On the contrary, were vold to leave the United States it 
_ would probably find a resting place in the very countries whose currencies 
- would for the moment appear most secure. Certainly no gold would flow to 
Latin American countries in any substantial amount, nor would the Far Hast 
- or the Bankens obtain more gold. The loss of gold by the United States would 
" not correct the serious maldistribution. It would rather operate only to take 
- away some from the United States which has too much and to add it to the 
holdings of other countries which likewise have too much. 

q Thus we are confronted with the fact that though we should like to receive 
less gold and even to get rid of substantial amounts of the gold we already 
have, there is, under the existing circumstances, no acceptable alternative to 
_ the policy we have been pursuing. In the cast of all the proposals we have 
examined, the remedy has always been worse than the disease. The best way 
to reduce our gold inflow on commodity and service account is for us to have 


- full recovery so that our imports will rise more rapidly than our exports. 


7. Of what use to us is this large stock of gold? Is there any likelihood that 
we will get su much of the world’s gold that we will “get stuck” 
ws with rt? 

Gold performs two monetary functions. First, it serves as a specie base 
for the monetary system. Secondly, it serves as the medium for settling inter- 
‘national balances. ‘These are distinct and separate functions. ‘he present 
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gold stock of the United States is about $15 billion. The question you ask, — 
therefore, is “Is $15 bilhon of gold more than enough to accomplish these two 
functions which gold now performs in our economic system? ” | 

It is doubtless true that we have more gold than we need to provide a . 
specie base for our monetary system. Our laws require that a 40 per cent — 
reserve in gold certificates be held against Federal Reserve notes in circulation 
and a 35 per cent reserve in gold certificates or lawful money against deposits — 
of Federal Reserve banks. These legal reserve requirements are based on the — 
assumption that gold reserve requirements operate as a control of the volume 
of means of payment, as a protection against excessive issue of notes and expan- 
sion of bank credit. At present, however, gold and gold certificate holdings are 
so far in excess of these legal requirements that they can hardly be said to 
constitute a protection against undue expansion of our currency and credit. We 
now have enough gold to permit an enormous expansion of credit and currency ~ 
even after generous allowance for the outflow of gold that might accompany — 
such an expansion. Legal reserve requirements do not of themselves neces- — 
sarily protect us against an undue expansion of the volume of money and the 
monetary authorities must be prepared, when and if the occasion arises, to apply 
appropriate supplementary control. This is especially likely to be true when 
gold holdings are as great as they now are. | 

But it is desirable that the reserves be above the minimum required by law. — 
Otherwise in a period of business recovery the limitations on the expansion of — 
notes and deposits which the gold reserve would impose would operate to curb 
the rise in business activity, or an outflow of gold would tend to initiate a — 
contraction of credit, irrespective of the legitimate needs of business. It is clear, — 
therefore, that some excess of gold above the legal minimum is needed to protect 
our domestic economy against effects of fortuitous inflows and outflows of gold. — 
We now, however, have more gold than is necessary to insure this protection. 

The second and more important monetary function of gold is its employ- — 
ment as a means of settling international balances among nations. Gold has — 
been used for this purpose from time immemorial, and modern governments 
have as yet found no satisfactory substitute; nor is there any sign that a satis- 
factory substitute will be found in the near future. 

Important commercial countries which carry little or no gold stocks have 
difficulties in settling their international payments. They have to see to it 
that their imports and exports are maintained in a certain relationship to each 
other. To achieve that and to keep their foreign exchange raiés from fluctu- — 
ating wildly they frequently have to maintain strict exchange controls so as to — 
restrict merchandise imports and the movement of capital. , 

Small countries, which are not precluded by political and prestige con- — 
siderations from holding their reserves in’ the form of foreign exchange assets, 
can get along more or less satisfactorily without gold. But they can do so only 
because the countries whose currencies they hold as reserve assets do have large 
amounts of gold reserves. 

Some countries (operating with very little gold or foreign exchange assets) 
have been pointed to as illustrations of the phenomenon that countries can ~ 
carry on foreign trade and settle international transactions without resort to — 
gold, and that gold is rapidly becoming obsolete even for this monetary role. — 
Those who make this claim completely misread the experience of these coun- — 
tries. These very countries do in fact need and prize gold more and seek it 
more anxiously, than do countries that use gold freely to settle balances of 
international payments. It is their inability to obtain gold which forces them — 
to adopt a far less satisfactory alternative method of adjusting their balance of 
international payments—namely, the adoption of strict exchange control, of 
clearing agreements, of barter schemes, and the imposition of severe penalties — 
against evasion and all the other business and liberty destroying procedures — 
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necessary to make the system work. There is no one thing which demonstrates 
more effectively the superiority of gold as a means for settling international 
balances than the experience of those countries that have tried to get along 
without it. 

- Without either gold or exchange controls, exchange rates would be very 
-unstable. Any change in the balance of payments would have to be taken care 
of by international borrowing or lending, or the exchange rates would have to 
move to the point where the sums to be paid and the sums to be received were 
equated. Because we have abundant gold reserves we do not have to apply 
exchange restrictions, and broad changes in our balance of international pay- 
ments can take place without interfering with the stability of the dollar 
exchange. 

All these points have been granted by some critics, but they maintain that 
to fulfill both these functions much less than $15 billion worth of gold would 
suffice. There is some merit to that contention, yet the future of international 
political and economic relationships is much too uncertain to justify our taking 

the steps which would be necessary if we were determined to reduce our gold 
holdings. : 

One important factor to bear in mind in considering our gold policy is the 
psychological reaction of the public to a continuing loss of gold. Should a 
country be undergoing loss of gold over a considerable period of time, there 
is likely to result impaired confidence in that country’s currency and in the 
stability of its monetary system long before it has exhausted the gold it 
possessed in excess of legal or traditional reserve requirements. This has 
happened time and again throughout the world. Without greater ability to 
forecast future political and economic developments than 1s vouchsafed us, 
it is impossible to say with certainty that we have too much gold: We can 
say with some assurance, however, that we have enough gold to meet all likely 
contingencies, and that we are in a strong position to defend the stability of 
our credit structure and of the dollar against any quick change in our inter- 
national balance of payments, including any large withdrawal of foreign 
capital. 
The danger that gold will no longer be used as a medium of international 
exchange is so remote as not to merit serious consideration. Other countries 
will surely continue to accept gold in the settlement of favourable balances of 
payments, because gold is as important to them as it is to us. England has 
over $3 billion of gold. France has almost as much; Holland, Switzerland, 
and Belgium and many other countries have what are for them large holdings 
of gold. It is in the interest of these countries as much as it is In our own 
interest to continue to rely on gold as an essential part of their monetary 
Ssystem. Moreover, we must not overlook the fact that nations producing 
substantial quantities of gold have important vested interests in the continu- 
ation of gold as a monetary metal. The British Empire alone produces about 
half the world’s gold. Even countries that produce relatively small, amounts 
of gold find that those small amounts are an important source of national 
‘income to them. 


8. Isn’t it true that foreigners are getting shares of our productive industries 
» and giving us in return gold that we have no use for? 

The amount of American securities which have been recently acquired 
' by residents of foreign countries has been much less than is generally supposed. 
During the past four years the total of net foreign purchases of American 
securities amounted to only $1-2 billion, as follows:— 
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There was, in addition, an increase in direct investments by foreigners as — 
reported by the Department of Commerce of about $175 million during this | 
period. Altogether, the total amount of investments by foreigners in American © 
securities or directly in American industry during the past four years has been — 
less than one-fifth of the gold sent here during those years. ; 


These sums do not, of course, represent the total of foreign capital which © 
has come into the United States. Short-term funds owned by residents of — 
foreign countries increased by $1-8 billion. The bulk of these were demand — 
deposits, which do not constitute acquisitions of shares in American industry — 
and which do not earn any interest. 

The acquisition of American securities by foreigners paid for with gold — 
represents a transaction which admittedly is, under existing circumstances, — 
of dubious advantage to the United States. Yet, given the relatively minor 
importance of the problem to date, we have not been able to convince our- — 
selves that any of the possible remedies which we have so far examined gave 
promise of sufficient benefit to the national economy to offset their disadvantages. — 


On the other hand, it should be pointed out that if foreign holders of 
American securities liquidate their holdings and withdraw the proceeds, either 
gold or goods (and services) would necessarily be the resultant medium of with- © 
drawal. If the vehicle of transmission were gold, its loss, in view of our large — 
gold holdings could, of course, be regarded .with equanimity. If the medium of 
transmission were ooods, either because of direct purchases with the proceeds — 
of the funds or because of the operations of the adjustment process, the resultant © 
increase to our exports at a time when there exists a large volume of unem- ~ 
ployed labour and other idle resources would have favourable effects on our — 
economy. 


9. What action, if any, should be taken with respect to the gold situation? 4 
Should we, for example, return to the gold standard of pre-1933? 


The maldistribution of the world’s gold is a reflection of the disturbed — 
economic situation throughout the world and, the chaotic international political © 
situation. Redistribution can come only with progress toward the solution — 
of the basic problems confronting world international relations. 

In our study of this matter we have examined literally scores of proposals 
directed towards possible action to redistribute the world’s gold. The major | 
conclusion we have drawn is that any measure which would take the form of 
restrictions on the flow of gold into this country would have, at this time, 
detrimental effects upon our economy. ] 


What disadvantages may be associated with the gold inflow are fortunately 1 
only minor magnitude, and should, moreover, be attributed to the factors 
causing that inflow rather than to the inflow itself. Foreign ownership of 
American securities may, however, serve as a source of disturbance to our 
security markets in times of stress; similarly with short-term foreign capital - 
sent here. On the other hand, the third factor responsible for the gold inflow — 
to the United States—our export excess—does yield a gain. 

The large inflow of gold in recent years has been a major factor in 
increasing excess bank reserves. These reserves do in some degree operate 
to stimulate an expansion of loans by banks and to keep the interest rate 
structure lower—both developments helping somewhat to promote a higher 
level of business activity. Nonetheless, the prospect of continued large inflows 
of gold has been a cause of some concern on the part of those who consider a 
large volume of excess reserves as constituting a potential danger of inflation, 
though I do not regard this problem as one of immediate import. AZ 

The only immediately disturbing aspect of the gold problem is the loss of 
gold by foreign countries. The countries losing gold may be adversely affected 
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_ by the loss and some of the adverse effects would impinge indirectly on us. This 

is to be deplored, but the factors producing this situation are external to us and 

beyond our control, acting alone. 

With respect to the suggestion that the United States return to the vold 
standard of pre-1933, I must state definitely that such a move would be harmful 
to the American people and of no value to the people of other countries. In the 

first place, a return to the pre-1933 gold standard would mean a return to 

‘the $20-67 an ounce price for gold. This in the absence of similar changes in 
the gold value of other currencies, would represent a depreciation of approxi- 
mately 70 per cent in all foreign currencies in terms of dollars. 

It is obvious that an increase in the cost of the dollar to the foreigner 
by 70 per cent and a decrease in the cost of foreign currencies to. the American 
importer by 40 per cent would seriously disrupt our foreign and domestic trade. 
Price movements are not so general or so rapid as to adjust economic conditions 
quickly to changes in exchange rates, and such movements as would occur would 

take the form of falling prices, particularly prices of agricultural products and 
raw materials. From experience we know that such price movements have 

- disastrous effects upon incomes, profits and the level of business activity. We 
might be precipitated into a depression rivalling the 1930-33 experience. 

_ There can be no question, therefore, of returning to a gold dollar with the 
_ pre-1933 content. The answer to Question 6 above contains a full discussion 
of the foreseeable effects which would result from any substantial increase in 
- the gold content of the dollar. 
4 Even if what were proposed were a return not to the old gold value but 
to a pre-1933 gold standard with the present gold content of $35 an ounce, 
- such a step would be unwise at this time. Our present monetary system differs 
- from the pre-1933 gold standard in three respects other than gold content. 
5 First, our currency is not convertible into gold coin, secondly, there are govern- 
_ ment controls over the movement of gold in and out of the country, and thirdly, 
there is executive authority to change the gold content of the dollar. 
a Convertibility of currency would, in my opinion, have no substantial 
_ advantages. Virtually every country in the world has recognized this fact and 
_ has withdrawn the privilege. For in normal times there is nothing to be gained 
by the right to convert currency into gold, whereas at all times convertibility 
_ has the potential disadvantage of creating a possible source of internal gold 
drain which would come into play at the very time when it would be most 
‘injurious. Internal hoarding of specie reserves has been, in the experience 
of many countries, one of the most important reasons for the weakening of 
currencies. Though the prospect of such a contingency in the United States 
seems at this time remote, it would nevertheless always be a possibility under 
a convertible currency system. Moreover, in the event that there should develop 
an emergency situation calling for a further change in the gold content of the 
dollar, the existence of private gold holdings would create unnecessary difficulties. 
At present the movement of gold out of the country is in effect subject only 
to the restriction that it must be for the purpose of settling international 
balances. Gold moves freely to satisfy legitimate commercial and financial 
needs. The present powers of control over the movement of gold provide a 
safeguard that can instantly be used in the contingency of an international 
crisis. 
~The power to change the gold content of the dollar should be lodged in an 
authority which can, in case of necessity, act swiftly and in a manner which 
will minimize the disturbances resulting from any change. This power should 
always be available; its existence contributes to the maintenance of stable 
exchange relationships, which make the exercise of the power unnecessary. 

It is important to realize that rumors of an impending change in the value 

-eurrency, or any public discussion by responsible officials that such a 
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change might be made, would in themselves be enough to induce large flows — 
of capital either into the country or out of the country, depending upon whether 
the prospect is for an increase in the value of the dollar or for a decrease in the ~ 
gold content of the dollar. Discussions in committees would be advance notice — 
to speculators that such action might take place. The mere fact that/it might 
take place would be sufficient to induce the flow of capital, because if the — 
change did not actually occur, the speculation would have cost only the small — 
charges attending any exchange transaction. Indeed, Congressional discussion — 
would stimulate speculators to engage in activities of a sort which would of — 
themselves tend to force Congress to take the action which had been in con- 
templation, even if on its own merits and in the absence of the situation created — 
by the operations of the speculators, a negative decision would have been in 
order. The liquidation of foreign holdings of American capital might, under 
such circumstances, easily be powerful enough to disrupt the security exchanges 
and to introduce a chaotic situation in markets and in business generally. Since 
the prospect of devaluation would arise only under circumstances which were 
disturbing in any case, the outflow of capital would simply make bad things 
worse. | 
It therefore appears desirable that the Executive should have the power — 
to alter the gold content of the national currency unit, in the public interest, 
and within clearly prescribed limits, as it is in most of the countries in the 
world, so that if an emergency situation should require its exercise, it could 
be exercised quickly, and without the necessity of prior public discussion and 
its concomitant invitation to speculative activities. 


10. Did devaluation of the dollar in 1934 have an unfavourable effect on our — 
imports? 


Under one set of circumstances Hesaiwaon of a currency will induce an — 
increase in imports and under a different set of circumstances it may decrease — 
imports. Devaluation of the dollar in 1934 did contribute to an increase in ~ 
United States imports. 

The value of American imports varies, in the main, with domestic irae | 
activity. When business is good in the United States, our imports are high; — 
when business is bad, our imports are low. For example, between 1929 and 1932 — 
imports dropped from $4,400 million to $1,300 million, a decrease of more than — 
two-thirds. Again in 1938, owing largely to the recession which prevailed — 
through most of that year, our imports dropped more than one-third. On the — 
other hand, during the years of recovery—1934, 1935, 1936 and 1937, our — 
imports rose from the low of $1-3 billion to over $3 billion. Increases or4 
decreases in the total value of a country’s imports are due to changes in prices — 
as well as to changes in quantity. A sharp drop in the prices of imported com- — 
modities which are competitive with domestic products has economic repercus- — 
sions which are very disturbing to the country receiving the imports. At a time — 
when business activity is declining, any potent source of further price declines — 
serves only to lower still further the level of business activity and to increase — 
unemployment. q 

The best way to increase our imports is to increase our national income. ; 
Any measure which serves to promote recovery increases our imports and con- © 
trariwise any measure which serves to reduce business: activity operates to — 
reduce our imports. 4 

As a consequence of falling prices and declining business intensified by the — 
widespread depreciation of other currencies in 1931-33, we bought less because — 
our national income was less notwithstanding the oreatly lowered cost of — 
imported goods. Even though depreciation of the dollar made imported goods — 
more expensive, the improvement in business activity which followed devaluation 
was one of the factors responsible for the rise in national income and the con- — 

[Mr. Graham Ford Towers.] y 
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- sequent increase in imports. Whether or not depreciation of a currency will lead 
_ to increased or decreased imports depends upon the conditions which precede 


such depreciation, and upon other measures which accompany it, as well as upon 
the reaction of other affected countries. 


rE: Who mn England and France have the power of eels the gold value of 
their currencies and what is the extent of that power? 


In England the British Treasury has the power to alter the sterling price of 

gold through its operations in the gold market. There is no statutory restriction 

on the extent to which the British Treasury can change the sterling price 
of gold. 

Similarly, the French Treasury, through the mechanism of its foreign 
exchange and gold operations, can alter the france price of gold without any 
statutory restrictions. In addition, the Council of Ministers is authorized to 
fix ultimately by decree the gold content of the franc. As yet, they have not 
done so. The Council of Ministers, in other words, can decide whether or not 
there should be any statutory gold value for their currency and under existing 
law can fix that value at any amount it wishes. 


12. Is there any basis to the contention that the power to devalue operates to 
undermine the businessman’s confidence so as to deter him from making 
loans and investments in the United States? 


[Sa Sree eee ee 


A factor that more than any other will increase the confidence of business 
~ men in the future is the assurance that business will improve; a development con- 
_ tributing substantially to that expectation would be the prospect of a stable or 
_ moderately rising price level. What businessmen fear with regard to the dollar 
is not that the price level in the United States may remain stable or rise but 
_ that the price level in the United States may fall (1.e., that the purchasing power 
. the dollar may rise). 


From past experience we know that falling prices have disastrous effects 
: "upon our economic system. The national income declines, business profits 
p - disappear, the security of loans is undermined and the level of business activity 
‘. falls. If the businessman could be assured that price levels will not fall sharply, 
_ he would have greater confidence that business profits and the value of invest- . 
' ments would be maintained and consequently he would be more willing to make 
' investments and loans. At no time in modern history have lenders hesitated 
_ to lend during times of stable or moderately rising prices and at no time has their 
' desire to lend increased during a period of substantially falling prices. The 
| power to devalue should thus constitute for the businessman an added assurance 
' that prices will not be premitted to decline much or sharply in response to a 
marked depreciation of foreign currencies. This added assurance of domestic 
' price stability should operate as an encouragement to investnrent. 


| The present attitude of the owner of capital towards the prospective value 
of the dollar is one of full confidence. This is borne out by the eagerness of the 
public to invest in long-term fixed interest bonds at almost the lowest interest 

' rate in the -history of this or any other country. The fact that people are 
' willing to invest billions at low rates of interest, and run the risk of depreciation 
' of the real value of the bonds which would accompany any sharp rise in the 
| general price level, suggests that they have confidence in the way which counts 
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' most; namely, by their willingness to risk their capital. 

7. The assertion that the continuance of the power to change the gold content 

_ of the dollar generates lack of confidence and hesitation in the business world 

is not, I am convinced, based on factual considerations. Rather, it seems to me, 
it stems from an effort to re-establish the validity of monetary theories that 

are ill adapted to the circumstances prevaling in recent years. 
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Monetary disturbances in the world to-day arise from causes almost entirely — 
outside our control. The effect of these disturbances on our monetary system — 
has been such as to reflect greater confidence in the American dollar than in 
any other currency. This tribute to the soundness of the dollar, taking the form 
of huge transfers of funds to the United States, creates an unbalance which is — 
the only factor in the situation which gives us any cause for real concern. The 
powers we possess have been sufficient to prevent any significant damaging effect 
on our domestic system. The monetary powers granted to the President by the 
Congress have been employed in such a way as to be powerful forces for 
stability rather than instability in the domestic economy and in the international 
field alike. 


Sincerely, 


(Signed) HENRY MORGENTHAYU, Jr., 
Secretary of the Treasury. 


Honourable Ropert L. WAGNER, | 3 
United States Senate. | 


By Mr. Quelch: | 

Q. I wonder if Mr. Towers would give us a breakdown of that 3 per cent — 
which he mentioned as the cost of doing business for the banks—A. As I say, © 
that is a guess, I think it is a guess that is reasonably accurate, but that is — 
all it is. 
Q. Is that due to the high salaries they pay?—A. No, the average salary — 
in the banks is comparatively low. About 2 per cent is their cost of operation, | 
and of course the 1 per cent is the interest on deposits. a 
Mr. DreacuMAN: That is a thing which puzzled me too. I was somewhat — 
puzzled to understand the tremendous operating cost for the banks. I had — 
intended asking Mr. Towers a question about that but at the time I was so — 
interested in other things I forgot to. 
Mr. Towsrs: Yes? 
Mr. DeacuMan: If you take their investments and assets and multiply that — 

by three per cent it makes a tremendous operating cost for the banks, it becomes — 
one of the biggest industries. ; 
Mr. Towers: One per cent is really interest on deposits; in other words, — 

a bank with a hundred million of assets has operating costs of something in ~ 
the neighbourhood of $2,000,000. 4 
Mr. DreacHMAN: ‘That seems to me to be high. 
Mr. Towers: If you take into consideration the large number of branches 4 
that would be operated by the bank throughout the country, together with the 
number of staff they have and the general cost of upkeep—light, heat, overhead — 
and all the rest of it— 0 ae 
Mr. DEacuMAN: That would mean that the cost of operating banks in the ~ 
Dominion would amount to about $60,000,000 or $70,000,000. oa 
Mr. Towers: I should imagine it would be something close to $50,000,000; on | 

the Canadian business. a 
The CHairMAN: The committee stands adjourned. 


The committee adjourned at 6.05 o’clock p.m., to meet again on Monday © 
next, May 29, 1939, at 11.15 o’clock a.m. | a 
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MINUTES OF PROCEEDINGS 


Tuurspay, June 1, 1939. 


: The Standing Committee on Banking and Commerce met this day at 
11.15 a.m., the Chairman, Mr. Moore, presiding. 


3 Members present: Messrs. Cahan, Clark (York-Sunbury), Cleaver, Cold- 
well, Deachman, Donnelly, Dubuc, Dunning, Fontaine, Hill, Howard, Hushion, 
_ Jaques, Kirk, Lacroix (Beauce), Moore, Perley (Qu’Appelle), Ross (St. Paul’s), 
Stevens, Thorson, Ward, White, Taylor (Nanaimo). 


q Following consideration of Bill No. 132, An Act to incorporate the Central 
Mortgage Bank, at 12.15 p.m., the Committee resumed consideration of the 
Report of the Bank of Canada. 


4 After a brief discussion, the Chairman submitted a draft Report con- 
_ stituting the Committee’s final report on this reference. 


On motion of Mr. Thorson,— 


| Resolved,—That a recommendation be added to the Report to the effect 
that extracts from the evidence comprising written statements by the Governor 
of the Bank of Canada and tables supplied by Governmental Departments 
_ be printed in blue book form. 

a 


q Ordered,—That the Report as amended be adopted and that the Chair- 
man present same to the House. 


The Committee adjourned sine die. 


R. ARSENAULT, 
Clerk of the Committee. 
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REPORT TO THE HOUSE 


EigHtH REpPortT 
Tuurspay, June 1, 1939. 


The Standing Committee on Banking and Commerce begs leave to present 
the following as its : 


EiegutH Report 


By order, February 20, 1939, the House of Commons referred the Report 
of the Bank of Canada for the year ended December 31, 1938, to the Stand- 
ing Committee on Banking and Commerce to inquire into all matters pertaining 
thereto. 


Your Committee has held thirty sittings on this reference and has heard | 
considerable evidence. | 


Your Committee in the conduct of its inquiry has at all times had the 
active assistance and co-operation of of Mr. Graham Ford Towers, Governor 
of the Bank of Canada, and wishes to express its appreciation of his valuable — 
services, Your Committee is indebted also to Dr. W. C. Clark, Deputy — 
Minister of Finance, for the historical background of banking and currency | 
in Canada and glossary of monetary terms furnished by him. 


Your Committee has been unable in one session of Parliament to complete 
its study of so wide a subject and recommends that the study of the subject — 
be continued during future sessions of Parliament. 4 


Attached to this report are extracts from the evidence by way of a 
collection of written statements made by the Governor of the Bank of Canada — 
and the Deputy Minister of Finance, also tables supplied by Governmental q 
Departments, which material your Committee recommends should be printed — 
in blue book form with this report. Bee 


A copy of the minutes of proceedings and evidence is annexed hereto. 
All of which is respectfully submitted. 
W. H. MOORE, 


Chairman. 


MINUTES OF EVIDENCE 


House or COMMONS, 
TuHurspay, June 1, 1939. 


| The Standing Committee on Banking and Commerce met at 12.15 a.m. 
- The Chairman, Mr. W. H. Moore, presided. 4 
The Cuamrman: Gentlemen, I think we might have a further discussion 
as to what our report shall be in reference to our investigation of the Bank 
of Canada report. It would be well, it seems to me, to have a discussion 
as to the nature of our report and as to future proceedings of the committee. 
4 Mr. Jaques: Mr. Chairman, at the last meeting of the committee we agreed 
that you should be given an opportunity of putting your views before the 
; committee. : 
C. Mr. Donnetty: Yes, a lot of our financial wizards have told us how 
_ to cure our troubles, and you are supposed to give us your views on the matter. 
4 The Cuamrman: I think, gentlemen, it might take too long. If this house 
4 were going to sit for another month or so I might be able to give you my 
views. 
Mr. Donnetiy: It should not take a month. | 
The Cuamman: I would take quite a time to express my views in regard 
to monetary matters. Suppose we have a discussion as to the nature of our © 
report first. Let us decide what we should report. Mr. Jaques, you have taken 
‘ a rather important part in the discussions, what do you say? 
4 Hon. Mr. Dunninc: I do not think, Mr. Chairman, you can presume on 
_ your position as chairman to slide out of the responsibility that attaches to 
- your experience and ability in relation to so important a matter. It has 
not been my privilege to attend the meetings, but I have read every word 
_ that was uttered in them. I have, of course, been astonished at the verbosity 
of some of the members of the committee, and I have also been astonished 
to note that while there was a witness on the stand I could not find for three 
_ or four pages an answer to any question. I suggest that in view of the nature 
_ of the literature and in view of what all of us know you are capable of in the 
way of a contribution to the subject—I urge most strongly that before the 
proceedings of this committee conclude you should give us the benefit of that 
accumulative wisdom which we all know you possess in regard to this matter. 
I know you will not agree with me entirely, but that does not make any 
difference; it is important that amid all the nonsense that is spread on the 
record there should be at least one gem of wisdom. 
The Cuarrman: Thank you very much, Mr. Minister. What is the idea 
of the committee in regard to the report? 
Mr. Conpweuu: I think the report should be made by those members of 
the committee who have not expressed their opinions. 
_ Mr. Donnetiy: There are very few of us left. 
P The CHAIRMAN: Can the minister give us some intimation as to how 
long parliament is going to be in session? 
Hon. Mr. DuNnNING: Unfortunately, I do not control parliament. There 
is this to be said about it though that there are some estimates yet to pass 
and the supply bills which will not, of course, take very long, usually only a 
few minutes after the estimates comprising them are disposed of. Then there 
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is this bill which we have just dealt with—the Central Mortgage Bank Bill— 
which, of course, must go to the Senate and we will await their disposition’ 
of it. It is my hope that we can get this bill reprinted and into the house not 
later than to-morrow morning. The report of course can be made this after-. 
noon with the consent of the house, but I doubt whether the reprinted bill 
can be made available so quickly. We are speeding that matter up right now. 
In any event, this committee could surely have meetings not only to-day, 
but to-morrow and possibly the next day. If I were making a guess I would 
guess that the house will not prorogue this week. 


- The CuarrmMan: Gentlemen, I suggested to the clerk of the committee and 
to Mr. Cleaver with whom I had a little conference, that we might draft a report — 
in regard to the Bank of Canada hearings. I have read it, and I shall read it 
now to you to see how far it meets with your approval:— 


EigHtH REportT 


By order, February 20th, 1939, the House of Commons referred the 
report of the Bank of Canada for the year ended January 31, 1938, to the 
standing committee on Banking and Commerce to enquire into all matters 
pertaining thereto. 

Your committee has held thirty sittings on this reference and has — 
heard considerable evidence. 

Your committee in the conduct of its enquiry has at all times had the ~ 
active assistance and co-operation of Mr. Graham Ford Towers, Governor 
of the Bank of Canada, and wishes to express its appreciation of his — 
valuable services. Your committee is indebted also to Dr. W. C. Clark, — 
Deputy Minister of Finance, for the historical background of banking and — 
currency in Canada and glossary of monetary terms furnished by him. 

Your committee has been unable in one session of parliament to com- 
plete its study of so wide a subject and recommends that the study of © 
the subject be continued during future sessions of parliament. | 

A copy of the minutes of proceedings and evidence is annexed hereto. — 

All of which is respectfully submitted. | 


Mr. Howarp: That is a very excellent report. 
The Cuairman: I think that the clerk and Mr. Cleaver have probably - 
expressed the views of the committee. ; 
Hon. Mr. Dunnine: I have only one suggestion to make, and that is that. 
the committee might perform one more useful service if they recommended the 
publication, as a separate document, of the formal written statements made to — 
the committee by the Governor of the Bank of Canada from time to time. There — 
are formal written statements in reply to specific enquiries which statements 
contain authoritative information on matters that are of very wide public 
interest in Canada. Frankly, I have dug through these thirty reports to find © 
them, and I know that the general public will not be bothered doing that. 2g 
Mr. THorson: I move that those statements and documents be so printed. 
The CHatrMANn: We can put that motion into words. 
Mr. Tuorson: I move that the authoritative statement to which Mr. 
Dunning has referred be printed as a separate appendix to the proceedings of 
this committee. 3 
Hon. Mr. Dunnine: I am afraid it would not serve the purpose I had in 
mind; I am thinking of the public who might want to get it as a separate 
document. 
The CHarrMan: A separate bluebook. Su3 
Mr. Jaques: Would that include the brief of the Australian government? — 


The CHarrMan: No, I would hardly say so. aes 
os 
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Hon. Mr. Dunninc: All I have in mind are Mr. Towers’ own authoritative 
statements. I have not in mind the controversial’ material such as Mr. Jaques 
is now speaking of, so much as the general economic informative material. 

Mr. feoksow! That is not controversial at all. 

Hon. Mr. Dunninea: Of course, it is all controversial. 

Mr. Cotpweiu: The report of the Australian commission is not Mr. Towers’ 
report. 

Hon. Mr. DuNNING: Except that he adopted it as his own in regard to a 
series of questions. | 

The Cuatrman: If we put that in, it was understood by the committee 
that Mr. Jaques could put in rebuttal evidence, and Mr. Jaques’ statement ought 
to go in if the Australian statement goes in, it seems to me. 

Mr. CotpweEuu: Leave them both out. 

Mr. Cieaver: Mr. Chairman, you will recall that at the last sitting of the 
committee in regard to that matter, the governor of the bank indicated that he 
wished to prepare formal statements with respect to two questions which were 
asked him. I suggest that those two formal statements should be added to the 
bluebook which you propose to publish. 

The CuHarrRMAN: If you will allow. me to make a suggestion, I really think 
that Dr. Clark’s glossary is extremely valuable and that it should go in. 

Mr. DeacuMan: Take the statements of the total circulation of money and 
similar totals which were submitted. 

Hon. Mr. Dunninea: The totals? I included that in my mind, at all events. 

Mr. DracuHman: Those should go in. 

Mr. TuHorson: The idea is that that material should be printed as a separate 
bluebook? 

Hon. Mr. Dunnine: Yes, so that it could have general circulation. 

Mr. Taytor: In what form would this be edited? ) 

ais Mr. Dunninec: It would not be edited at all; it must not be edited 
at all. 

Mr. Taytor: Do you mean that the material is simply to go in as answers 

_ to questions? 

Hon. Mr. Dunning: No. Wherever the governor made a formal state- 
ment in writing to the committee I take it that would be extracted with such 
exceptions as this committee might now decide. 

Mr. Taytor: I foresee great difficulties in producing a satisfactory blue- 
book under those conditions. 

Hon. Mr. Dunnine: Is it desirable? I think it is. 

Mr. Tayuor: I think it is highly desirable. I believe the minister is quite 
correct in saying that the gems should be taken out of the rain and exposed 
to the light, but I really think you may smash some of the gems while you 

are doing it. 
| Mr. CueAver: Could we have a meeting this afternoon at 4 o’clock of all 
_ the groups interested, and agree on this? 
. The CHARMAN: Cannot we agree now? 

Mr. Howarp: I move, if it has not already been moved— 
Mr. Cuarrman: Mr. Thorson has made a motion. 

Mr. Howarp: I second the motion that the complete report of the banking 
and commerce committee be published “as is” in bluebook form called volume 1, 
and that volume 2 shall contain only the statements of the Bank of Canada and 
‘such other material as will throw light on the whole situation, 
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Hon. Mr. Dunntnc: May I suggest that a clearer way to do. it would be to 
add a paragraph to this report and say:— | ; 


Attached to this report are authoritative written statements made 
by the Governor of the Bank of Canada to the committee from time to 
time which this committee recommends should be published with this 
report. 


That means that this final report and these extracts which this committee 
has designated will be published. 

Mr. Tuorson: I understood that you wanted the authoritative statements 
published in a separate bluebook form. 


Hon. Mr. Dunninc: They would be separate from the evidence; now they 
are all mixed up through thirty volumes of evidence. 


The CuairMan: I really must protest. I think you should leave the word 
“suthoritative” out, because I might say I did not agree altogether with the 
governor at times in regard to his statements. 1 think what we have in mind 
are the written statements of the governor of the bank and of Dr. Clark. 


Mr. Tuorson: Leave the word “authoritative” out. 


The CuatrMan: Surely: the written statements or expressions of opinion 
by the governor of the bank and by Dr. Clark and such tables as were furnished 
from government departments including the Bank of Canada. 


Hon. Mr. Dunnine: Could you add that to your report? 

The CuarrMAN: Yes. Shall the report as amended carry? 

(Carried). 

The CuairMAN: The committee stands adjourned: to the call of the chair. 


The committee adjourned to the call of the chair. 
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